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UTIMCO BOARD OF DIRECTORS
ANNUAL MEETING AGENDA
March 30, 2006

UTIMCO
401 Congress Ave., Ste. 2800
Austin, Texas 78701

Time ltem # Agenda ltem
Begin End
Open Session:
9:30 a.m. 9:35 am. 1 Call to Order/Consideration of Minutes of January 17, 2006 Meeting*
9:35 am. 9:45 am. 2 Corporate Resolutions:
- Designation of this Meeting as the Annual Meeting of the UTIMCO Board*
- Election of UTIMCO Officers*

- Designation of Key Employees®

9:45 a.m. 10:30 a.m. 3 Endowment and Operating Funds Update;
- Performance Report
- Liquidity Profile
- Risk Dashboard
- Comprehensive Derivative Reporl
- Report on Actions Taken Under Delegation of Authority
- Intermediate Term Fund (“ITF") Update

10:30 a.m. 11:30 a.m. 4 Private Markets Group Presentation

11:30 a.m. 12:00 p.m. 5 Discussion and Consideration of Proposed Investments:
- Public Markets Investments*
- Marketable Alternative Investments (if necessary)*
- Non-Marketable Alternative Investments (if necessary)*

12:00 p.m. 1:00 p.m. Lunch

1:00 p.m. 1:30 p.m. 6 Discussion and Consideration of Recommended Distribution Rates:
- Permanent Health Fund {(PHF)*, **
- Long Term Fund (LTF)*, **
- Intermediate Term Fund (ITF)*, **

1:30 p.m. 2:15p.m. 7 Discussion of Investment Environment and Opporiunities

o

215pm. 3:00 p.m. Report from Policy and Risk Committees:
- Consideration of Recommended Changes to Investment Policies®, **

- Consideration of Recommended Changes to Delegation of Authority Policy*

3:00 p.m. 310 p.m. Break

310 pm. 3:25 p.m. 9 Report from Compensation Committee

3:25 p.m. 3:40 p.m, 10 Discussion and Consideration of Recommended Changes to Charters of the Risk
Committee and the Audit and Ethics Commitiee”

340 p.m. 3:55 p.m. 11 Annual Report on External Consultant
- Consideration of Contract*

3:55 p.m. 4:10 p.m. 12 Annual Report on External Counsel

4:10 p.m. Adjournment

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



TAB 1



RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors held on
January 17, 2006, be, and are 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 9:30 a.m. on the 17th day of January, 2006, in the
Whitney Room of the Four Seasons Hotel, 1300 Lamar, Houston, Texas, said meeting having been called
by the Chairman, H. Scott Caven, Jr., 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:

H. Scott Caven, Jr., Chairman
Mark G. Yudof, Vice Chairman for Policy
Clint D. Carlson
J. Philip Ferguson
Woody L. Hunt
Colleen McHugh
Erle Nye
Robert B. Rowling
Charles W. Tate

thus, constituting a majority and quorum of the Board. Also attending the meeting were R. D. Burck,
Advisory Director; Bob Boldt, President of the Corporation; Joan Moeller, Secretary and Treasurer of the
Corporation; Christy Wallace, Assistant Secretary of the Corporation: Cathy Iberg, Managing Director —
Marketable Afternative Investments and Deputy CIO; Bill Edwards, Managing Director of Information
Technology; Larry Goldsmith, Managing Director of Public Markets: Andrea Reed, Risk Manager; Trey
Thompson, Managing Director — Non-Marketable Alternative Investments; various staff members of the
Corporation; Jerry Turner, legal counsel for the Corporation: Keith Brown of the McCombs Schoal of
Business at UT Austin; Philip Aldridge, Amy Barrett, Charlie Chaffin, Jim Phillips, Cathy Swain, and Michael
Warden of UT System Administration: Greg Anderson of Texas A&M University System: and Bruce Myers
and Hamilton Lee of Cambridge Associates. Mr. Caven called the meeting to order at 9:30 a.m. Copies of
materials supporting the Board meeting agenda were previously furnished 1o each Director or distributed at
the meeting.

Minutes

The first matter to come before the Board was approval of the minutes of the meetings of the Board of
Directors held on November 16, 2005. Upon motion duly made and seconded. the following resolution was
unanimously adopted:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
November 16, 2005, be, and are hereby. approved.



Vice-Chairman Appointment

Mr. Caven recommended that the Board appoint Woody Hunt as Vice-Chairman of the Board. Upon
motion duly made and seconded, the following resolution was adopted:

RESOLVED, that the following person is hereby appointed to the respective office
of the Corporation set forth opposite his name, to serve until the next Annual
Meeting of the Corporation or until his resignation or removal,

Name Office or Offices
Woody L. Hunt Vice-Chairman

Asset Allocation and Performance

Mr. Caven asked Mr. Boldt to report on the Corporation’s asset allocation and performance.  Mr. Boldt
distributed performance information for November 30, 2005. He discussed the Market Exposure chart
showing market exposure and deviations from policy largets within tactical policy ranges. He continued by
discussing asset aliocation and atiribution analysis, the peer universe and value added. Mr. Boldt reported
Cumulative Value Added under the Corporation's management for periods ended November 30, 2005.
The net performance for the one-month period ended November 30, 2005, for the Permanent University
Fund ("PUF") was 2.23% and for the General Endowment Fund ("GEF”) was 2.12%, versus benchmark
returns of 2.20% for each fund. The net performance for the one-year period ended November 30, 2005,
for the PUF and GEF was 12.82% and 12.54%, respectively, versus benchmark returns of 11.58% for each
fund. The Short Intermediate Term Fund's (SITF) performance was 0.39% versus its benchmark return of
0.32% for the one-month period, and was 1.92% versus its benchmark retum of 1.49% for the one-year
period ended November 30, 2005. Performance for the Short Term Fund (STF) was 0.32% versus 0.33%
for its benchmark for the one-month period, and was 3.01% versus a benchmark return of 2.96% for the
one-year period ended November 30, 2005. Also presented was performance attribution, statistics on
hiquidity, total derivatives by type and application, and actions taken under the Delegation of Authority.
There was discussion of a negative cash position that occurred at the end of November due to an overnight
mismatch of timing of a contribution and withdrawal from the General Endowment Fund. Mr. Boldt, Mr.
Goldsmith and Ms. Iberg answered the Directors’ questions.

Audit and Ethics Commitiee Report

Mr. Caven asked for a report from the Audit and Ethics Committee. Mr. Nye, Chairman, reported that the
Audit and Ethics Committee (the “Commitiee”) met the day before, on January 16, 2006. The Committee
reviewed and considered the Corporation’s Audited Financial Statements, the resulis of the internal
controls assessment audit conducted by Emst & Young on the Permanent University Fund and the
Corporation for the year ended August 31. 2005, and the annual evatuation of enterprise risk management.
The Committee also reviewed UTIMCO's compliance process, major risk exposures, and unaudited
financial statements for the three months ended November 30. 2005, Furlher, the Committee received an
update from staff on the custodian review. Upon motion duly made and seconded, the following resolutions
were unanimously adopled:

RESOLVED, that UTIMCO management's assertions on Internal Control over
Financial Reporiing. and the independent accountant's reports for UTIMCO and



the Permanent University Fund for the year ended August 31, 2005, be, and are
hereby, approved in the form as presented to the Board and,

FURTHER RESOLVED, that the annual financial statements and audit report for

the Corporation for the years ended August 31, 2005, and August 31, 2004 be,
and are hereby, approved in the form as presented to the Board.

Joint Meeting of Audit and Ethics and Risk Committees

Mr. Nye continued by reporting on the joint meeting of the Audit and Ethics Committee and the Risk
Committee. ~ The two committees met jointly, to clarify each committee's role related to
enterprisefinvestment risk responsibilities.  Mr. Nye summarized the Audit and Ethics Commitiee
responsibiliies into four categories: Policies and Procedures, Operational Risk, Investment Risk and
Corporate Compliance. Of these four categories, the two Committees concurred that the Investment Risk
area and one sub-category from Corporate Compliance, the investment compliance, will be moved to the
Risk Committee for oversight responsibilities, with the Audit and Ethics Committee looking to the Risk
Committee for assurances and reporting on a regular basis. Mr. Tale reported on the dynamics and the
investment activity of the Risk Committee. Mr. Nye and My, Tate agreed that this is a work in progress.
The next step would be for staff and Mr. Turner to review the Charters for both committees and recommend
appropriate changes to the two committees. No action was required by the Board at this time.

Risk Committee

Mr. Tate continued by summarizing the Risk Committee meeting that was also held on January 16, 2006.
Mr. Tate commented that the Risk Dashboard was reviewed and discussed by the Committee in detai.
These charts will be very useful to the Committee as they plan on working closely with the Staff on the
practice of using risk information for future asset allocation studies.

Policy Committee

Mr. Caven stated that the first meeting of the newly formed Policy Commitiee was held that morning, prior
to the Board meeting. Mr. Rowfing, Chair of the Policy Committee, reported thal the Policy Committee
reviewed requested amendments fo the Investment Management Services Agreement (“IMSA"} and the
Intermediate Term Fund investment Poiicy Statement, They also reviewed a list of all policies to determine
which intemal guidelines and policies should be approved by the Board. Mr. Rowling recommended
approving the amendments fo the IMSA and the Intermediate Term Fund Investment Policy Statement in
the form that had been approved by the Committee. Upon motion duly made and seconded. the following
resofution was unanimously adopted:

RESOLVED, that amendments to the Investment Management  Services
Agreement and the Intermediate Term Fund Investment Policy Statement as
amended and approved by the Policy Committee be, and are hereby. approved,
subject to approval by the U. T. System Board of Regents.



Intermediate Term Fund (“ITF”)

Mr. Caven asked Mr. Boldt to give an update on the Intermediate Term Fund (1TF"). Mr. Boldt began by
stating that the Staff is ready to Jaunch the ITF on February 1st Mr. Boldt continued by discussing
accounting issues that emerged during discussions leading up fo the launch of the ITF. as well as
alternative methods for setting the distributions from the Fund. Mr. Boldt also presented the external
manager roster and initial asset allocation for the ITF. The Staff sought approval to increase the ceiling
limils 1o investment mandates for certain Public Market and Marketable Alternative Investments. The
Directors’ questions were answered by Mr. Boldi, Ms. Iberg and Mr. Goldsmith. Upon motion duly made
and seconded, the following resolutions were unanimously adopted:

RESOLVED, that the proposed new fimits to investment mandates for certain
Public Markets Investments be, and are hereby, approved in the form as submitted
to the Corporation’s Board of Directors; and be it further

RESOLVED, that the proposed new limits to investment mandates for certain
Marketable Alternative Investments be, and are hereby, approved in the form as
submitted to the Corporation’s Board of Directors, and also

RESOLVED, that the distribution rate for the Intermediate Term Fund be set at
3.0% per annum for the remainder of fiscal year 2006, 0.25% paid on a monthly
basis as sel forth in the Intermediate Term Fund Investment Policy Statement.
effective with the March 1, 2006 distributions, subject to approval of the U.T.
System Board of Regents; and

FURTHER RESOLVED, that amendmenis to the Intermediate Term Fund
Investment Policy Statement be, and are hereby, approved in the form submitted
fo the Corporation’s Board of Directors, subject to approval of the U.T. System
Board of Regents.

Website Security Audit and Information Technology Disaster Recovery

Mr. Boldt explained that because of the operational changes occurring due to the ITF, the Corporation wil
now be the center of money movement by the institutions. Therefore, a secure system is a necessity. The
Corporation contracted with the Denim Group to assess and advise on the security of the new CPSystem
supporting the new ITF and STF and received a very favorable report. The ITF Staff is also reviewing and
implementing new disaster recovery plans. Mr. Boidt and Mr. Edwards answered the Directors’ questions.

The meeting was recessed at 11:50 a.m. The Board of the Corporation reconvened in an open meeting at
the same meeting location at 1:00 p.m.

Portfolio Construction Issues

Mr. Caven asked Mr. Boldt to continue with the next item on the agenda. Mr. Boldt explained that there are
very significant changes in portiolio construction being considered by various thoughtful leaders in the
endowment industry. Mr. Boidt's presentation was an exchange of ideas and information on several issues



at the leading edge of thinking in the endowment and foundation community, focusing on three significant
issues in new portolio construction strategies. Mr. Boldt and Ms. Reed answered the Directors’ questions.

Public Markets Investments

Mr. Caven then asked Mr. Goldsmith fo give an overview of the responsibility and investment activities of
the Public Markets Investments area. Mr. Goldsmith's presentation covered overview, philosophy, asset
allocation and internal trades for the Public Market Investment area. The Public Markets group currently
oversees approximately 56% of total endowment market value, as well as internally managed derivatives
positions. They are responsible for investments in Domestic Equities, International Equities, Domestic and
International Fixed Income, and presently oversee TIPS and Commodities. Mr. Goldsmith answered the
Directors’ questions.

Annual Report

Mr. Caven asked Mr. Boldt to continue with the next item. Mr. Boldt began the presentation of the 2005
Annual Report. He explained that the concept of the Texas theme of the Annual Report was recommended
by an advisory group, consisting of development staff from several UT System institutions that meets each
year o provide input to improve the reporting. He then asked Ms. Moeller to explain the process and give
background on the report. Ms. Moeller stated that the Annual Report is made up of individual sections,
including separate reports for the UTIMCO Annual Report, the PUF, LTF, Frequently Asked Questions
("FAQ"), "stories” from each institution, and a compact disc with the audited financial statements. The
modular design of the report has been well received. Over 7,800 reports were sent out this December.
The Annual Report is also available on-line on the Corporation’s website.

Investment Environment and Opportunities

Mr. Caven asked Mr. Boldt to begin the discussion on curren! investment environment and opportunities.
This agenda item provided an opportunity for the Board and Staff to have an open-ended and unstructured
discussion on issues, concerns, and opportunities in the cumrent investment environment.

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 3:35 p.m.

Secretary:

Joan Moeller

Approved: Date:
H. Scott Caven, Jr.
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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Agenda ltem:

Developed By:
Presented By:
Type of ltem:

Description:

Recommendation;

Reference:

Agenda ltem
UTIMCO Board Meeting
March 30, 2006

Designation of the Annual Meeting, Election of Corporate Officers, and Designation
of Key Employees for the Corporation

Caven

Caven

Action required by UTIMCO Board

As stated in the Bylaws, there shall be designation of the Annual Meeting by
resolution of the Board of Directors, and election of Officers for the ensuing year.
The Corporation's Code of Ethics requires the Board to designate, by position, with
UTIMCO the employees who exercise significant decision-making authority. By
virtue of their position with UTIMCO, these persons are “key employees”.

Chairman Caven recommends approval of the following:

Designation of this Meeting as the Annual Meeting of the UTIMCO Board

Election of UTIMCO Officers

Designation of Key Employees

UTIMCO Bylaws and Code of Ethics



RESOLUTION RELATED TO ANNUAL MEETING

RESOLVED, that this is the Annual Meeting of the Board of Directors, held on March
30, 2006, in Austin, Texas.




RESOLUTION RELATED TO CORPORATION OFFICERS

RESOLVED, that the following persons are hereby appointed to the respective office or
offices of the Corporation set forth opposite their names, to serve until the next Annual
Meeting of the Corporation or until their resignation or removal,

Name Office or Offices

H. Scott Caven, Jr. Chairman

Woody L. Hunt Vice-Chairman

Mark G. Yudof Vice-Chairman for Policy
Bob Boldt President

Cathy Iberg Managing Director

Bill Edwards Managing Director

Larry Goldsmith Managing Director

Joan Moeller Managing Director, Treasurer and Secretary
Andrea Reed Risk Manager

Trey Thompson Managing Director

Christy Wallace Assistant Secretary




RESOLUTION RELATED TO KEY EMPLOYEES OF THE

CORPORATION

RESOLVED, as required by the Corporation’s Code of Ethics, the Board shall
designate, by position, key employees of the Corporation.

Bob Boldt
Cathy Iberg

Bill Edwards
Larry Goldsmith
Joan Moeller
Andrea Reed
Trey Thompson
Russ Kampfe
Harland Doak
Debbie Childers
Gary Hill

Greg Lee
Laura Patrick
Tushar Shah
Christy Wallace

President, Chief Executive Officer and Chief Investment Officer
Managing Director - Marketable Alternative Investments/Deputy CIO
Managing Director - Information Technology

Managing Director - Public Markets Investments

Managing Director - Accounting, Finance and Administration
Risk Manager

Managing Director - Non-Marketable Alternative Investments
Senior Portfolio Manager - Fixed Income Investments

Portfolio Manager - Fixed Income Investments

Manager of Portfolio Accounting and Operations

Manager of Investment Reporting

Manager - Finance and Administration

Analyst — Public Markets Investments

Analyst — Public Markets Investments

Executive Assistant
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Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Agenda item: Performance Report

Developed By: Moeller, Hill

Presented By: Boldt

Type of Item: information Item

Description: The reports presented are for the periods ended January 31, 2006. {Except as
noted.)

Discussion; Changes since last UTIMCO Board Meeting report;

Terminations:

BGI S&P 500 Index

BGI S&P 400 Midcap Index
BGI Russell 2000 Alpha Tilts
Forstmann Leff Mid Cap
Forstmann Leff Small Cap
GSAM Large Cap

GSAM Small Cap

(GSAM International
Ironbridge

K Capital

Status Changes:

Everglades moved to concern status.

Recommendation: No action required.

Reference: Market Exposure; UTIMCO Performance Summary; Fiscal Year Cumulative Value
Added in Endowment Funds; Fiscal Year Cumulative Value Added in Marketable
Securities; Fiscal Year Cumulative Value Added in Non-Marketable Securities;
Cumulative Value Added in Endowment Funds Since September 2002; Performance
Attribution; UTIMCO Endowment Funds vs. Mellon Trust All Funds Universe;
UTIMCO Endowment Funds vs. Mellon Trust Billion Dollar Funds Universe; UTIMCO
Endowment Funds vs. Mellon Trust Foundation and Endowments Universe; UTIMCO
Endowment Funds vs. Mellon Trust Foundations and Endowments Billion Dollar
Funds Universe; Public Markets Managers Investment Performance Detail
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Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Agenda ltem: Liquidity Profile

Developed By: Moeller, Childers

Presented By: Boldt

Type of ltem: Information Item

Description: The reports presented are for the period ended January, 2006.

Discussion: As of January 31, 2006 endowment fund assets classified as liquid were 76.3% of

the total assets, and those classified as illiquid were 23.7% of total assets.
Recommendation: No action required.

Reference: Combined Liquidity Profile, PUF Liguidity Profile, GEF Liquidity Profile, Certification of
GEF and PUF Liquidity Profiles, llliquid Investments Approved/Delegated or Funded
from Last Report to UTIMCO Board, UT Endowments Actual Liquidity Classification,
Domestic Equities, [nternational Equities and Fixed Income Actual Liquidity
Classifications, Marketable Alternatives Actual Liquidity Classification, Non-
Marketable Alternatives Actual Liquidity Classification, and Inflation Hedging Actual
Liquidity Classification



Combined Liquidity Profile
January 31, 2006
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Liquid liquid
Current:
1/31/2006 12/31/2005
Market Value Percent Market Value Percent
Liquid 11,669,290.030.08 76.3 11,586,072,963.70 76.0
Miquid 3.622.812.794.42 23.7 3,531,265,067.33 234
15,292.102,824.50 100.0 15,117,338,031.03 100.0

Approved but not yet invested illiquid marketable investments:

/3172006 12/31/2005
Market Value Percent Market Value Percent
Liquid 11,569,290,030.08 75.7 11,530,072,963.70 76.3
[liquid 3,722 812,794.42 24.3 3,587,265.067.33 237
15,292.102,824.50 100.0 15,117,338,031.03 100.0

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

[Hiquid: Investments that could be converted to cash in a orderly market over a period of more than 3 months or in a

sho eriod ow accepting a discount of more than 0%,

[, ,_4,/,/’// . as Risk Manager, certify that | have reviewed the liquidity categories provided by the
Managing Directors and concur with the classifications.

L, . as Chiet Compliance Officer and MD of Accounting, Finance and Administration,
certify that | have verified that the Managing Directors' tiquidity classifications have been accurately reported and
that the percentage calculations are accurate,

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.




PUF Liquidity Profile
January 31, 2006
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Liquid lEquid
L ]
Current:
1731720006 12/31/2005
Market Value Percent Market Value Percent
Liguid 7,545,286.044.01 76.5 7.532.645,949.18 76.9
Mliquid 2,316,856,444.33 233 2.258.437.920.45 23,1
9,862,144 488 34 100.0 9,791,083,869.63 100.0
Approved but not yet invested illiquid marketable investments:
1/31/2006 12/31/2005
Market Value Percent Market Value Percent
Liquid 7.480.288,044.01 758 7,496,145.949. 1§ 76.6
[liquid 2.381,856,444.33 242 2,294 93792045 234
9.862,144,488.34 100.,0 9,791,083,869.63 100.0

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.

Iliquid: [nvestments that could be converted to cash in a orderly market over a period of more than 3 months or in a
shortepperiod of pme ceepting a discount of more than 10%.

1 . 88 Risk Manager, certify that | have reviewed the liquidity categories provided by the
Marnaging Directors and concur with the classifications.

[, » a5 Chief Compliance Officer and MD of Accounting, Finance and Adminiseration,
certify that ['have verified that the Managing Directors' liquidity classifications have been accurately reported and

that the percentage calculations are accurate.

1, M“ + as President of UTIMCOQ, centify that [ 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
January 31, 2006

Percent of Total Portfolio

50
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30
20
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0 T
Liquid Miquid
Cutrent;
1/31/2006 12/31/2005
Market Value Percent Market Value Percent
Liquid 4,124,001,986.07 75.9 4,053,427.014.52 76.1
Nliguid 1,305,956,350.09 24 1 1,272,827, 146.88 239
5,429 .958,336.16 100.0 5,326,254,161.40 100.0

Approved but not yet invested illiquid marketable investments:

1/31/2006 12/31/2005
Market Value Percent Market Value Percent
Liquid 4,089,001,986.07 75.3 4,033,927.014.52 75.7
Hliguid 1,340,956,350.09 24,7 1,292,327,146.88 24.3
5,429,958,336.16 100.0 5,326,254,161 40 100.0

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

Hliquid: Investments that could be converted to cash in a orderly market over a period of more than 3 months or in a
shortgiperiod of tipye by, accepting a discount of more than 10%.

I, , 85 Risk Manager, certity that | have reviewed the liquidity categories provided by the
Magaging Directors and concur with the classifications.

- as Chiet 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.

I, C’if m . as President of UTIMCO, certify that | have reviewed the tiquidity categories, classifications by

Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.




Liquidity Profile for GEF and PUF
January 31, 2006

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

Larry Goldsmith, Managing Director - Public Markets

3/ ‘e / oé Date
] [ .
'u;{/!u i, ] ) Cathy Iberg, Managing Director - Marketable Alternatives
Fool
> ’ 15 j O Date
o
o
m wﬁ% / His Trey Thompson, Managing Director - Non-Marketable Alternatives
4 v f

EZIS Zﬁg Date



Iliquid investments approved/delegated or funded from last report to UTIMCO Board through
current report date

November 1, 2005 through January 31, 2006

Board

Approved/ Committed Amount Funded Amount
Private Equity investments Delegated PUF GEF PUF GEF
AG Private Equity Partners IT1, L.P. 11/1/2005 $ 21,000,600.00 § 9,600,000.00 $ $ -
TCV VI, LPF. 11/8/2005 $ 24,500,000.00 $ 10.500,000.00 3 5 -
Care Capital Investments II1, L.P. 12/20/2005 $ 28,000,000.00 § 12.000,000.00 5 3 -
Marketable Alternative investments
AG Super Fund 12/1/2005 $ 32,500,000.00 §$ 17,500,000.00 $ 32,500,000.00 $ 17,500,000.00
Eminence 1/3/2006 $ 4,000,000.00 $ 2,000,000.00 $ 4.000,000.00 § 2,000,000.00
OZ Asia 1/3/2006 $ 32,500,000.00 % 17,500,000.00 $ 32,500,000.00 $ 17,500,000.00
Public Markets
IMBO Fund 11/1/2005 $ 13,000,000.00 § 7,000,000.00 $ 13,000,000.00 $ 7,000,000.00
ValueAct 1/3/2006 5 65,000,000.00 3 35,000,000.00 $ 65,000,000.00 $ 35,000.000.00

Change in investment's liquidity classification

Marketable Alternative investments

Amgount

Changed from Illiquid to Liquid to due negotiation of new Liquidity terms with managers:
$112,585,986.10

Perry Partners
Satellite

Changed from 1lliquid to Liquid to due lockup period expiring:
OZ Europe
Moen Capital

$

$
3

37,000,000.00

52,059.901.07
59.419,796.83
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Agenda ltem
UTIMCO Board Meeting
March 30, 2006

Agenda ltem: Discussion of Risk Dashboard

Developed By: Boldt, Reed

Presented By: Boldt, Reed

Type of item: information ltem

Description: UTIMCO has developed a set of standardized charts and graphs that will be

provided to the Board on a monthly basis presenting a comprehensive risk analysis
of the Endowment Funds.

For this Board Meeting we will present the Risk Dashboard for January 2006,
Discussion: The role of the Dashboard is to give Board Members a comprehensive view of risk

as it relates to the Endowment Funds. We consider this an evolving document and

welcome all requests for additional analyses or revisions of the ones provided.

Recommendation: None

Reference: None
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Agenda Item:
Developed By:
Presented By:
Type of ltem:

Description:

Discussion:

Recommendation:

Reference:

Agenda Item
UTIMCO Board of Directors Meeting
March 30, 2006

Comprehensive Derivative Report
Goldsmith, Shah, Childers, Reed
Boldt

Information Htem

The UTIMCO Board approved amendments to the Derivative Investment Policy
("Policy”) at its October 7, 2005 board meeting. The amended Policy requires that
UTIMCO provide a comprehensive report of all approved derivative applications for
both internal managers and external managers under agency agreements and also
provide a comprehensive report of all outstanding derivatives positions established
by internal managers and external managers under agency agreements. Staff has
also prepared a report on counterparties. The reports presented are for the period
ended January 31, 2006.

As of January 31, 2006, net mark-to-market values of derivatives (internal and
external) was negative $89.8 million.

The mark-to-market value of over-the-counter options was negative $78.7 million.
While $88.4 million was owed to counterparties by the PUF and GEF (Funds), $9.7
million was owed by counterparties to the Funds. This $9.7 million owed to the
Funds represents the Funds’ counterparty risk. There were no counterparties with
exposure to the Funds in excess of 1% of the Funds’ value.

No action required.

Comprehensive Derivatives Report; Comprehensive Report on Approved Derivative
Applications; and Derivatives Counterparty Report.
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Agenda Item:
Developed by:
Presented by:
Type of ltem:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Report on Actions taken under the Delegation of Authority
Staff

Boldt

fnformation item

The Delegation of Authority delegates to the CEO the authority to execute on the
behalf of UTIMCO all contracts, leases, or other commercial arrangements (except
investment management agency contracts, partnership agreements, investment
consultant agreements and agreements with independent auditors) for a total
obligation of $1 million or less. The Delegation of Authority requires staff to report
contracts, leases, or other commercial arrangements executed by the CEO with a
total obligation of $1 million or less.

The Delegation of Authority also requires that the CEQ notify the UTIMCO Board at
its regularly scheduled Board meetings regarding all decisions made under the
delegated authority related to new manager selection and increases in investments
or commitments to existing managers.

The Delegation of Authority delegates to the UTIMCO CEQ the authority to make all
personnel management decisions regarding positions included in the approved
budget and grants authority to the CEO to add non-budgeted personnel as
necessary, provided such additions are promptly reported to the UTIMCO Board.

None

Staff has prepared the reports to update the UTIMCO Board on (1) Manager activity,
(2) new and renewal of existing contracts, leases and other commercial
arrangements , and (3) staffing and personnel adjustments.

Manager Activity Taken Under the Delegation of Authority; New Contracts and
Existing Contract Renewals, Leases, and Other Commercial Arrangements; Staffing
and Personnel Adjustments
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Report on

New Contracts and Existing Contract Renewals, Leases, and Other Commercial

Arrangements

For December 2, 2005 through February 28, 2006

(Total Obligation per Agreement less than $1 million)

futures

Annual
Agreement Purpose Contract Term Amount
\ Renews annually via
(Sée:)nlﬂazdséct)]’oor s Provide information for Factset invoice {renewed $27,420
P 1/31/2006)
MSCI Provide information for Factset 1/1/2006 to 12/31/2006 $32,000
Investor Force Hedge Fund Database {Altvest) 1/31/2006 to 1/31/2007 $6,500
Services that renew via invoice on a monthly or quarterly basis:
. . Renews quarterly via
Bloomberg All n-one Investment p]atforrln for invoice and may be $235,887
trading, analysis and information .
canceled at any time
American Stock exchange E:\i‘: to access stock prices and related Monthly invoice £1.812
Dow Jones News Service Used to access current new on stocks and Monthly invoice $10,620
related investments
New York Stock Exchange :}Jes\i{si to access stock prices and related Monthly invoice $2.865
Options Pricing Report II;J:\?: to access option prices and related Quarterly invoice 51,161
Thomson Venture Venture capital and private equity L
Economics benchmarks and other industry data Monthly invoice $18,000
Thompson Financial Renews quarterly via
(Worls;co e) Provide information for Factset invoice (renewed $27,000
L orseop 2/28/2006)
Primary quotation and trading system for
Trade Web 9.&. Treasury, Agem’:)-r, Mortgage and Monthly invoice $18,600
Corporate debt securities
Market Axess gompet]tlve quotal.lc.m and trading system Monthly invoice $1,800
Or corporate securities
Bourse de Montreal Real time quotations of Canadian equity Monthly invoice $1,513




Report to the UTIMCO Board of Directors
Staffing and Personnel Adjustments
March 30, 2006

The Delegation of Authority delegates to the UTIMCO CEO the authority to make all personnel
management decisions regarding positions included in the approved budget and grants authority to
the CEQ to add non-budgeted personnel as necessary, provided such additions are promptly
reported to the UTIMCO Board. During the last quarter, the following staffing and personnel
adjustments were made:

Public Markets — An Administrative Assistant was hired into an approved position in the budget for
an analyst. This staff position is providing administrative support and compiling technical data for the
investment professionals in the Public Markets area. This action creates a budget savings and
therefore, does not have an adverse impact on the budget. If an additional analyst is desired or
warranted for this department, this action would be brought to the board for consideration at that
time.

Marketable Alternatives — A Reporting and Research Assistant was hired into an approved position
in the budget for an analyst. This staff position is researching and compiling technical fund
performance information and generating relevant reports for use by the investment professionals
within the Marketable Altemnatives area. This action creates a budget savings and therefore, does
not have an adverse impact on the budget. If an additional analyst is desired or warranted for this
department, this action would be brought to the board for consideration at that time.



Agenda item:
Developed By:
Presented By:
Type of ltem:

Description:

Recommendation:
Discussion;

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2005

Intermediate Term Fund {ITF) Update

Goldsmith, Patrick

Goldsmith

Information ltem

This purpose of this presentation is to provide a brief update on the Intermediate
Term Fund (ITF) following its launch by UTIMCO staff on February 1, 2006. The
presentation will include information regarding the Fund's asset aflocation, February
performance, and 3/1/06 distribution and rebalancing activity.

None

None

Intermediate Term Fund (ITF) Update Presentation
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Agenda ltem:

Developed By:

Presented By:
Type of ltem:
Description:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Private Markets Group Presentation

Thompson

Thompson

No Action Required

The Staff will give an update on the Private Markets portfolio.

In this detailed update, the Staff will address its progress towards achieving a 15%
allocation to private equity and provide a brief performance update. Additionally, the
Staff will discuss the trends affecting the private equity markets and communicate its

strategy for positioning the portfolio fo take advantage of current and anticipated
investment opportunities.
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UTIMCO BOARD OF DIRECTORS
ANNUAL MEETING AGENDA
March 30, 2006

UTIMCO
401 Congress Ave., Ste. 2800
Austin, Texas 78701

Time Item # Agenda ltem
Begin End

Open Session:

9:30 a.m. 9:35am. 1 Call to Order/Considerafion of Minutes of January 17, 2006 Meeting*

9:35am. 9:45 am. 2 Corporate Resolutions:
- Designation of this Meeting as the Annual Meeting of the UTIMCO Board*
- Election of UTIMCO Officers*
- Designation of Key Employees*

g:45am. 10:30 a.m. 3 Endowment and Operafing Funds Update:
- Performance Report
- Liquidity Profile
- Risk Dashboard

- Comprehensive Derivative Report
- Report on Actions Taken Under Delegation of Authority
- Intermediate Term Fund (“ITF") Update

10:30 a.m. 11:30 am. 4 Private Markets Group Presentation

11:30 am. 12:00 p.m. 5 Discussion and Consideration of Proposed tnvesiments:
- Public Markets Investments
- Marketable Alternaive Invesiments (if necessary)*
- Non-Marketabie Alternative investments (if necessary)*

12:00 p.m. 1:00 p.m. Lunch

1:00 p.m. 1:30 p.m. 6 Discussion and Consideration of Recommended Distribution Rates:
- Pemmanent Health Fund {(PHF)*, =
- Long Term Fund {LTF)*, **
- Intermediate Term Fund (ITF)*, *

1:30 p.m. 215 p.m. 7 Discussion of Investment Environment and Opportunities

215p.m. 3:.00 p.m. ] Report from Policy and Risk Committees:
- Consideration of Recommended Changes fo Investment Policies®, =
- Consideration of Recommended Changes to Delegation of Authority Policy*

3:00 p.m. 3:10 p.m. Break

310 p.m. 325 p.m. 9 Report from Compensation Committee

325 p.m. 340 pm. 10 Discussion and Consideration of Recommended Changes to Charters of the Risk
Committee and the Audit and Ethics Committee*

3:40 p.m. 3:55 p.m. 1" Annual Report on External Gonsultant
- Consideration of Contract*

3:55 p.m. 410 p.m. 12 Annual Report on External Counsel

4:10 p.m. Adjoumment

* Action by resclution required

"Resolution requires further approval from the U. T. System Board of Regents
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Agenda Item:

Developed By:

Presented By:

Type of ltem:

Description:

Recommendation:

Reference;

Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Discussion and Consideration of Recommended Distribution Rates for the
Permanent Health Fund (PHF), the Long Term Fund (LTF) and the Intermediate
Term Fund (ITF)

Boldt, Moeller
Boldt

Action Item; Action required by UTIMCO Board; Action required by U.T. System
Board of Regents

Each of the Funds’ respective Investment Policy Statement provides the guidelines
to calculate the distribution amount or rate and provides the spending policy
objectives of the Fund. The recommendations for the distribution amount and
payout rates are discussed in the attached Recommendation of Distribution Rates
and are based on the Investment Policy Statements. The Permanent University
Fund distribution amount will be recommended at a later date.

UTIMCO staff recommends that the UTIMCO Board approve the following for fiscal
year ending August 31, 2007:

1) The distribution rate for the PHF increased from $0.0482 per unit to
$0.0496 per unit.

2) The distribution rate for the LTF be increased from $0.2764 per unit o
$0.2844 per unit.

3} The distribution rate for the ITF remains at 3.0% per annum.

Recommendation of Distribution Rates
Investment Policy Statements



RESOLUTION RELATED TO PHF, LTF AND ITF DISTRIBUTION RATE
INCREASES

RESOLVED, the distribution rate for the Permanent Health Fund be increased from
$.0482 per unit to $.0496 and the Long Term Fund be increased from $0.2764 per unit
to $0.2844 per unit for fiscal year 2007, effective with the November 30, 2006
distributions, and the distribution rate for the Intermediate Term Fund remain at 3.0%
per annum for fiscal year 2007, effective with the September 1, 2006 distribution.

BE IT FURTHER RESOLVED, that the distribution rates for the Permanent Health
Fund, Long Term Fund, and Intermediate Term Fund be approved and adopted by this
Corporation's Board of Directors, subject to approval by The University of Texas
System Board of Regents.




Recommendation of Rates

LTF AND PHF
The spending policy objectives of the PHF and LTF are to:
A. provide a predictable stable stream of distributions over time:
B. ensure that the inflation adjusted value of the distributions is maintained over the long-
term; and
C. ensure that the inflation adjusted value of the assets of the PHF and the LTF, as
appropriate, after distributions is maintained over the long-term.

The spending formula under the Long Term Fund (LTF) Investment Policy and the Permanent
Health Fund (PHF) Investment Policy increases distributions at the rate of inflation subject to a
distribution range of 3.5% to 5.5% of the average market value of the LTF assets and PHF assets
for each fund's respective trailing twelve fiscal quarters. The Board of Regents has full authority to
alter distributions rates at their sole discretion.

We are recommending a 2.9% increase in the LTF distribution rate from $0.2764 to $0.2844 per
unit. The increase is recommended based on the LTF’s Investment Poiicy to increase the
distributions by the average rate of inftation for the trailing twelve quarters. The LTF's distribution
rate calculated using the prior twelve quarter average value of the LTF is 5.0%, within the range of
3.5% to 5.5% set forth in the LTF Investment Policy. The increase in the consumer price index for
the prior three years as of November 30, 2005, was 2.9%.

We are recommending a 2.9% increase in the PHF distribution rate of $.0482 to $.0496 per unit.
The PHF's distribution rate calculated using the prior twelve quarter average value of the PHF is
4.9%, within the range of 3.5% to 5.5% set forth in the PHF Investment Policy.

ITF

The distribution rate for the ITF was set at 3.0% per annum for the remainder of fiscal year 2006 by
the UTIMCO Board and the Board of Regents at their January 17, 2006 and February 9, 2006
meetings, respectively. We are recommending that the rate remain at 3.0% for fiscal year 2007.
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Agenda Item:
Developed By:
Presented By:
Type of Item:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Discussion of Investment Environment and Opportunities
Boldt

Boldt

Information ltem

This agenda item is intended to provide an opportunity for an open-ended discussion
on issues, expectations, and opportunities in the current investment environment.

None

We hope to get input from Board members on issues, concerns. and opportunities in
the current investment environment. The conversation will be unstructured and
open-ended. Staff will come prepared to initiate discussions on several topics, but
we are far more interested in what Board members want to talk about. We would
like to come away from each of these sessions with at least one “fat pitch”
investment idea.

None
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Agenda ltem:

Developed By:

Presented By:

Type of Item:

Description:

Agenda Item
Board of Directors Meeting
March 30, 2006

Report from Policy and Risk Committees on Investment Policies
Staff
Rowling, Tate, Boldt

Action item; Action required by UTIMCO Board; Action required by UT System
Board of Regents

The Policy Committee met on March 7, 2006, and approved the investment policy
statements for each Fund except for Exhibit A of the PUF, GEF, ITF, LTF and
PHF and Exhibit B of the LTF and PHF {which are the GEF's Exhibit A). The
Policy Committee requested that the Risk Committee review the changes in Exhibit
A.  The Policy Committee also approved the proposed amendments to the
Derivative Policy.

The Risk Committee has a meeting scheduled on Thursday, March 30, 2006, prior
to the UTIMCO Board meeting. The Risk Committee will recommend to the Board
appropriate action related to Exhibit A (PUF, GEF, ITF, LTF and PHF) and B (LTF
and PHF )

The Investment Management Services Agreement (IMSA) requires that UTIMCO
review the current Investment Polices for each Fund at least annually by June 1 of
each year. Such review shall include distribution (spending) guidelines, long-term
investment return expectations and expected risk levels, asset allocation targets and
ranges for each eligible asset class, expected returns for each asset class and fund,
designated performance benchmarks for each asset class and such other matters
as the U.T. Board or its staff designees may request, After UTIMCO completes its
assessment, it shall forward any recommended changes to UT System staff for
review and appropriate action, following the established schedule for the submission
of proposed agenda topics for meetings of the Board of Regents. The following
Investment Policies are enclosed for the Policy Committee’s review and approval
with further approval by the UTIMCO Board and Board of Regents:

- Permanent University Fund (PUF)

»  General Endowment Fund (GEF)

+ Intermediate Term Fund (ITF)

+ Long Term Fund (LTF)

- Permanent Health Fund (PHF)

«  Separately Invested Funds (SIF)

«  Derivative Investment Policy

The Short Term Fund (STF) Investment Policy Statement and the Liquidity Policy
were reviewed by staff and there are no recommended amendments. The STF

1



Recommendation:

Discussion:

Agenda ltem
Board of Directors Meeting
March 30, 2006

Investment Policy Statement and Liquidity Policy were amended by the Board of
Regents in November, 2005.

Since long-term investment return expectations and expected risk levels, asset
allocation targets and ranges for each eligible asset class, expected returns for each
asset class and fund, and designated performance benchmarks for each asset class
were reviewed in great detafl last year, only minor revisions relating to Cash in
Exhibit A for the PUF, GEF, and ITF are recommended. However, a more
substantive revision to Exhibit A is being recommended to more accurately portray
the exposure result of the implementation of the approved Derivative Policy.

The Policy Committee recommends approval of the investment Policy Statements
for the PUF, GEF, ITF, LTF, and PHF except for Exhibit A of the PUF, GEF, ITF,
LTF and PHF and Exhibit B of the LTF and PHF. The Risk Committee will
recommend appropriate action related to the Exhibits. The Policy Committee
recommends approval of the Derivative Investment Policy.

The PUF and GEF have the same requested amendments. The following changes
are proposed to align the PUF and GEF with the ITF;

- Page 4 PUF, Page 3 GEF: Under investment Objectives, adding
language that diversification and projected portfolio risk profile should
be sustained. As discussed in the ITF section below, this language was
amended slightly as originally written in the ITF. Also, added that the
return, asset allocation and risk targets are subject to adjustment from
time to time.

- Page 4 PUF, Page 3 GEF: Under Asset Allocation and Policy, added
language related to measuring and reporting asset allocation and
circumstances related to compliance with the ranges in Exhibit A. This
language was added by UT System staff to the ITF and was proposed
language to the IMSA. UTIMCO staff agreed to adjust the investment
policies instead of adding the language to the IMSA. UTIMCO staff
adjusted the fanguage slightly to include projected risk.

- Page 6 PUF, Page 5 GEF: Under Definitions of Hedge Funds, clarified
the use of the commingled funds. The internal commingled fund is the
hedge fund pool started last fall.

- Page 7 PUF, Page 6 GEF: Under Cash and Cash Equivalents, clarified
definition of cash and cash equivalents.

« Page 7 PUF, Page 6 GEF: Under Performance Measurement, added
reporting requirements.

- Page 9 PUF, Page 8 GEF: Under Cash and Cash Equivalents, added
the words highly liquid.



Agenda ltem
Board of Directors Meeting
March 30, 2006

Page 10 PUF, Page 9 GEF: Domestic Fixed Income, clarified section
related to external manager's use of below investment grade bonds and
added Fitch Investors as a rating service.

Page 11 PUF, Page 10 GEF: Under Equities, removes the ability of the
CIO to override the limit of 5% of its equity securities in one corporation
at cost.

Page 13 PUF, Page 12 GEF: Added language to investor responsibility
to state that the proxies will be voted in compliance with the proxy voting
policy.

Staff is proposing general changes to Exhibit A of the PUF and GEF. Exhibit A is
prepared on a net exposure, not cash, basis (see attached discussion related to

Exhibit A):

» Added a table indicating the risk bounds expressed as a % of
target risk. These bounds were calculated from the asset
ranges approved by the UTIMCO Board and Board of Regents
last year.

»  Segregated Cash into subcomponents

» Extended the range of Cash to include a negative cash lower
bound to accommodate short term cash imbalances and
negative accrual situations.

» Added a new line entitled “Net Exposure Adjustments’ to
account for positions allowed under the Derivative Policy.
There are no targets or ranges for the line item since it will be
completely controlled by the Derivative Policy.

The following items were requested on the ITF:

Page 2 and 3, added projected to portfolio risk profile and that it should
be maintained, and not must. The removal of the word “must” allows for
the event that if projected portfolio risk moves outside the ranges, there
is @ mechanism in place to handle which has also been added.

General changes to Exhibit A: (Prepared on a net exposure, not cash,
basis; see attached discussion related to Exhibit A)

» Added a table indicating the risk bounds expressed as a % of
target risk. These bounds were calculated from the asset
ranges approved by the UTIMCO Board and Board of Regents
last year.

Segregated Cash into subcomponents
Extended the range of Cash to include a negative cash lower
bound to accommodate short term cash imbalances and
negative accrual situations.
Added a new line entited “Net Exposure Adjustments” to
account for positions allowed under the Derivative Policy.
There are no targets or ranges for the line item since it will be
completely controlled by the Derivative Policy.

3
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Agenda ltem
Board of Directors Meeting
March 30, 2006

The LTF and PHF have the same requested amendments, as follows:

Page 2 LTF, Page 3 PHF: Under Funds Eligible to Purchase Units,
removed the words andfor UTIMCO.

Page 3 LTF, Page 3 PHF: Under Investment Objectives, adding
language that diversification and projected portfolio risk profile should
be sustained. As discussed in the previous ITF section, this language
was amended slightly as originally written in the [TF. Also, added that
the return, asset allocation and risk targets are subject to adjustment
from time to time.

Page 3 LTF, Page 4 PHF: Under Asset Allocation and Policy, added
language related to measuring and reporting asset allocation and
circumstances related to compliance with the ranges in Exhibit A and B.
This language was added by UT System staff to the ITF and was
proposed language to the IMSA. UTIMCO staff agreed to adjust the
investment poficies instead of adding the language to the IMSA.
UTIMCO staff adjusted the language slightly to include projected risk.
Also updated the definition of cash equivalents to be consistent with the
ITF's definition.

Page 6 LTF, Page 6 PHF: Under Valuation of Assets, added language
that clarified when the final determination of net assets at month end
would be available.

Page 7 LTF, Page 7 PHF: Expanded language related to investor
responsibility o align with the ITF investment policy statement.

Exhibit A: Updated for risk data to be consistent with the GEF. Also,
extended the range of Cash to include a negative cash lower bound to
accommodate short term negative accrual situations.

Exhibit B: Updated based on proposed changes to the GEF's Exhibit A.

The SIF has the following proposed amendments:

Page 1. Shortened the name to Separately Invested Funds since this is
the term used to describe this group of funds.

Page 1: Added language to clarify that these are separate accounts
whereby specific account requirements may cause the account to fall
outside the guidelines. Also, added a type of account to clarify that
UTIMCO may not have investment discretion on certain accounts.

Page 2. Added an additional group of accounts and named other to
include accounts which are not endowments or trust accounts but are
also separately invested and managed by UTIMCO.

Page 3. Deleted operating accounts since these are no longer available
for the institutions with the centralized operating funds.

Page 4: Changes to the General section were made to bring in line with
the other investment policy statements.

Page 5 and 6: Remaved the old derivative language and replaced with

the current derivative language.
4



Agenda ltem
Board of Directors Meeting
March 30, 2006

» Page 8. Changes to the Fixed Income Securities section to bring in line
with other investment policy statements.

- Page 10: Added language to clarify when final determination of the net
asset value of the individual accounts will occur.

- Page 11. Added language to investor responsibility to state that the
proxies will be voted in compliance with the proxy voting policy.

The Derivative Policy has been updated fo include Separately invested Funds.

Reference: Investment Policy Statements for the PUF, GEF, ITF, LTF, PHF, and SIF; Derivative
Policy; Exhibit A Memorandum



RESOLUTION RELATED TO INVESTMENT POLICIES

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




Discussion Regarding Recommended Changes to
Exhibit A of Investment Policy Statements

Exhibit A is an attachment to Investment Policy Statements for the Permanent University Fund
(PUF), General Endowment Fund (GEF), Intermediate Term Fund (ITF), and (as Exhibit B) the
Long Term Fund (LTF) and the Permanent Health Fund (PHF). The Exhibit specifies policy targets
and ranges, as well as benchmarks, for each defined asset category. The proposed changes are
intended to clarify the basis of determining investment exposure in each asset category, increase
transparency in the compliance reporting process, allow short term flexibility to avoid unnecessary
transaction costs, and resolve conflicts with other Policies.

As we have discussed at prior Board meetings, there are three distinctive facets to our portfolios.
The “dollar” facet simply reports how many dollars we have invested in each asset category. In the
days before derivatives, the dollar facet was a good descriptor of most portfolios. However, now
that derivatives are used regularly to both establish and hedge positions in our portfolios, the
“exposure” facet is a much more effective in providing a true picture of the portfolios. Perhaps the
most effective facet, the “risk” facet, is relatively new, but will increasingly become our primary
yardstick for the portfolios. So, it is important to specify that the Policy targets and constraints
defined in Exhibits A are stated in exposure, rather than dollar terms, and that the Policy
specifications are enhanced by the addition of risk limits as well. The simple example below
iHustrates why Exhibits A must be specified in exposure terms:

Example 1: The simplified Exhibit A below shows the differences in how a simple derivative
position would be reported in dollar and exposure terms:

"Dollar™  |"Exposure”

View View
US Equities $0 $100
Cash 100 0

A standard derivative position in which equity futures are fully collateralized by cash would be
correctly reported as an equity position in an exposure view, but incorrectly reported as a cash
position in the dollar view since futures have no dollar value. Similar problems arise in more
complicated positions, but since the dollar view fails the most elementary test, it is inappropriate as
a standard. We note that accountants use the dollar standard for financial statements. However,
in order to provide a more complete picture of true financial position, there are extensive footnotes
disclosing derivative positions. Anyone who has tried to wade through statements done this way
would surely agree that exposure reporting is more transparent and useful.

Another problem with typical asset allocation reports, whether done in dollar or exposure terms, is
that the “cash” category is often used as a catchall for several actual cash and some non-cash
items. To make matters worse, these cash and non-cash items are netted, further obscuring the
true cash liquidity position of the portfolios. We recommend an improvement in reporting that will
enhance the transparency of our "cash” positions. The green categories on the attached example
Exhibit A rename "cash” as ‘Liquidity Reserve” and add useful subcategories:



Liquidity Reserve
Unencumbered Cash
Short Term Debt
Temporary Cash Imbalance (3 trading days or less)
Net Non-Trading Receivable

Unencumbered cash is actual cash (usually invested in short term debt instruments) that is not
serving as collateral for a derivatives position and not being used to balance risk in an investment
strategy. Itis true liquidity immediately available for any investment, distribution, or payment from
the portfolios. We do everything we can to keep unencumbered cash as small as possible. In fact,
our operations department produces a daily cash report to assist our efforts in minimizing this PVA
drag. Unencumbered cash will always show as a positive number in our reports.

Short term debt would include any short term loans taken to establish investment positions, make
distributions, or make any payments from the portfolios. We do not currently have the authority to
assume short term debt, and have no current plans to do so. However, that may not be the case in
the future and, in the interest of providing the greatest transparency, we recommend adding this
category to the report with a Policy level of zero. If short term debt was assumed, it would show as
a negative number in this report (offset by the positive balance of the investment financed by the
debt in one of the other asset categories).

The Temporary Cash Imbatance subcategory will disclose any temporary (defined as 3 trading
days or less) cash imbalances occurring at the end of a reporting period. These cash imbalances
could be corrected by transactions, but any transactions are costly and we recommend that we
simply report the imbalances and not incur unnecessary costs for cosmetic reporting purposes.
This item could be either positive or negative, but is most likely to be negative. A recent example is
the distribution payment and LBJ Foundation contribution imbalance we discussed at our fast
Board meeting. It is important to note that the imbalances have occurred repeatedly in the past.
However, the past occurrences were not reporting issues because cash balances were typically
larger in the past, and these cash balances were netted against the temporary imbalance, resutting
in a positive cash balance. However, since we are now managing unencumbered liquidity more
efficiently, we do not have idle balances to offset these temporary imbalances. It is also important
to note that even if negative imbalances were large enough to cause the total Liquidity Reserve
category to show a negative balance, this does not mean we are borrowing money to support
investment positions. Itis highly likety that we would have cash positions elsewhere in the portfolio
either acting as collateral or as an investment reserve that could be used to cover the negative
balance in the extremely unlikely event that that would be necessary over the 3 day period of the
imbalance.

Net Non-Trading Receivables are amounts that we have accrued for future receipt or payment, and
are not an aclual cash item. Examples would include accrued performance fees payable to our
active managers or revenue share payments accrued for payment to UTIMCO from external
managers. This itern could be either positive or negative, but is more likely to be negative. Again,
when idle cash was available in the past, this was not an important issue. But with both lower cash
balances and a greater number of managers on performance fees, this has become a more
important disclosure item.



We recommend changing the lower end of the Liquidity Reserve Policy Range to -5%, from 0%.
This recommendation is primarily to accommodate the Temporary Cash Imbalance category for a
very short period of time. The only Liquidity Reserve categories that could be negative (assuming
short term debt is zero as a matter of policy) are Temporary Cash Imbalance and Net Non-Trading
Receivables. Negative cash imbalances should be short-lived, and non-trading payables should
be relatively small. Thus allowing the extra flexibility of a negative balance in the Liquidity Reserve
should allow us to accommodate the rare cases of cash imbalances and larger non-trading
payables without disrupting our tight control of excess liquidity or requiring wasteful transactions.

We have also recommended the addition of a new entry on Exhibit A, the Net Exposure
Adjustment balance as indicated in blue on the attached sample Exhibit A. This new line item is
necessary to accommodate exposure, as opposed to dollar, reporting, to prevent conflicts between
the Asset Allocation Policies and the Derivatives Policy, and to facilitate risk control procedures in
the portfolios.

The derivative policy currently allows the establishment of a derivatives position with a risk level of
120% of the baseline portfolio. However, the current Exhibit A does not allow a simple derivatives
position meeting the Derivative Policy to be established. This situation is illustrated in the example
below:

US Equity
Futures,
US Equity | Cash
" - US Equity | Futures, | Collateral
Exposure” View Index Fund] Full Cash at
Collateral jDerivative
Policy
Limits
US Equities $100 3100 $100
Cash collateral 100 B0
[Cash 0] 0] 0]
[Net Exposure Adjustment 0] o] 20|
[Risk Level (Muttiple of benchmark fevel) | 1.0] 1.0] 1.2]

The simplified "Exhibit A” above illustrates two derivatives transactions, both allowed by the current
derivatives poficy, contrasted with a standard long-only index fund position. The fully coltateralized
futures position would show zero in the cash category since in the exposure view the $100 in cash
is supporting the $100 futures position providing the same US Equities position (and risk level) as
the index fund. However, the second derivatives transaction in which a $100 futures position is
collateralized by only $80 of cash creates a reporting problem under the current structure of Exhibit
A. The risk fevel of this transaction is within the allowable range of the current Derivatives Policy.
A transaction of this type can be particularly useful in balancing the overall risk of the portfolio to
policy limits without costly transactions or transfers between external managers. It is the type of
transaction that it is essential for us to effectively manage the portfolio in a risk budgeting format.



The transaction is well controlled by both the Derivatives Policy fimits and risk policy limits
proposed on Exhibit A. But the $20 mismatch between the $100 futures position and the $80 cash
collateral must be reported somewhere in Exhibit A. One possibility would be to show the $20 as a
negative cash position. The -$20 would be netted against the other items in the “Cash” category.
But, current Policy range limits on cash would not allow a net negative cash position, and thus the
Derivatives Policy is in conflict with the Asset Allocation Policy. Actually, the situation is even
worse than it seems. First, the $20 is not truly a “cash” item, it is simply a balancing entry required
under exposure reporting. Second, lumping this non-cash exposure item into Cash to produce a
hodge-podge Cash number actually obscures what is really happening in the portfolio. We believe
a much more appropriate procedure is to report the $20 as what it really is, a Net Exposure
Adjustment.  This procedure enhances fransparency and provides a truer picture of actual
exposures in the portfolio. The Net Exposure Adjustment would not have a Policy Target or Policy
Range since these adjustments are controlled by the Derivatives Policy.

A final word about concerns some have expressed about the ‘“leverage” inherent in a derivatives
transaction not fully collateralized, but falling within all Derivative Policy fimits. As | hope we all
realize from presentations over the past two Board meetings, “leverage” is a slippery concept. As
an example, consider the two investment strategies below:

US Equity
Futures,
Cash Active
"Exposure” View Collateral Equity
at Manager
Derivative | Portfolio*
Policy
Limits
US Equities $100 35100
Cash collateral 80
[Cash I 0f 0]
[Net Exposure Adjustment | 20| 0]
[Risk Level (Multiple of benchmark level) | 1.2] 1.4]

The derivalive strategy is the one just considered, $100 futures backed by $80 collateral, resulting
in a risk level of 120% of the US Equities benchmark. The second strategy is a long-only active
equity manager holding a portfolio of large companies most of us would consider fairly standard
holdings, resulting in a risk level of 140% of the US Equity benchmark. | have listed the companies
held in this portfolio below. Which is the “levered” strategy? We know that the long-only portfolio is
at least 17% more risky than the derivatives strategy (and, in fact, would not be allowed as a
derivatives transaction under our Derivatives Policy). So, it could be said that the long-only
portfolio is more “levered” to the US Equity market than the derivatives strategy. But, wouldn't we
have to put up more money if the futures contract went to zero? Yes, but what is more likely, that
the entire S&P 500 Index would go to zero or that the companies in the long-only portfolio would 9o
to zero? The pointis that we have very reasonable risk controls in piace through the combination
of the Derivatives Policy, the Asset Allocation Policy, and the increasingly important risk limits



monitored by the Risk Committee. We are managing the portfolios by a risk budgeting process. In
order for that process to be successful, we need investment tools with flexibility such as the
derivatives strategy Hlustrated above. In order to make use of the tools already allowed under
existing Policies, we need to eliminate conflicts between Policies and focus on macro level palicy
limitations rather than micromanaging lower leve! position limitations.

Sample Active Equity Portfolio {equal weighted);

Intel Corp.

Home Depot Inc.
Hewtett-Packard Co.
Sprint Nextel Carp.
Oracle Corp.

Apple Computer Inc.
Merrill Lynch & Co. Inc.
Morgan Stanley
Boeing Co.

Texas Instruments Inc.

As indicated earlier, our objectives in the recommended changes to Exhibit A are to:
» clarify the basis of determining investment exposure in each asset category,
* increase transparency in the compliance reporting process,
» allow short term flexibility to avoid unnecessary transaction costs, and
« resolve confiicts with other Policies.

The recommendations clarify the basis of determining investment exposure by specifying that
compliance and reporting will be done on an exposure, rather than a dollar, basis. Transparency in
the compliance and reporting processes will be significantly enhanced by showing the
subcategories comprising the Liquidity Reserve, showing the Net Exposure Adjustment as a
separate line item, and by adding risk range limits as calculated from the existing asset category
Policy ranges. Short term flexibility, more effective cash management, and cost savings by
avoiding unnecessary transaction costs will be accomplished by allowing up to a -5% Liquidity
Reserve balance in the case of rare temporary cash imbalances or unusually large negative
accruals. Finally, by separating the Net Exposure Adjustment line item from the Liquidity Reserve
category and by allowing the Net Exposure Adjustment item be controlled by the Derivative Policy,
conflicts between the Asset Allocation Policy and the Derivatives Policy are eliminated.



EXHIBIT A

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Percent of Portfolio
(%)
Policy Policy
Asset Category Targets Ranges Benchmarks
US Equities 20.0 10 to 30 Russell 3000 Index
Giobal ex US Equities 17.0 10 to 30
Non-US Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 0to 10 dividends
Hedge Funds 25.0 | 15to 27.5
Combination index: 50% S&P Event-Driven
Directional Hedge Funds 10.0 5tc 15 Hedge Fund Index plus 50% S&P
Directional/Tactical Hedge Fund Index
Combination index: 66.7% S&P Event-
Absolute Return Hedge Funds | 15.0 10 to 20 Driven Hedge Fund Index plus 33.3% S&P
Arbitrage Hedge Fund Index
Private Capital 15.0 5to 15 Venture Economics' Periodic IRR Index
Venture Capital 4.0 Oto8
Private Equity 11.0 S5to15
Inflation Linked 13.0 5to 20
REITS 50 0to 10 Illr:(;\;vxdones Wilshire Real Estate Securities
" Combination index: 66.7% GSCI| minus .5%
Commodities 3.0 0to6 plus 33.3% DJ-AIG Commodity Index
TIPS 5.0 Oto 10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
GASH Liguidity Reserve 00! -50t010 | 90 DayT-Bills
Unencumbered Cash
Short Term Debt
Temporary Cash Imbalance”
Net non-trading receivable
Net Exposure Adjustments N/A Ranges defined by Derivatives Policy
Expected Annual Return {%) | 8.34 % of Target Risk
|1 yr Downside Deviation (%) | -7.6 Upper Risk Bound: 128%
1 yr Downside Deviation {%) —_—
Standard Deviation (%) 10.8 Lower Risk Bound: 749,
1 yr Downside Deviation (%) -

* 3 trading days or less

| UTIMCO-8/44/2005




PUF



THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSITY FUND
INVESTMENT POLICY STATEMENT

Purpose

The Permanent University Fund (the “PUF") is a public endowment contributing to
the support of institutions of The University of Texas System (other than The
University of Texas - Pan American and The University of Texas at Brownsville) and
institutions of The Texas A&M University System (other than Texas A&M University-
Corpus Christi, Texas A&M International University, Texas A&M University-
Kingsville, West Texas A&M University, Texas A&M University-Commerce, Texas
A&M University-Texarkana, and Baylor College of Dentistry).

PUF Organization

The PUF was established in the Texas Constitution of 1876 through the
appropriation of land grants previously given to The University of Texas at Austin
plus one million acres. The land grants to the PUF were completed in 1883 with the
contribution of an additional one million acres of land. Today, the PUF contains
2,109,190 acres of land (the “PUF Lands”) located in 19 counties primarily in West
Texas.

The 2.1 million acres comprising the PUF Lands produce two streams of income:
a) mineral income, primarily in the form of oil and gas royalties and b} surface
income, primarily from surface leases and easements. Under the Texas
Constitution, mineral income, as a non-renewable source of income, remains a
non-distributable part of PUF corpus, and is invested pursuant to this Policy
Statement. Surface income, as a renewable source of income, is distributed to the
Available University Fund (the “AUF™), as received. The Constitution also requires
that all surface income and investment distributions paid to the AUF be expended
for certain authorized purposes.

The expenditure of the AUF is subject to a prescribed order of priority:

First, following a 2/3rds and 1/3rd allocation of AUF receipts to the U. T. System and
the A&M System, respectively, expenditures for debt service on PUF bonds. Article
Vil of the Texas Constitution authorizes the Board of Regents and the Texas A&M
University System Board of Regents (the “TAMUS Board”) to issue bonds payable
from their respective interests in AUF receipts to finance permanent improvements
and to refinance outstanding PUF obligations. The Constitution limits the amount of
bonds and notes secured by each System’s interest in divisible PUF income to 20%
and 10% of the book value of PUF investment securities, respectively. Bond
resolutions adopted by both Boards also prohibit the issuance of additional PUE
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Permanent University Fund Investment Policy Statement ( continued)

parity obligations uniess the interest of the related System in AUF receipts during
the preceding fiscal year covers projected debt service on all PUF Bonds of that
System by at least 1.5 times.

Second, expenditures to fund a) excellence programs specifically at U. T. Austin,
Texas A&M University and Prairie View A&M University and b) the administration of
the university Systems.

The payment of surface income and investment distributions from the PUF to the
AUF and the associated expenditures is depicted below in Exhibit 1:

Exhibit 1

Permanent University Fund

West Texas Lands -» Investments
{2.1 million acres)

Mineral Receipts

Surface Income Investment Distributions

Available University Fund
2/3 to UT System 1/3 to A&M System
A
Payment of interest & principal on UT-issued Payment of interest & principal on A&M-
PUF Bonds issued PUF Bonds
3
The University of Texas at Austin Texas A&M University
U. T. System Administration Prairie View A&M University
A&M System Administration
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Permanent University Fund Investment Policy Statement {continued)

PUF Management

Article VIi, Section 11b of the Texas Constitution assigns fiduciary responsibility for
managing and investing the PUF to the Board of Regents. Article VII, Section 11b
authorizes the Board of Regents, subject to procedures and restrictions it
establishes, to invest the PUF in any kind of investments and in amounts it
considers appropriate, provided that it adheres to the prudent investor standard.
This standard provides that the Board of Regents, in making investments, may
acquire, exchange, sell, supervise, manage, or retain, through procedures and
subject to restrictions it establishes and in amounts it considers appropriate, any
kind of investment that prudent investors, exercising reasonable care, skill, and
caution, would acquire or retain in light of the purposes, terms, distribution
requirements, and other circumstances of the fund then prevailing, taking into
consideration the investment of all the assets of the fund rather than a single
investment.

Ultimate fiduciary responsibility for the PUF rests with the Board of Regents.
Section 66.08 of the Texas Education Code, as amended, authorizes the Board
of Regents, subject to certain conditions to enter into a contract with a nenprofit
corporation to invest funds under the control and management of the Board of
Regents.

Pursuant to an Investment Management Services Agreement between the

Board of Regents and The University of Texas Investment Management Com-

pany (“UTIMCO”), the PUF shall be managed by UTIMCO, which shall

a) recommend investment policy for the PUF, b) recommend specific asset
allocation targets, ranges and performance benchmarks consistent with PUF
objectives, and c¢) monitor PUF performance against PUF objectives. UTIMCO shall
invest the PUF's assets in conformity with this Policy Statement. All changes to this
Policy Statement or the exhibits to this Policy Statement, including changes to asset
allocation targets, ranges, and performance benchmarks, are subject to approval by
the Board of Regents.

UTIMCO may select and terminate unaffiliated investment managers subject to the
Delegation of Authority Policy approved by the UTIMCO Board. Managers shall be
monitored for performance and adherence to investment disciplines.

PUF Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of PUF assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.
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Permanent University Fund Investment Policy Statement (continued)

PUF Investment Objectives

The PUF and the General Endowment Fund (the “GEF") are pooled for efficient
investment purposes. The primary investment objective for each fund shall be to
preserve the purchasing power of fund assets and annual distributions by earning
an average annuai reat return over rolling ten-year periods or longer at least equal to
the target distribution rate of such fund plus the annual expected expense. The
current 5.1% target was derived by adding the PUF's current target distribution rate
of 4.75% plus an annual expected expense of .35%. The target is subject to
adjustment from time to time consistent with the primary investment objectives for
the funds. The PUF's success in meeting its objectives depends upon its ability to
generate high returns in periods of low inflation that will offset lower returns
generated in years when the capital markets underperform the rate of inflation.

The secondary fund objective is to generate a fund return in excess of the Policy
Portfolio benchmark and the median return of the universe of the college and
university endowments with assets greater than $1 billion as reported by Cambridge
Associates over rolling five-year periods or longer. The Policy Portfolio benchmark
will be maintained by UTIMCO and will be comprised of a blend of asset class
indices weighted to reflect PUF's asset allocation policy targets.

Limiting factors are that prudent diversification within each approved asset class and
that a projected portfolio risk profile within the approved Policy Portfolio risk range,
as defined in Exhibit A and measured at least monthly by UTIMCQ's risk model.
should be sustained at all times. Liquidity of the PUF will be governed by the
Liquidity Policy, overseen by the Risk Committee of the UTIMCO Board.

PUF return, asset allocation, and risk targets are subject to adjustment from time to
time by the U. T. System Board of Regents.

Asset Allocation and Policy

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified in Exhibit A, is the responsibility of
UTIMCO. i s i it i '

is responsible for measuring actual asset ailocation at least monthly (incorporating

the impact of derivative positions covered under the Derivative Investment Policy),
and for reporting the actual portfolio asset allocation to the UTIMCO Board and the
Board of Regents at least quarterly. While specific asset allocation positions may be
changed within the ranges specified in Exhibit A based on the economic and
investment outlook from time to time, the range limits cannot be intentionally
breached without prior approval of the Board of Regents.
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Permanent University Fund Investment Policy Statement (continued)

In the event that actual portfolio positions in asset categories or projected portfolio
risk move outside the ranges_indicated in Exhibit A due to market forces that shift
relative valuations, UTIMCOQO staff will immediately report this situation to the
UTIMCQO Board Chairman and take steps to rebalance portfolio positions back within
the policy ranges in an orderly manner as soon as practicable. Extenuating
circumstances that could cause immediate rebalancing to be irrational and
detrimental to_the interest of the PUF asset values could warrant requesting
approval of the UTIMCO Board Chairman for remedial action.

PUF assets shall be allocated among the following broad asset classes based upon
their individual return/risk characteristics and relationships to other asset classes:

A. U.S. Equities — U.S. equities represent ownership in U.S. companies that are
traded in public markets. U.S. equities include common stocks, exchange
traded funds, and derivatives based on common stocks, including warrants,
rights, options, and futures. In addition, derivative applications that serve as a
U.S. equity substitute will be classified as traditional U.S. equity. Global
mandates that include a majority of U.S. equities will be included in U.S.
equities. U.S. equities provide both current income and capital gains.

B. Global ex U.S. Equities — Global ex U.S. equities represent ownership in
global companies that are traded in public markets. The global ex U.S.
markets include established (non-U.S. developed) and emerging markets.
Global ex U.S. equities include common stocks, exchange traded funds, and
derivatives based on common stocks, including warrants, rights, options, and
futures. In addition, derivative applications that serve as a Global ex U.S.
equity substitute will be classified as Global ex U.S. equities. Global mandates
that include a majority of Global ex U.S. equities will be included in Global ex
U.S. equities. Global ex U.S. equities provide both current income and capital
gains.

Non-U.S. Developed Equity — Non-U.S. developed equities represent
ownership in companies domiciled in developed economies (countries)
included in the MSC] All — Country World Equity Index — excluding those
classified as part of the MSCI Emerging Markets Equity Index. These
securities are typically constituents of countries in Europe, the Americas
(North/Latin/South) and the Far East with high per-capita income, mature
capital markets, and stable governments. The benchmark for this asset
category will be the MSCI EAFE Index, with net dividends.

Emerging Markets Equity — Emerging markets equities represent ownership
in companies domiciled in emerging economies as defined by the current
composition of the MSCI Emerging Markets Equity Index. In addition, such
definition will also include those companies domiciled in economies that
have yet to reach MSCI Emerging Markets Equity Index qualification status
(either through financial or qualitative measures). The benchmark for this
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Permanent University Fund Investment Policy Statement (continued)

asset category will be the MSCI Emerging Markets Equity Index, with net
dividends.

C. Hedge Funds — Hedge funds are broadly defined to include nontraditionai
investment strategies whereby the majority of the underlying securities are
traded on public exchanges or are otherwise readily marketable.

Directional Hedge Funds — Directional hedge fund investments include U.S.
and international long/short equity or fixed income strategies and other such
strategies that exhibit directional market characteristics using commodities,
currencies, derivatives, or other global market instruments. These
strategies attempt to exploit profits from security selection skills by taking
long and short positions in various securities. These strategies may also
include fund of hedge fund investments. Directional hedge fund
investments are made through private placement agreements. Directional
hedge fund investments may be held in an internaily manraged-commingled
investment fund_managed by UTIMCO.

Absolute Return Hedge Funds — Absolute return hedge fund investments
include arbitrage, event driven strategies and other relative value strategies.
Arbitrage strategies attempt to exploit pricing discrepancies between closely
related securities, utilizing a variety of different tactics primarily within
equity, fixed income and convertible securities markets. Event driven
strategies attempt to exploit discrete events such as bankruptcies, mergers,
and takeovers. Absolute return hedge funds may include multi-strategy
managers and fund of hedge fund investments. Absolute return hedge fund
investments are made through private placement agreements. Absolute
return hedge fund investments may be held in an internally managed
commingled investment fund_managed by UTIMCO.

D. Private Capital - Private capital investments include the illiquid debt and equity
securities of private or publicly-traded companies. Private capital investments
consist of two sub-asset class categories: Venture Capital and Private Equity.

Venture Capital — Venture capital investments consist of investments

in companies, both U.S. and non-U.S. that are in the early stages of
development. Venture capital investments are held either through limited
partnerships or as direct ownership interests.

Private Equity — Private equity investments consist of investments in the
equity securities of private businesses, both U.S. and non-U.S., that are
considered to be in the post-start-up phase and that are profitable and
generating income. Private equity investments are held either through
limited partnerships or as direct ownership interests. The Private equity
category also includes mezzanine and opportunistic investments.
Mezzanine investments consist of investments in funds that make
subordinated debt or minority equity investments in private companies.
Opportunistic investments are limited to illiquid assets and may include
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Permanent University Fund Investment Policy Statement (continued)

distressed debt or secondary private equity partnerships. Mezzanine and
opportunistic investments are held through limited partnerships or as direct
ownership interests.

E. Inflation Linked - Inflation linked investments are intended to provide some
degree of inflation protection and generally consist of assets with a higher
correlation of returns with inflation than other eligible asset classes. Inflation
linked investments include:

REITS — REITS are real estate investment trusts that may be held as either
trust certificates, derivative investments, or exchange traded funds. REITS
own, and in most cases operate, income producing real estate.

Commodities ~ Commodities include natural resource investments including
oil and gas interests and other hard assets. These investments may be
held through partnerships, derivative investments, exchange traded funds
or direct investments.

TIPS — TIPS are inflation protected securities with a return linked to the
inflation rate. For diversification purposes, TIPS may include non-U.S.
inflation protected fixed income securities as well as nominal fixed income
securities.

F. Fixed Income — Fixed income investments include debt (whether U.S. or
foreign) issued by Governments, various government enterprises and
agencies, and domestic and foreign corporations. The principal securities
include bonds, notes, bills and mortgage and asset-backed securities. In
addition, derivative applications that serve as a fixed income substitute may be
classified as fixed income.

G. Cash and Cash Equwalents —Qaerh—and—eashﬁeq{;walems-eens@t-eﬁmemm

aﬂeeaiéed—te—a%peemc—asset—ekas& Short term (qenerally securmes W|th time to

maturity of three months or less), highly liquid investments that are readily
convertible to known amounts of cash, and which are subject to a relatively
small risk of changes in value.

Performance Measurement

The investment performance of the PUF will be measured by the PUF’s custodian,
an unaffiliated organization, with recognized expertise in this field and reporting
responsibility to the UTIMCO Board, and compared against the stated investment
benchmarks of the PUF, as indicated in Exhibit A (incorporating the impact of
internal derivative positions) and reported to the UTIMCO Board and the Board of
Regents at least quarterly. Monthly performance data and net asset values will be
available on the UTIMCO website within a reasonable time after each month end.
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Permanent University Fund Investment Policy Statement ( continued)

Investment Guidelines

The PUF must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

. Investment guidelines for index, commingled funds, and limited partnerships
managed externally shall be governed by the terms and conditions of the
respective investment management contracts or partnership agreements.

. All investments will be U.S. dollar denominated assets unless held by an
internal or external portfolio manager with the authority to invest in foreign
currency denominated securities.

. Investment policies of any unaffiliated liquid investment fund must be
reviewed and approved by UTIMCO's chief investment officer prior
to investment of PUF assets in such liquid investment fund.

. No securities may be purchased or held which would jeopardize the PUF’s
tax-exempt status.

o No internal investment strategy or program may purchase securities on
margin or use leverage unless specifically authorized by the UTIMCO Board.

) No internal investment strategy or program employing short sales may be
made unless specifically authorized by the UTIMCO Board.

. The PUF's investments in warrants shall not exceed more than 5% of the
PUF's net assets or 2% with respect to warrants not listed on the New York
or American Stock Exchanges.

. The PUF may utilize derivatives to: a) simulate the purchase or sale of an
underlying market index while retaining a collateral balance for fund
management purposes; b) facilitate trading; c) reduce transaction costs;

d) seek higher investment returns when a derivative security is priced more
attractively than the underlying security; e) hedge risks associated with PUF
investments; or f) adjust the market exposure of the asset allocation,
including the use of long and short strategies and other such strategies
provided that the PUF’s use of derivatives complies with the Derivative
Investment Policy approved by the UTIMCO Board and the Board of
Regents. The Derivative Investment Policy shall serve the purpose of
defining permitted applications under which derivatives can be used, which
applications are prohibited, and the requirements for the reporting and
oversight of their use. Derivative applications implemented in compliance
with the Derivative Investment Policy shall be deemed to be specifically
authorized by the UTIMCO Board for purposes of this Policy Statement. The
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Permanent University Fund Investment Polficy Statement (continued)

objective of the Derivative Investment Policy is to facilitate risk management
and provide efficiency in the implementation of the investment strategies
using derivatives.

Cash and Cash Equivalents

Holdings of cash and cash equivalents may include the following:
| . Highly liquid finternal pooled investment funds managed by UTIMCO.

. Unaffiliated liquid investment funds as approved by UTIMCO's chief
investment officer.

. Deposits of the Texas State Treasury.

. The PUF’s custodian late deposit interest bearing liquid investment fund.

» Municipal short-term securities

. Commercial paper rated in the two highest quality classes by Moody's
Investors Service, Inc. (P1 or P2) or Standard & Poor's Corporation (A1 or
A2).

. Negotiable certificates of deposit with a bank that is associated with a holding

company meeting the commercial paper rating criteria specified above or that
has a certificate of deposit rating of 1 or better by Duff & Phelps.

. Repurchase agreements and reverse repurchase agreements transacted with
a dealer that is approved by UTIMCO and selected by the Federal Reserve
Bank as a Primary Dealer in U.S. Treasury securities and rated A-1 or P-1 or
the equivalent.

- Each approved counterparty shall execute the Standard Public
Securities Association (PSA) Master Repurchase Agreement with
UTIMCO.

- Eligible collateral securities for repurchase agreements are limited to
U.S. Treasury securities and U.S. Government Agency securities with a
maturity of not more than 10 years.

- The maturity for a repurchase agreement may be from one day to two
weeks.

- The value of all collateral shall be maintained at 102% of the notional
value of the repurchase agreement, valued daily.

All collateral shall be delivered to the PUF custodian bank. Tri-party
collateral arrangements are not permitted.
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Permanent University Fund Investment Policy Statement (continued)

- The aggregate amount of repurchase agreements with maturities
greater than seven calendar days may not exceed 10% of the PUF's
fixed income assets.

- Overnight repurchase agreements may not exceed 25% of the PUF's
fixed income assets.

) Mortgage Backed Securities (MBS) dollar rolls shall be executed as matched
book transactions in the same manner as reverse repurchase agreements
above. As above, the rules for trading MBS dollar rolls shall follow the Public
Securities Association standard industry terms.

Fixed Income

Domestic Fixed Income

Permissible securities for investment include securities within the component
categories of the Lehman Brothers Aggregate Bond Index (LBAGG). These
component categories include investment grade government and corporate
securities, agency mortgage pass-through securities, and asset-backed securities.
These sectors are divided into more specific sub-sectors:

1) Government securities: Treasury and Agency;

2) Corporate securities: Industrial, Finance, Utility, and Yankee;
3) Mortgage-backed securities: GNMA, FHLMC, and FNMA:;

4) Asset-backed securities;

5) Taxable Municipal securities; and

6) Commercial Mortgage-backed securities.

In addition to the permissible securities listed above, the following securities shall be
permissible:

a) fFloating rate securities with periodic coupon changes in market rates
issued by the same entities that are included in the LBAGG as issuers of
fixed rate securities;

b) mMedium term notes issued by investment grade corporations;

¢) zZero coupon bonds and stripped Treasury and Agency securities created
from coupon securities; and

d) sStructured notes issued by LBAGG qualified entities.

e U.S. Domestic Bonds must be rated investment grade, Baa3 or better
by Moody's Investors Services, BBB- or better by Standard & Poor's
Corporation, or BBB- or better by Fitch Investors Servicean-equivalent

Faielngby—a—manena#y—peegg-mzed%anngﬂageney at the time of acqwsmon

westmeﬂ%gﬁade—bend& External mvestment manaqers may be
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authorized by the terms of the investment advisory agreements to invest
up fo a maximum of 50% of the total fixed income portfolio in below
investment grade bonds.

. Not more than 5% of the market value of domestic fixed income securities
may be invested in corporate and mun|C|pal bonds of a single issuer.

Non-U.S. Fixed Income

Non-dollar denominated bond investments shall be restricted to bonds rated
equivalent to the same credit standard as the U.S. Fixed Income Portfolio unless an
investment manager has been authorized by the terms of an investment advisory
agreement to invest in below investment grade bonds.

o Not more than 50% of the PUF’s fixed income portfolic may be invested in
non-U.S. dollar denominated bonds.

. Not more than 15% of the PUF’s fixed income portfolio may be invested in
emerging market debt.

) International currency exposure may be hedged or unhedged at UTIMCO's
discretion or delegated by UTIMCO to an external investment manager.

Equities
The PUF shall:

. hold no more than 25% of its equity securities in any one industry or
industries (as defined by the standard industry classification code and
supplemented by other reliable data sources) at market, or

) hold no more than 5% of its equity securities in the securities of one
corporation at cost.-unless-autherized-by UTMCO s chief investment
officer:

PUF Distributions

The PUF shall balance the needs and interests of present beneficiaries with those of
the future. PUF spending policy objectives shall be to:

. provide a predictable, stable stream of distributions over time;
. ensure that the inflation adjusted value of distributions is maintained

over the long term; and
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. ensure that the inflation adjusted value of PUF assets after
distributions is maintained over rolling 10-year periods.

The goal is for the PUF’s average spending rate over time not to exceed the PUF’s
average annual investment return after inflation and expenses in order to preserve
the purchasing power of PUF distributions and underlying assets.

The Texas Constitution states that “The amount of any distributions to the available
university fund shall be determined by the board of regents of The University of
Texas System in a manner intended to provide the available university fund with a
stable and predictable stream of annual distributions and to maintain over time the
purchasing power of permanent university fund investments and annual distributions
to the available university fund. The amount distributed to the available university
fund in a fiscal year must be not less than the amount needed to pay the principal
and interest due and owing in that fiscal year on bonds and notes issued under

this section. If the purchasing power of permanent university fund investments for
any rolling 10-year period is not preserved, the board may not increase annual
distributions to the available university fund until the purchasing power of the
permanent university fund investments is restored, except as necessary to pay the
principal and interest due and owing on bonds and notes issued under this section.
An annual distribution made by the board to the available university fund during any
fiscal year may not exceed an amount equal to seven percent of the average net fair
market value of permanent university fund investment assets as determined by the
board, except as necessary to pay any principal and interest due and owing on
bonds issued under this section. The expenses of managing permanent university
fund land and investments shall be paid by the permanent university fund.”

Annually, the Board of Regents will approve a distribution amount to the AUF.

In conjunction with the annual U. T. System budget process, UTIMCO shalil
recommend to the Board of Regents in May of each year an amount to be
distributed to the AUF during the next fiscal year. UTIMCO's recommendation on
the annual distribution shall be an amount equal to 4.75% of the trailing twelve
quarter average of the net asset value of the PUF for the quarter ending February
of each year.

Following approval of the distribution amount, distributions from the PUF to the AUF
may be quarterly or annually at the discretion of UTIMCO Management.

PUF Accounting

The fiscal year of the PUF shall begin on September 1st and end on August 31st.
Market value of the PUF shall be maintained on an accrual basis in compliance with
Financial Accounting Standards Board Statements, Government Accounting
Standards Board Statements, industry guidelines, or state statutes, whichever is
applicable. Significant asset write-offs or write-downs shall be approved by
UTIMCO's chief investment officer and reported to the UTIMCO Board of Directors.
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The Board of Regents reserves the right to amend this Policy Statement as it deems
necessary or advisable.

Effective Date

The effective date of this policy shall be August14. 2005 except for
Exhibit A Effoctive date for Exhibit A ohal | han N " 2005.
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EXHIBIT A

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

| *3trading days or less

| UTIMCO-814/2005

Percent of Portfolio
(%)
Policy Policy
Asset Category Targets Ranges Benchmarks
US Equities 20.0 10 to 30 Russell 3000 Index
Gilobal ex US Equities 17.0 10 to 30
Non-US Developed Equily 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 0to 10 dividends
Hedge Funds 250 15t0275
Combination index: 50% S&P Event-Driven
Directional Hedge Funds 10.0 5to15 Hedge Fund Index plus 50% S&P
Directional/Tactical Hedge Fund Index
Combination index: 66.7% S&P Event-Driven
Absolute Return Hedge Funds | 15.0 10t0 20 Hedge Fund Index plus 33.3% S&P Arbitrage
Hedge Fund Index
Private Capital 15.0 5to15 Venture Economics’ Periodic IRR Index
Venture Capital 4.0 Oto8
Private Equity 11.0 5to15
Inflation Linked 13.0 5to 20
REITS 50 0to 10 Rz»:xdones Wilshire Real Estate Securities
" Combination index: 66.7% GSCI minus .5%
Commodities 3.0 0106 | blus 33.3% DJ-AIG Commodity Index
TIPS 5.0 0to10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5t0 15 Lehman Brothers Aggregate Bond Index
{ASH Liquidity Reserve 0.0 -50to10 | 90 Day T-Bills
Unencumbered Cash
Short Term Debt
Temporary Cash Imbalance”
Net non-trading receivable
Net Exposure Adjustments N/A Ranges defined by Derivatives Policy
Expected Annual Return (%) | 8.34 % of Target Risk
| 1 yr Downside Deviation (%) | -7.6 Upper Risk Bound: 128%
1 yr Downside Deviation {%) -
Standard Deviation (%) 10.8 Lower Risk Bound: 749
1 yr Downside Deviation (%) —=
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THE UNIVERSITY OF TEXAS SYSTEM
GENERAL ENDOWMENT FUND
INVESTMENT POLICY STATEMENT

Purpose

The General Endowment Fund (the "GEF"), established by the Board of Regents of
The University of Texas System (the "Board of Regents") March 1, 2001, is a pooled
fund for the collective investment of certain long-term funds under the control and
management of the Board of Regents. The GEF provides for greater diversification
of investments than would be possible if each account were managed separately.

GEF Organization

The GEF functions like a mutual fund in which each eligible fund purchases and
redeems GEF units as provided herein. The ownership of GEF assets shall at all
times be vested in the Board of Regents. Such assets shall be deemed to be held
by the Board of Regents, as a fiduciary, regardless of the name in which the assets
may be registered.

GEF Management

Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents,
subject to procedures and restrictions it establishes, to invest the Permanent
University Fund (the “PUF”) in any kind of investment and in amounts it considers
appropriate, provided that it adheres to the prudent investor standard. This
standard provides that the Board of Regents, in making investments, may acquire,
exchange, sell, supervise, manage, or retain, through procedures and subject to
restrictions it establishes and in amounts it considers appropriate, any kind of
investment that prudent investors, exercising reasonable care, skill, and caution,
would acquire or retain in light of the purposes, terms, distribution requirements, and
other circumstances of the fund then prevailing, taking into consideration the
investment of all the assets of the fund rather than a single investment. Pursuant to
Section 51.0031(c) of the Texas Education Code, the Board of Regents has elected
the PUF prudent investor standard to govern its management of the GEF.

Ultimate fiduciary responsibility for the GEF rests with the Board of Regents.
Section 66.08, Texas Education Code, as amended, authorizes the Board of
Regents, subject to certain conditions, to enter into a contract with a nonprofit
corporation to invest funds under the control and management of the Board
of Regents.
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General Endowment Fund Investment Policy Statement (continued)

Pursuant to an Investment Management Services Agreement between the

Board of Regents and The University of Texas Investment Management Com-

pany ("UTIMCQ"), the GEF shall be managed by UTIMCO, which shall

a) recommend investment policy for the GEF, b) recommend specific asset
allocation targets, ranges, and performance benchmarks consistent with GEF
objectives, and ¢) monitor GEF performance against GEF objectives. UTIMCO shall
invest the GEF assets in conformity with this Policy Statement. All changes to this
Policy Statement or the exhibits to this Policy Statement, including changes to asset
allocation targets, ranges and performance benchmarks, are subject to approval

by the Board of Regents.

UTIMCO may select and terminate unaffiliated investment managers subject to
the Delegation of Authority Policy approved by the UTIMCO Board. Managers shall
be monitored for performance and adherence to investment disciplines.

GEF Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of GEF assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase GEF Units

No fund shall be eligible to purchase units of the GEF unless it is under the sole
control, with full discretion as to investments, of the Board of Regents and/or
UTIMCO.

Any fund whose governing instrument contains provisions which conflict with this
Policy Statement, whether initially or as a result of amendments to either document,
shall not be eligible to purchase or hold units of the GEF.

Currently, the Long Term Fund (the “LTF”) and the Permanent Health Fund (the
“PHF") purchase units in the GEF.

GEF Investment Objectives

The GEF and the PUF are pooled for efficient investment purposes. The primary
investment objective for each fund shall be to preserve the purchasing power of
fund assets by earning an average annual real return over rolling ten-year periods or
longer at least equal to the target distribution rate of such fund (in case of the GEF,
the target distribution rate of the LTF and the PHF) plus the annual expected
expense. The current 5.1% target was derived by adding the PUF’s current target
distribution rate of 4.75% plus an annual expected expense of .35%. The target is
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General Endowment Fund Investment Policy Statement {continued)

subject to adjustment from time to time consistent with the primary investment
objectives for the funds. The GEF’s success in meeting its objectives depends upon
its ability to generate high returns in periods of low inflation that will offset lower
returns generated in years when the capital markets underperform the rate of
inflation.

The secondary fund objective is to generate a fund return in excess of the Policy
Portfolio benchmark and the median return of the universe of the college and
university endowments with assets greater than $1 billion as reported by Cambridge
Associates over rolling five-year periods or longer. The Policy Portfolio benchmark
will be maintained by UTIMCO and will be comprised of a blend of asset class
indices weighted to reflect GEF's asset allocation policy targets.

Limiting factors are that prudent diversification within each approved asset class and
that a projected portfolio risk profile within the approved Policy Portfolio risk range,
as _defined in Exhibit A and measured at least monthly by UTIMCO’s risk model,
should be sustained at all times, Liguidity of the GEF will be governed by the
Liquidity Policy, overseen by the Risk Committee of the UTIMCO Board.

GEF return, asset allocation, and risk targets are subject to adjustment from time to
time by the U. T. System Board of Regents.

Asset Allocation and Policy

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified in Exhibit A, is the responsibility of

UIIM( :O Snacific acont allocation _naocitione may ke chanaad fram timao tn Hma

- ‘JP\JU"IU T ITT LATICOTIoN T FUU'[IUI L™ llluy LA R o) a | |3\Ju YOI LITrrs v Lllll—v,
withinthe ranaac_cnorifiad in-Evhihit based-on-the aconamis and—invactmant
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is responsible for measuring actual asset allocation at least monthly (incorporating
the impact of derivative positions covered under the Derivative Investment Policy),
and for_reporting the actual portfolio asset allocation to_the UTIMCO Board and the
Board of Regents at least quarterly. While specific asset allocation positions may be
changed within _the ranges specified in Exhibit A based on the econgmic and
investment outlook from time to time, the range limits cannot be intentionally
breached without prior approval of the Board of Regents.

In the event that actual portfolio positions in asset cateqories or projected portfolio
risk move outside the ranges indicated in Exhibit A due to market forces that shift
relative_ valuations, UTIMCO staff will immediately report_this _situation to the
UTIMCO Board Chairman and take steps to rebalance _portfolio positions back within
the policy ranges in an orderly_manner as socon as practicable. Extenuating
circumstances that could cause immediate rebalancing to be irrational and
detrimental to the interest of the GEF asset values could warrant_requesting
approval of the UTIMCO Board Chairman for remedial action.
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General Endowment Fund Investment Policy Statement {continued)

GEF assets shall be allocated among the following broad asset classes based upon
their individual return/risk characteristics and relationships to other asset classes:

A. U.S. Equities - U.S. equities represent ownership in U.S. companies that are
traded in public markets. U.S. equities include common stocks, exchange
traded funds, and derivatives based on common stocks, including warrants,
rights, options, and futures. In addition, derivative applications that serve as a
U.S. equity substitute will be classified as traditional U.S. equity. Global
mandates that include a majority of U.S. equities will be included in U.S.
equities. U.S. equities provide both current income and capital gains.

B. Global ex U.S. Equities — Global ex U.S. equities represent ownership in
global companies that are traded in public markets. The global ex U.S.
markets include established (non U.S. developed) and emerging markets.
Global ex U.S. equities include common stocks, exchange traded funds, and
derivatives based on common stock, including warrants, rights, options, and
futures. In addition, derivative applications that serve as a Global ex U.S.
equity substitute will be classified as Global ex U.S. equities. Global mandates
that include a majority of Global ex U.S. equities will be included in Global ex
U.S. equities. Global ex U.S. equities provide both current income and capital
gains.

Non-U.S. Developed Equity — Non-U.S. developed equities represent
ownership in companies domiciled in developed economies {countries)
included in the MSCI All — Country World Equity Index — excluding those
classified as part of the MSCI Emerging Markets Equity Index. These
securities are typically constituents of countries in Europe, the Americas
(North/Latin/South) and the Far East with high per-capita income, mature
capital markets, and stable governments. The benchmark for this asset
category will be the MSCI EAFE Index, with net dividends.

Emerging Markets Equity — Emerging markets equities represent ownership
in companies domiciled in emerging economies as defined by the current
composition of the MSCI Emerging Markets Equity Index. In addition, such
definition will also include those companies domiciled in economies that
have yet to reach MSCI Emerging Markets Equity Index qualification status
(either through financial or qualitative measures). The benchmark for this
asset category will be the MSCI Emerging Markets Equity Index, with net
dividends.

C. Hedge Funds — Hedge funds are broadly defined to include nontraditional
investment strategies whereby the majority of the underlying securities are
traded on public exchanges or are otherwise readily marketable.

Directional Hedge Funds — Directional hedge fund investments include U.S.
and international long/short equity or fixed income strategies and other such
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General Endowment Fund Investment Policy Statement (continued)

strategies that exhibit directional market characteristics using commodities,
currencies, derivatives, or other global market instruments. These
strategies attempt to exploit profits from security selection skills by taking
long and short positions in various securities. These strategies may also
include fund of hedge fund investments. Directional hedge fund
investments are made through private placement agreements. Directional
hedge fund investments may be held in an internally managed-commingled
investment fund_managed by UTIMCO.

Absolute Return Hedge Funds — Absolute return hedge fund investments
include arbitrage, event driven strategies and other relative value strategies.
Arbitrage strategies attempt to exploit pricing discrepancies between closely
related securities, utilizing a variety of different tactics primarily within
equity, fixed income and convertible securities markets. Event driven
strategies attempt to exploit discrete events such as bankruptcies, mergers,
and takeovers. Absolute return hedge funds may include multi-strategy
managers and fund of hedge fund investments. Absolute retumn hedge fund
investments are made through private placement agreements. Absolute
return hedge fund investments may be held in an internally managed
commingled_investment fund managed by UTIMCO.

D. Private Capital - Private capital investments include the illiquid debt and equity
securities of private or publicly-traded companies. Private capital investments
consist of two sub-asset class categories: Venture Capital and Private Equity.

Yenture Capital — Venture capital investments consist of investments

in companies, both U.S. and non-U.S., that are in the early stages of
development. Venture capital investments are held either through limited
partnerships or as direct ownership interests.

Private Equity — Private equity investments consist of investments in the
equity securities of private businesses, both U.S. and non-U.S., that are
considered to be in the post-start-up phase and that are profitable and
generating income. Private equity investments are held either through
limited partnerships or as direct ownership interests. The Private equity
category also includes mezzanine and opportunistic investments.
Mezzanine investments consist of investments in funds that make
subordinated debt or minority equity investments in private companies.
Opportunistic investments are limited to illiquid assets and may include
distressed debt or secondary private equity partnerships. Mezzanine and
opportunistic investments are held through limited partnerships or as direct
ownership interests.

E. Inflation Linked — Inflation linked investments are intended to provide some
degree of inflation protection and generally consist of assets with a higher
correlation of returns with inflation than other eligible asset classes. Inflation
linked investments include:
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REITS — REITS are real estate investment trusts that may be held as either
trust certificates, derivative investments, or exchange traded funds. REITS
own, and in most cases operate, income producing real estate.

Commodities — Commodities include natural resource investments including
oil and gas interests and other hard assets. These investments may be
held through partnerships, derivative investments, exchange traded funds
or direct investments.

TIPS - TIPS are inflation protected securities with a return linked to the
inflation rate. For diversification purposes, TIPS may include non-U.S.
inflation protected fixed income securities as well as nominal fixed income
securities.

F. Fixed Income — Fixed income investments include debt (whether U.S. or
foreign) issued by Governments, various government enterprises, and
agencies and domestic and foreign corporations. The principal securities
include bonds, notes, bills and mortgage and asset-backed securities. In
addition, derivative applications that serve as a fixed income substitute may be
classified as fixed income.

G. Cash and Cash Equwalents —Ga%h—and—eash—equwalent&eenastef—mtema%

' Short term
(generally securities with time to maturity of three months or less), highly liquid

investments that are readily convertible to known amounts of cash, and which
are subject to a relatively small risk of changes in value.

Performance Measurement

The investment performance of the GEF will be measured by the GEF’s custodian,
an unaffiliated organization, with recognized expertise in this field and reporting
responsibility to the UTIMCO Board, and compared against the stated investment
benchmarks of the GEF, as indicated in Exhibit A_(incorporating the impact of
internal_derivative positions) and reported to the UTIMCO Board and the Board of
Regents at least quarterly. Monthly performance data and net asset values will be
available on the UTIMCO website within a reasonable time after each month end.

Investment Guidelines
The GEF must be invested at all times in strict compliance with applicable law.

Investment guidelines include the following:
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General

° Investment guidelines for index, commingled funds, and limited partnerships
managed externally shall be governed by the terms and conditions of the
respective investment management contracts or partnership agreements.

. All investments will be U.S. dollar denominated assets unless held by an
internal or external portfolio manager with the authority to invest in foreign
currency denominated securities.

o Investment policies of any unaffiliated liquid investment fund must be
reviewed and approved by UTIMCO'’s chief investment officer prior to
investment of GEF assets in such liquid investment fund.

. No securities may be purchased or held which jeopardize the GEF’s tax
exempt status.

) No internal investment strategy or program may purchase securities on
margin or use leverage unless specifically authorized by the UTIMCO Board.

. No internal investment strategy or program employing short sales may be
made unless specifically authorized by the UTIMCO Board.

. The GEF’s investments in warrants shall not exceed more than 5% of the
GEF'’s net assets or 2% with respect to warrants not listed on the New York
or American Stock Exchanges.

. The GEF may utilize derivatives to: a) simulate the purchase or sale of an
underlying market index while retaining a collateral balance for fund
management purposes; b) facilitate trading; ¢) reduce transaction costs:

d) seek higher investment returns when a derivative security is priced more
attractively than the underlying security; ) hedge risks associated with GEF
investments; or f) adjust the market exposure of the asset allocation,
including the use of long and short strategies and other such strategies
provided that the GEF's use of derivatives complies with the Derivative
Investment Policy approved by the UTIMCO Board and the Board of
Regents. The Derivative Investment Policy shall serve the purpose of
defining permitted applications under which derivatives can be used, which
applications are prohibited, and the requirements for the reporting and
oversight of their use. Derivative applications implemented in compliance
with the Derivative Investment Policy shall be deemed to be specifically
authorized by the UTIMCO Board for purposes of this Policy Statement. The
objective of the Derivative Investment Policy is to facilitate risk management
and provide efficiency in the implementation of the investment strategies
using derivatives.
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Cash and Cash Equivalents

Holdings of cash and cash equivalents may include the following:

Highly liquid linternal pooled investment funds managed by UTIMCO.

° Unaffiliated liquid investment funds as approved by UTIMCO’s chief
investment officer.

. The GEF’s custodian late deposit interest bearing liquid investment fund.

. Municipal short-term securities.

. Commercial paper rated in the two highest quality classes by Moody's
Investors Service, Inc. (P1 or P2) or Standard & Poor's Corporation (A1 or
A2).

. Negotiable certificates of deposit with a bank that is associated with a holding

company meeting the commercial paper rating criteria specified above or that
has a certificate of deposit rating of 1 or better by Duff & Phelps.

. Repurchase agreements and reverse repurchase agreements transacted with
a dealer that is approved by UTIMCO and selected by the Federal Reserve
Bank as a Primary Dealer in U.S. Treasury securities and rated A-1 or P-1 or
the equivalent.

- Each approved counterparty shall execute the Standard Public
Securities Association (PSA) Master Repurchase Agreement with
UTIMCO.

- Eligible collateral securities for repurchase agreements are limited to
U.S. Treasury securities and U.S. Government Agency securities
with a maturity of not more than 10 years.

- The maturity for a repurchase agreement may be from one day to
two weeks.

- The value of all coilateral shall be maintained at 102% of the notional
value of the repurchase agreement, valued daily.

- All collateral shall be delivered to the GEF custodian bank. Tri-party
collateral arrangements are not permitted.

- The aggregate amount of repurchase agreements with maturities

greater than seven calendar days may not exceed 10% of the GEF’s
fixed income assets.
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- Overnight repurchase agreements may not exceed 25% of the GEF’s
fixed income assets.

. Mortgage Backed Securities (MBS) dollar rolls shall be executed as matched
book transactions in the same manner as reverse repurchase agreements
above. As above, the rules for trading MBS dollar rolls shaill follow the Public
Securities Association standard industry terms.

Fixed Income

Domestic Fixed Income

Permissible securities for investment include securities within the component
categories of the Lehman Brothers Aggregate Bond Index (LBAGG). These
component categories include investment grade government and corporate
securities, agency mortgage pass-through securities, and asset-backed securities.
These sectors are divided into more specific sub-sectors:

1) Government securities: Treasury and Agency;

2) Corporate securities: Industrial, Finance, Utility, and Yankee;

3) Mortgage-backed securities: GNMA, FHLMC, and FNMA;

4) Asset-backed securities:

5) Taxable Municipal securities; and

6) Commercial Mortgage-backed securities.

In addition to the permissible securities listed above, the following securities shall be
permissible:

| a) fEloating rate securities with periodic coupon changes in market rates
issued by the same entities that are included in the LBAGG as issuers of
fixed rate securities;
b} mMedium term notes issued by investment grade corporations:
¢) 2Zero coupon bonds and stripped Treasury and Agency securities created
from coupon securities; and
| d) sStructured notes issued by LBAGG qualified entities.

| +_U.S. Domestic Bonds must be rated investment grade, Baa3 or better by
Moody's Investors Services, BBB- or better, by Standard & Poor's

Corporation, or BBB- or better by Fitch Investors an-equivalent rating-by-a
nahena#&meegmzed—ﬁaﬁng—ageneyat the tlme of acqu:smon Ihs—pmwsren

laend& ExternaI mvestment managers may be authorlzed by the terms of
the investment advisory agreements to invest up to a maximum of 50% of
the total fixed income portfolio in below investment grade bonds.

. Not more than 5% of the market value of domestic fixed income
securities may be invested in corporate and municipal bonds of a single

| issuer-provided that such-bondsat-the-time-of purchase-are-rated not
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Non-U.S. Fixed Income

Non-dollar denominated bond investments shall be restricted to bonds rated
equivalent to the same credit standard as the U.S. Fixed Income Portfolio unless an
investment manager has been authorized by the terms of an investment advisory
agreement to invest in below investment grade bonds.

. Not more than 50% of the GEF’s fixed income portfolio may be
invested in non-U.S. dollar denominated bonds.

. Not more than 15% of the GEF’s fixed income portfolio may be
invested in emerging market debt.

. International currency exposure may be hedged or unhedged at
UTIMCOQO's discretion or delegated by UTIMCO to an external
investment manager.

Equities
The GEF shall:

. hold no more than 25% of its equity securities in any one industry or
industries (as defined by the standard industry classification code and
supplemented by other reliabie data sources) at market, or

) hold no more than 5% of its equity securities in the securities of one
corporation at cost-untess-autherized by UTIMCO’s chiefinvestment
officer.

GEF Accounting

The fiscal year of the GEF shall begin on September 1st and end on August 31st.
Market value of the GEF shall be maintained on an accrual basis in compliance
with Financial Accounting Standards Board Statements, Government Accounting
Standards Board Statements, industry guidelines, or state statutes, whichever

is applicable. Significant asset write-offs or write-downs shall be approved by
UTIMCO’s chief investment officer and reported to the UTIMCO Board of Directors.
The GEF'’s financial statements shall be audited each year by an independent
accounting firm selected by the Board of Regents.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all GEF net assets and the net asset value per
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unit of the GEF. Valuation of GEF assets shall be based on the books and records
of the custodian for the valuation date. The final determination of GEF net assets
for a month end close shall normally be completed within five business days but
determination may be longer under certain circumstances. Valuation of alternative
assets shall be determined in accordance with the UTIMCO Valuation Criteria for
Alternative Assets.

The fair market value of the GEF's net assets shall include all related receivables
and payables of the GEF on the valuation date and the value of each unit thereof
shall be its proportionate part of such net value. Such valuation shall be final and
conclusive,

Purchase of GEF Units

Purchase of GEF units may be made on any quarterly purchase date (September 1,
December 1, March 1, and June 1 of each fiscal year or the first business day
subsequent thereto) upon payment of cash to the GEF or contribution of assets
approved by UTIMCO’s chief investment officer, at the net asset value per unit of
the GEF as of the most recent quarterly valuation date. Each fund whose monies
are invested in the GEF shall own an undivided interest in the GEF in the proportion
that the number of units invested therein bears to the total number of all units
comprising the GEF.

Redemption of GEF Units

Redemption of GEF units shall be paid in cash as soon as practicable after the
quarterly valuation date of the GEF. Withdrawals from the GEF shall be at the
market vaiue price per unit determined at the time of the withdrawal.

Securities Lending

The GEF may participate in a securities lending contract with a bank or nonbank
security lending agent for purposes of realizing additional income. Loans of
securities by the GEF shall be collateralized by cash, letters of credit, or securities
issued or guaranteed by the U.S. Government or its agencies. The collateral will
equal at least 100% of the current market value of the loaned securities. The
contract shall state acceptable collateral for securities loaned, duties of the
borrower, delivery of loaned securities and collateral, acceptable investment of
collateral and indemnification provisions. The contract may include other provisions
as appropriate.

The securities lending program will be evaluated from time to time as deemed

necessary by the UTIMCO Board. Monthly reports issued by the lending agent
shall be reviewed by UTIMCO staff to insure compliance with contract provisions.
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General Endowment Fund Investment Policy Statement (continued)

Investor Responsibility

As a shareholder, the GEF has the right to a voice in corporate affairs consistent
with those of any shareholder. These include the right and obligation to vote proxies
in a manner consistent with the unique role and mission of higher education as well
as for the economic benefit of the GEF. Notwithstanding the above, the UTIMCO
Board shall discharge its fiduciary duties with respect to the GEF solely in the

| interest of GEF unitholders,_in compliance with the Proxy Voting Policy, and shall
not invest the GEF so as to achieve temporal benefits for any purpose including use
of its economic power to advance social or political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend this Policy Statement as it deems
necessary or advisable.

Effective Date
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General Endowment Fund Investment Policy Statement (continued)

EXHIBIT A

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

[ *3 trading days or less

| UTIMCO-8/442005

Percent of Portfolio
(%)
Policy Policy
Asset Category Targets Ranges Benchmarks
US Equities 20.0 10 to 30 Russell 3000 Index
Global ex US Equities 17.0 10 to 30
Non-US Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCIi Emerging Markets Index with net
Emerging Markets Equity 7.0 0to10 dividends
Hedge Funds 250 | 15to27.5
Combination index: 50% S&P Event-Driven
Directional Hedge Funds 10.0 5t015 Hedge Fund Index plus 50% S&P
Directional/Tactical Hedge Fund Index
Combination index: 66.7% S&P Event-Driven
Absolute Return Hedge Funds | 15.0 10 to 20 Hedge Fund Index plus 33.3% S&P Arbitrage
Hedge Fund Index
Private Capital 15.0 5to 15 Venture Economics’ Periodic IRR Index
Venture Capital 4.0 Qto8
Private Equity 11.0 5t0 15
Inflation Linked 13.0 5to 20
REITS 50 0to 10 ac()jv;xdones Wilshire Real Estate Securities
. Combination index: 66.7% GSC| minus .5%
Commodities 3.0 0to6 | plus 33.3% DJ-AIG Commodity Index
TIPS 5.0 0to10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
CASH Liguidity Reserve 0.0 -50to 10 90 Day T-Bills
Unencumbered Cash
Short Term Debt
Temporary Cash lmbalance*
Net non-trading receivable
| Net Exposure Adjustments N/A Ranges defined by Derivatives Policy
Expected Annual Return (%) | 8.34 % of Target Risk
1 yr Downside Deviation (%) | -7.8 Upper Risk Bound: 128%
1 yr Downside Deviation (%) —
Standard Deviation (%) 10.8 Lower Risk Bound: 749
1 yr Downside Deviation (%) —
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THE UNIVERSITY OF TEXAS SYSTEM
INTERMEDIATE TERM FUND
INVESTMENT POLICY STATEMENT

Purpose and Structure

The University of Texas System Intermediate Term Fund (ITF) was established by the
Board of Regents of The University of Texas System (Board of Regents) as a pooled
fund for the collective investment of operating funds and other intermediate and long-
term funds held by U. T. System institutions and U. T. Systemn Administration.

ITF Organization

The ITF functions as a mutual fund in which each eligible account purchases and
redeems ITF units as provided herein. The ownership of ITF assets shall at all times be
vested in the Board of Regents. Such assets shall be deemed to be held by the Board of
Regents, as a fiduciary, regardless of the name in which the assets may be registered.

ITF Management

Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents,
subject to procedures and restrictions it establishes, to invest the Permanent University
Fund (the “PUF”) in any kind of investment and in amounts it considers appropriate,
provided that it adheres to the prudent investor standard. This standard provides that the
Board of Regents, in making investments, may acquire, exchange, sell, supervise,
manage, or retain, through procedures and subject to restrictions it establishes and in
amounts it considers appropriate, any kind of investment that prudent investors,
exercising reasonable care, skill, and caution, would acquire or retain in light of the
purposes, terms, distribution requirements, and other circumstances of the fund then
prevailing, taking into consideration the investment of all the assets of the fund rather
than a single investment. Pursuant to Section 51.0031(c) of the Texas Education Code,
the Board of Regents has elected the PUF prudent investor standard to govern its
management of the [TF.

Ultimate fiduciary responsibility for the ITF rests with the Board of Regents.
Section 66.08, Texas Education Code, as amended, authorizes the Board of Regents,
subject to certain conditions, to enter into a contract with a nonprofit corporation to invest
tunds under the control and management of the Board of Regents.

Pursvant to an Investment Management Services Agreement between the Board of
Regents and The University of Texas Investment Management Company (UTIMCO), the
[TF shall be managed by UTIMCO, which shall a) recommend investment policy for the
ITF, b) recommend specific asset allocation targets, ranges, and performance benchmarks
consistent with ITF objectives, and ¢) monitor ITF performance against [TF objectives.
UTIMCO shall invest the ITF assets in conformity with this Policy Statement. All
changes to this Policy Statement or the exhibits to this Policy Statement, including
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changes to asset allocation targets, ranges and performance benchmarks, are subject to
approval by the Board of Regents.

UTIMCO may select and terminate unaffiliated investment managers subject to the
Delegation of Authority Policy approved by the UTIMCO Board. Managers shall be
monitored for performance and adherence to investment disciplines.

ITF Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls shall be
emphasized so as to provide for responsible separation of duties and adequacy of an audit
trail. Custody of ITF assets shall comply with applicable law and be structured so as to
provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase ITF Units

No account shall be eligible to purchase units of the ITF unless it is under the sole
control, with full discretion as to investments, by the Board of Regents. Any account
whose governing instrument contains provisions which conflict with this Policy
Statement, whether initially or as a result of amendments to either document, shall not be
eligible to purchase or hold units of the ITF.

ITF Investment Objectives

The ITF consists of intermediate and long-term funds held by the U. T. System Board of
Regents, as a fiduciary, for the benefit of U. T. System institutions, U. T. System
Administration, and other affiliated funds. ITF assets are pooled for efficient investment
purposes and managed by UTIMCO over the intermediate to longer term.

The primary investment objective of the ITF is to preserve the purchasing power of ITF
assets by earning a compound annualized return over rolling three-year periods, net of all
direct and allocated expenses, of at least inflation as measured by the Consumer Price
Index (CPI-U) plus 3%. The ITF's success in meeting this objective depends upon its
ability to generate higher retumns in periods of low inflation that will offset lower returns
generated in years when the capital markets under-perform the rate of inflation.

The secondary ITF objective is to generate a return, net of all direct and allocated
expenses, measured monthly by the independent custodian and reported at least quarterly,
in excess of the approved Policy Portfolio benchmark over rolling three-year periods. The
Policy Portfolio benchmark will be maintained by UTIMCO and will be comprised of a
blend of asset class indices reported by the independent custodian and weighted to reflect
ITF’s approved asset allocation policy targets as defined in Exhibit A.

Limiting factors are that prudent diversification within each approved asset class-must-be
mratitatied—at-all times: and that a_projected portfolio risk profile within the approved
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Policy Portfolio risk range, as defined in Exhibit A and measured at least monthly by

| UTIMCO’s risk model, smustshould be sustained at all times. Liquidity of the ITF will be
governed by the Liquidity Policy, overseen by the Risk Committee of the UTIMCO
Board.

ITF return, asset allocation, and risk targets are subject to adjustment from time to time
by the U. T. System Board of Regents.

Asset Allocation and Policy

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified in Exhibit A, is the responsibility of
UTIMCO. The asset allocation is designed to accommodate the intermediate investment
horizon of the ITF assets with enhanced returns at moderate managed risk levels.
UTIMCO is responsible for measuring actual asset allocation at least monthly
(incorporating the impact of derivative positions covered under the Derivative Investment
Policy}, and for reporting the actual portfolio asset allocation to the UTIMCO Board and
the Board of Regents at least quarterly. While specific asset allocation positions may be
changed within the ranges specified in Exhibit A based on the economic and investment
outlook from time to time, the range limits cannot be intentionally breached without prior
approval of the Board of Regents.

| In the event that actual portfolio positions in asset categories_or projected portfolio risk
move outside the ranges indicated in Exhibit A due to market forces that shift relative
valuations, UTIMCO staff will immediately report this situation to the UTIMCO Board
Chairman and take steps to rebalance portfolio positions back within the policy ranges in
an ordetly manner as soon as practicable. Extenuating circumstances that could cause
immediate rebalancing to be irrational and detrimental to the interest of the ITF asset
values could warrant requesting approval of the UTIMCO Board Chairman for remedial
action.

ITF assets shall be allocated among the following broad asset classes based upon their
individual return/risk characteristics and relationships to other asset classes:

A. U.S. Equities — U.S. equities represent ownership in U.S. companies that are traded in
public markets. U.S. equities include common stocks, exchange traded funds, and
derivatives based on common stocks, including warrants, rights, options, and futures,
In addition, derivative applications that serve as a U.S. equity substitute will be
classified as traditional U.S. equity. Global mandates that include a majority of U.S,
equities will be included in U.S. equities. U.S. equities provide both current income
and capital gains.

B. Global ex U.S. Equities — Global ex U.S. equities represent ownership in global
companies that are traded in public markets. The global ex U.S. markets include
established (non-U.S. developed) and emerging markets.
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Global ex U.S. equities include common stocks, exchange traded funds, and
derivatives based on common stocks, including warrants, rights, options, and futures.
In addition, derivative applications that serve as a Global ex U.S. equity substitute
will be classified as Global ex U.S. equities. Global mandates that include a majority
of Global ex U.S. equities will be included in Global ex U.S. equities. Global ex U.S.
equities provide both current income and capital gains.

Non-U.S. Developed Equity — Non-U.S. developed equities represent ownership
in companies domiciled in developed economies (countries) included in the MSCI
All — Country World Equity Index — excluding those classified as part of the
MSCI Emerging Markets Equity [ndex. These securities are typically constituents
of countries in Europe, the Americas (North/Latin/South) and the Far East with
high per-capita income, mature capital markets, and stable governments. The
benchmark for this asset category will be the MSCI EAFE Index, with net
dividends.

Emerging Markets Equity — Emerging markets equities represent ownership in
companies domiciled in emerging economies as defined by the current
composition of the MSCI Emerging Markets Equity Index. In addition, such
definition will also include those companies domiciled in economies that have yet
to reach MSCI Emerging Markets Equity Index qualification status (either
through financial or qualitative measures). The benchmark for this asset category
will be the MSCI Emerging Markets Equity Index, with net dividends.

C. Hedge Funds — Hedge funds are broadly defined to include nontraditional investment
strategies whereby the majority of the underlying securities are traded on public
exchanges or are otherwise readily marketable.

Directional Hedge Funds — Directional hedge fund investments include U.S. and
international long/short equity or fixed income strategies and other such strategies
that exhibit directional market characteristics using commodities, currencies,
derivatives, or other global market instruments. These strategies attempt to exploit
profits from security selection skills by taking long and short positions in various
securities. These strategies may also include fund of hedge fund investments.
Directional hedge fund investments are made through private placement
agreements. Directional hedge fund investments may be held in an internal
commingled investment fund managed by UTIMCO.

Absolute Return Hedge Funds — Absolute return hedge fund investments include
arbitrage, event driven strategies, and other relative value strategies. Arbitrage
strategies attempt to exploit pricing discrepancies between closely related
securtties, utilizing a variety of different tactics primarily within equity, fixed
income, and convertible securitics markets. Event driven strategies attempt to
exploit discrete events such as bankruptcies, mergers, and takeovers. Absolute
return hedge funds may include multi-strategy managers and fund of hedge fund
investments. Absolute return hedge fund investments are made through private
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placement agreements. Absolute return hedge fund investments may be held in an
internal commingled investment fund managed by UTIMCO.

D. Inflation Linked — Inflation linked investments are intended to provide some degree
of inflation protection and generally consist of assets with a higher correlation of
returns with inflation than other eligible asset classes. Inflation linked investments
include:

REITS - REITS are real estate investment trusts that may be held as either trust
certificates, derivative investments, or exchange traded funds. REITS own, and in
most cases operate, income producing real estate.

Commodities — Commodities include natural resource investments including oil
and gas interests and other hard assets. These investments may be held through
partnerships, derivative investments, exchange traded funds or direct investments.

TIPS - TIPS are inflation protected securities with a return linked to the inflation
rate. For diversification purposes, TIPS may include non-U.S. inflation protected
fixed income securities as well as nominal fixed income securities.

E. Fixed Income — Fixed income investments include debt (whether U.S. or foreign)
issued by Governments, various government enterprises and agencies, and domestic
and foreign corporations. The principal securities include bonds, notes, bills and
mortgage and asset-backed securities. In addition, derivative applications that serve as
a fixed income substitute may be classified as fixed income.

F. Cash and Cash Equivalents — Short-term (generally securities with time to maturity of
three months or less), highly liquid investments that are readily convertible to known
amounts of cash, and which are subject to a relatively small risk of changes in value.

Performance Measurement

The investment performance of the ITF will be measured by the ITF’s custodian, an
unaffiliated organization, with recognized expertise in this field and reporting
responsibility to the UTIMCO Board, compared against the stated investment
benchmarks of the ITF, as indicated in Exhibit A (incorporating the impact of internal
derivative positions} and reported to the UTIMCO Board and the Board of Regents at
least quarterly. Monthly performance data and net asset values will be available on the
UTIMCO website within a reasonable time after each month end.
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Investment Guidelines

The ITF must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

* Investment guidelines for index, commingled funds, and limited partnerships
managed externally shall be governed by the terms and conditions of the
respective investment management contracts or partnership agreements.

* All investments will be U.S. dollar denominated assets unless held by an internal
or external portfolio manager with the authority to invest in foreign currency
denominated securities.

* Investment policies of any unaffiliated liquid investment fund must be reviewed
and approved by UTIMCO’s chief investment officer prior to investment of [TF
assets in such liquid investment fund.

* No securities may be purchased or held which would jeopardize the ITF’s tax-
exempt status.

= No internal investment strategy or program may purchase securities on margin or
use leverage unless specifically authorized by the UTIMCO Board.

= No internal investment strategy or program employing short sales may be made
unless specifically authorized by the UTIMCO Board.

* The ITF’s investments in warrants shall not exceed more than 5% of the ITF’s net
assets or 2% with respect to warrants not listed on the New York or American
Stock Exchanges.

®* The ITF may utilize derivatives to: a) simulate the purchase or sale of an
underlying market index while retaining a collateral balance for fund management
purposes; b) facilitate trading; c) reduce transaction costs; d) seek higher
investment returns when a derivative security is priced more attractively than the
underlying security; e) hedge risks associated with ITF investments; or f) adjust
the market exposure of the asset allocation, including the use of long and short
strategies and other such strategies, provided that the ITF’s use of derivatives
complies with the Derivative Investment Policy approved by the UTIMCO Board
and the Board of Regents. The Derivative Investment Policy shall serve the
purpose of defining permitted applications under which derivatives can be used,
which applications are prohibited, and the requirements for the reporting and
oversight of their use. Derivative applications implemented in compliance with
the Derivative Investment Policy shall be deemed to be specifically authorized by
the UTIMCO Board for purposes of this Policy Statement. The objective of the
Derivative Investment Policy is to facilitate risk management and provide
efficiency in the implementation of the investment stratepies using derivatives.
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Cash and Cash Eguivalents

Holdings of cash and cash equivalents may include the following;

Highly liquid internal pooled investment funds managed by UTIMCO.

Unaffiliated liquid investment funds as approved by UTIMCO’s chief investment
officer.

ITF’s custodian late deposit interest bearing liquid investment fund.
Municipal short-term securities.

Commercial paper rated in the two highest quality classes by Moody’s Investors
Service, Inc. (P1 or P2) or Standard & Poor’s Corporation (A1 or A2).

Negotiable certificates of deposit with a bank that is associated with a holding
company meeting the commercial paper rating criteria specified above or that has
a certificate of deposit rating of 1 or better by Duff & Phelps.

Repurchase agreements and reverse repurchase agreements transacted with a
dealer that is approved by UTIMCO and selected by the Federal Reserve Bank as
a Primary Dealer in U.S. Treasury securities and rated A-1 or P-1 or the
equivalent.

- Each approved counterparty shall execute the Standard Public Securities
Association (PSA) Master Repurchase Agreement with UTIMCO.

- Eligible collateral securities for repurchase agreements are limited to U.S.
Treasury securities and U.S. Government Agency securities with a
maturity of not more than 10 years.

- The maturity for a repurchase agreement may be from one day to two
weeks.

- The value of all collateral shall be maintained at 102% of the notional
value of the repurchase agreement, valued daily.

- All collateral shall be delivered to the ITF custodian bank. Tri-party
collateral arrangements are not permitted.

- The aggregate amount of repurchase agreements with maturities greater
than seven calendar days may not exceed 10% of the ITE’s fixed income
assets.

- Overnight repurchase agreements may not exceed 25% of the ITF’s fixed
income assets.

Mortgage Backed Securities (MBS) dollar rolls shall be executed as matched
book transactions in the same manner as reverse repurchase agreements above, As
above, the rules for trading MBS dollar rolls shall follow the Public Securities
Association standard industry terms.
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Fixed Income

Domestic Fixed Income

Permissible securities for investment include the securities within the component
categories of the Lehman Brothers Aggregate Bond Index (LBAGG). These component
categories include investment grade government and corporate securitics, agency
mortgage pass-through securities, and asset-backed securities. These sectors are divided
into more specific sub-sectors:

1) Government securities: Treasury and Agency;,

2) Corporate securities: Industrial, Finance, Utility, and Yankee;
3) Mortgage-backed securities: GNMA, FHLMC, and FNMA;
4) Asset-backed securities;

5) Taxable Municipal securities; and

6) Commercial Mortgage-backed securities.

In addition to the permissible securities listed above, the following securities shall be
permissible:

a) Floating rate securities with periodic coupon changes in market rates issued
by the same entities that are included in the LBAGG as issuers of fixed rate
securities;

b} Medium term notes issued by investment grade corporations;

¢) Zero coupon bonds and stripped Treasury and Agency securities created from
coupon securities; and

d) Structured notes issued by LBAGG qualified entities.

* U.S. Domestic Bonds must be rated investment grade, Baa3 or better by Moody’s
Investors Services, BBB- by Standard & Poor’s Corporation, or BBB- or better by
Fitch Investors Service at the time of acquisition. An external investment manager
may be authorized by the terms of an investment advisory agreement to invest up
to a maximum of 50% of the total fixed income portfolio in below investment
grade bonds.

* Not more than 5% of the market value of domestic fixed income securities may be
invested in corporate and municipal bonds of a single issuer.

Non-U.S. Fixed Income

Non-dollar denominated bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U. S. Fixed Income Portfolio unless an investment
manager has been authorized by the terms of an investment advisory agreement to invest
in below investment grade bonds.

= Not more than 50% of the [TF’s fixed income portfolio may be invested in non-
U.S. dollar denominated bonds.
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= Not more than 15% of the ITF’s fixed income portfolio may be invested in
emerging market debt.

* International currency exposure may be hedged at UTIMCO’s discretion or
delegated by UTIMCO to an external investment manager.

Equities
The ITF shall:

* Hold no more than 25% of its equity securities in any one industry or industries (as
defined by the standard industry classification code and supplemented by other
reliable data sources) at market, or

* Hold no more than 5% of its equity securities in the securities of one corporation at
cost.

ITF Accounting

The fiscal year of the ITF shall begin on September 1st and end on August 31st. Market
value of the ITF shall be maintained on an accrual basis in compliance with Government
Accounting Standards Board Statements, Financial Accounting Standards Board
Statements, or industry guidelines, whichever is applicable. The ITF’s financial
statements shall be audited each year by an independent accounting firm selected by the
Board of Regents.

Valuation of ITF Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all ITF net assets and the net asset value per unit of the
ITF. The final determination of ITF net assets for a month end close shall normally be
completed within six business days but determination may be longer under certain
circumstances. Valuation of ITF assets shall be based on the books and records of the
custodian for the valuation date.

The fair market value of the ITF’s net assets shall include all related receivables and
payables of the ITF on the valuation date and the value of each unit thereof shall be its
proportionate part of such net value. Such valuation shall be final and conclusive.

ITF Distributions

The ITF shall provide monthly distributions to the unitholders. The UTIMCO Board will
recommend the annual distribution (%) rate to the Board of Regents. Distributions from
the [TF to the unitholders shall be made monthly on the first business day of each month.
To calculate the monthly distribution, the distribution rate (% divided by 12) will be
multiplied by each unitholder’s account, determined as follows:
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* Net asset value of each unitholder’s account on the last business day of the second
prior month;

* Plus value of each unitholder’s net purchase/redemption amount on the first
business day of the prior month;

¢ Less the distribution amount paid to each unitholder’s account on the first
business day of the prior month.

Purchase and Redemption of ITF Units

The ITF participants may purchase units on the first business day of each month upon
payment of cash or reinvestment of distributions to the ITF, at the net asset value per unit
of the ITF as of the prior month ending valuation date. Such purchase commitments are
binding. The ITF participants may redeem ITF units on a monthly basis. The unit
redemption shall be paid in cash as soon as practicable after the month end valuation date
of the ITF. Redemptions from the ITF shall be at the market price per unit determined at
the time of the redemption. Such redemption commitments are binding.

Participants of the ITF are required to provide notification of purchases and redernptions
based on specific notification requirements as set forth in The University of Texas
System Allocation Policy for Non-Endowment Funds,

Securities Lending

The ITF may participate in a securities lending contract with a bank or non-bank security
lending agent for purposes of realizing additional income. Loans of securities by the ITF
shall be collateralized by cash, letters of credit, or securities issued or guaranteed by the
U.S. Government or its agencies. The collateral will equal at least 100% of the current
market value of the loaned securities. The contract shall state acceptable collateral for
securities loaned, duties of the borrower, delivery of loaned securities and collateral,
acceptable investment of collateral and indemnification provisions. The contract may
include other provisions as appropriate.

The securities lending program will be evaluated from time to time as deemed necessary
by the UTIMCO Board. Monthly reports issued by the lending agent shall be reviewed by
UTIMCO staft to ensure compliance with contract provisions.

Investor Responsibility

As a shareholder, the ITF has the right to a voice in corporate affairs consistent with
those of any shareholder. These include the right and obligation to vote proxies in a
manner consistent with the unique role and mission of higher education as well as for the
economic benefit of the ITF. Notwithstanding the above, the UTIMCO Board shall
discharge its fiduciary duties with respect to the ITF solely in the interest of ITF unit-
holders, in compliance with the Proxy Voting Policy, and shall not invest the ITF so as to
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achieve temporal benefits for any purpose including use of its economic power to
advance social or political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement as it
deems necessary or advisable.

Effective Date

I The effective date of this policy shall be Eebruary-9.2006 , except for Exhibit
A. Adherence to the policy targets and ranges may not be fully effective throughout the
first six months after initial funding (expected February 1, 2006) as new portfolio
investments are phased in. The selection of the effective date of Exhibit A, to be no later
than September 1, 2006, shall be determined by UTIMCO’s Chief Investment Officer and
notification to the Chairmen of the UTIMCO Board and the Board of Regents shall occur
at least 30 days prior to the effective date.
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| EXHIBIT A

INTERMEDIATE TERM FUND
POLICY TARGETS, RANGES, AND PERFORMANCE OBJECTIVES

Asset Categories Percent of Policy (%) Benchmarks
Policy Policy
Targets Ranges
U. 8. Equities 15 5to20 Russell 3000 Index
Global ex U. S. Equities 10 0to15
Non - U. 8. Developed Equity 5 Oto 1O MSCI EAFE Index with net dividends
Emerging Markets Equities 5 0to 10 MSCI Emerging Markets Index with net dividends
Hedge Funds 25 10 to 27.5
Directional Hedge Funds 12.5 5to 20 Combination index: 50% S&P Event-Driven Hedge
Index plus 50% S&P Directional/Tactical Hedge Fund
Index
Absolute Return Hedge Funds 12.5 5t020 Combination index: 66.7% S&P Event-Driven Hedge
Fund Index plus 33.3% S&P Arbitrage Hedge Fund
Index
Inflation Linked 25 10 to 35
REITS 10 Oto 15 Dow Jones Wilshire Real Estate Securities Index
Commodities 5 0to 10 Combination Index: 66.7% GSCI minus .5% plus
33.3% DJ-AIG Commodity Index
TIPS 10 5to 15 Lehman Brothers US TIPS Index
Fixed Income 25 15 to 40 Lehman Brothers Aggrepate Bond Index
CASH Liguidity Reserve 0.0 501020 90 Day T-Bills
Linencumbered Caslhy
Short Lerm Deby
Femporary. Cash Imbulinge®
Netnopsrading receivable
Net Exposure Adjustments N/A Ranges defined by Derivatives Palicy
Expected Annual Return (%) | 7.08 % of Target Risk
1 yr Downside Deviation (%) | -5.0 Upper Risk Bound.: o
| yr Downside Deviation {%) b 127%
Standard Deviation (%) 7.5 Lower Risk Bound: 1 s 60%
| yr Downside Deviation (%) S °

* 3 trading davs or less
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THE UNIVERSITY OF TEXAS SYSTEM
LONG TERM FUND
INVESTMENT POLICY STATEMENT

Purpose

The Long Term Fund (the "LTF"), succeeded the Common Trust Fund in Febru-
ary, 1995, and was established by the Board of Regents of The University of Texas
System (the "Board of Regents") as a pooled fund for the collective investment of
private endowments and other long-term funds supporting various programs of
The University of Texas System. The LTF provides for greater diversification of
investments than would be possible if each account were managed separately.

LTF Organization

The LTF functions like a mutual fund in which each eligible account purchases and
redeems LTF units as provided herein. The ownership of LTF assets shall at ali
times be vested in the Board of Regents. Such assets shall be deemed to be held
by the Board of Regents, as a fiduciary, regardless of the name in which the assets
may be registered.

LTF Management

Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents,
subject to procedures and restrictions it establishes, to invest the Permanent
University Fund (the “PUF") in any kind of investment and in amounts it considers
appropriate, provided that it adheres to the prudent investor standard. This
standard provides that the Board of Regents, in making investments, may acquire,
exchange, sell, supervise, manage, or retain, through procedures and subject to
restrictions it establishes and in amounts it considers appropriate, any kind of
investment that prudent investors, exercising reasonable care, skill, and caution,
would acquire or retain in light of the purposes, terms, distribution requirements,
and other circumstances of the fund then prevailing, taking into consideration the
investment of all the assets of the fund rather than a single investment. Pursuant to
Section 51.0031(c) of the Texas Education Code, the Board of Regents has efected
the PUF prudent investor standard to govern its management of the LTF.

Ultimate fiduciary responsibility for the LTF rests with the Board of Regents.
Section 66.08, Texas Education Code, as amended, authorizes the Board of
Regents, subject to certain conditions, to enter into a contract with a nonprofit
corporation to invest funds under the control and management of the Board of
Regents.
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Pursuant to an Investment Management Services Agreement between the

Board of Regents and The University of Texas Investment Management Com-

pany (“UTIMCQ"), the LTF shal! be managed by UTIMCO, which shall

a) recommend investment policy for the LTF, b) recommend specific asset
allocation targets, ranges, and performance benchmarks consistent with LTF
objectives, and ¢) monitor LTF performance against LTF objectives. UTIMCO shall
invest the LTF assets in conformity with this Policy Statement. All changes to this
Policy Statement or the exhibits to this Policy Statement, including changes to asset
allocation targets, ranges and performance benchmarks, are subject to approval by
the Board of Regents.

LTF Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custady of LTF assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase LTF Units

No account shall be eligible to purchase units of the LTF unless it is under the sole
control, with full discretion as to investments, of the Board of Regents. and/or
UFHMCO.

Any account whose governing instrument contains provisions which conflict with this
Policy Statement, whether initially or as a result of amendments to either document,
shall not be eligible to purchase or hold units of the LTF.

LTF Investment Objectives

The primary investment objective shall be to preserve the purchasing power of

LTF assets by earning an average annual real return over rolling ten-year periods
or longer at least equal to the target distribution rate, plus the annual expected
expense. The current target rate is 5.1%. The target is subject to adjustment from
time to time consistent with the primary investment objective of the LTF. The LTF’s
success in meeting its objectives depends upon its ability to generate high returns
in periods of low inflation that will offset lower returns generated in years when the
capital markets underperform the rate of inflation.

The secondary fund objective is to generate a fund return in excess of the Policy

Portfolio benchmark and the average median return of the universe of the college

and university endowments with assets greater than $1 billion as reported by

Cambridge Associates over rolling five-year periods or longer. The Policy Portfolio

benchmark will be established by UTIMCO and will be comprised of a blend of asset
| class indices weighted to reflect LTF's asset allocation policy targets.
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Long Term Fund Investment Policy Statement {continued)

Limiting factors are that prudent diversification within each approved asset class and
that a projected_portfolio risk profile within the approved Policy Portfolio risk range,
as defined in Exhibit A_and B and measured at least monthly by UTIMCO's risk
model, should be sustained at all times. Ligquidity of the U.T. System General
Endowment Fund (GEF) will be governed by the Liquidity Policy, overseen by the
Risk Committee of the UTIMCO Board.

LTF return, asset allocation, and risk targets are subject to adjustment from time to
time by the U. T. System Board of Regents.

Asset Allocation and Policy

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified in Exhibit A and Exhibit B, is the
responsibility of UTIMCO. UTIMCO is responsible for measuring actual asset
allocation at least monthly (incorporating the impact of derivative positions covered
under the Derivative Investment Policy), and for reporting the actual portfolio asset
allocation to the UTIMCQ Board and the Board of Regents at least quarterly. While
specific asset allocation positions may be changed within the ranges specified in
Exhibit A and B based on the economic and investment outlook from time to time,
the range limits cannot be intentionally breached without prior approval of the Board

of Regents.

In the event that actual portfolio positions in asset categories or projected portfolio
risk move outside the ranges indicated in Exhibit A due to market forces that shift
relative valuations, UTIMCQ staff will immediately report this situation to the
UTIMCO Board Chairman and take steps to rebalance portfolio positions back within
the policy ranges in_an orderly manner as soon as practicable. Extenuating
circumstances that could cause immediate rebalancing to be irrational and
detrimental to the interest of the LTF asset values could warrant requesting approval
of the UTIMCQO Board Chairman for remedial action.

-LTF assets shall be allocated among the following investments.

A. Cash Equwalents LaFe—mghly—Fekable—m—pFeteem}g—thepem%sW

Hﬂder—beth—deﬂaﬁenﬁandqnﬂaﬂen—eenmmn& Short-term (qenerallv
securities with time to maturity of three months or less), highly liquid
investments that are readily convertible to known amounts of cash, and
which are subject to a relatively small risk of changes in value.

UTIMCO 84422004 3



Long Term Fund Investment Policy Statement (continued)

B. U.T. System General Endowment Fund {(GEF) - See Exhibit B for the
current GEF allocation, which is subject to changes by the Board of
Regents. Upon any change to the GEF asset allocation, Exhibit B shall
be revised accordingly.

Performance Measurement

The investment performance of the LTF will be measured by the LTF's custodian,
an unaffiliated organization, with recognized expertise in this field and reporting
responsibility to the UTIMCO Board. Such measurement will occur at least
quarterly.

Investment Guidelines

The LTF must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

* Investment guidelines for the U. T. System GEF shall be as stated in the GEF
Investment Policy Statement.

* No securities may be purchased or held which jeopardize the LTF’s tax exempt
status.

Cash and Cash Equivalents

Holdings of cash and cash equivalents may include the following:

» Eligible investments within the “Cash and Cash Equivalents” category of the GEF
Investment Policy Statement.

LTF Distributions

The LTF shall balance the needs and interests of present beneficiaries with those of
the future. LTF spending policy objectives shall be to:

A. provide a predictable, stable stream of distributions over time:

B. ensure that the inflation adjusted value of distributions is maintained
over the long term; and

C. ensure that the inflation adjusted value of LTF assets after distributions
is maintained over the long term.
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The goal is for the LTF’s average spending rate over time not to exceed the
LTF’s average annual investment return after infiation in order to preserve the
purchasing power of LTF distributions and underlying assets.

Generally, pursuant to the Uniform Management of Institutional Funds Act,
Chapter 163, Texas Property Code, as amended, (“Act”), the Board of Regents
may distribute, for the uses and purposes for which the LTF is established, the net
appreciation, realized and unrealized, in the fair market value of the assets of the
LTF over the historic dollar value of the fund to the extent prudent under the
standard provided by the Act.

UTIMCO shall be responsible for calculating the LTF’s distribution percentage and
determining the equivalent per unit rate for any given year. Unless otherwise
recommended by UTIMCO and approved by the Board of Regents or prohibited
by the Act, LTF distributions shall be based on the following criteria:

The annual unit distribution amount shall be adjusted annually based on the
following formula:

A. Increase the prior year's per unit distribution amount (cents per unit) by
the average inflation rate (C.P.1.) for the previous twelve quarters. This
will be the per unit distribution amount for the next fiscal year. This
amount may be rounded to the nearest $.0005 per unit.

B. [fthe inflationary increase in Step A results in a distribution rate
below 3.5% (computed by taking the proposed distribution amount per
unit divided by the previous twelve quarter average market value price
per unit), the UTIMCO Board may recommend an increase in the
distribution amount as long as such increase does not result in a
distribution rate of more than 5.5%.

C. If the distribution rate exceeds 5.5% (computed by taking the proposed
distribution amount per unit divided by the previous twelve quarter
average market value price per unit), the UTIMCO Board may
recommend a reduction in the per unit distribution amount.

Notwithstanding any of the foregoing provisions, the Board of Regents may approve
a per unit distribution amount that, in their judgment, would be more appropriate
than the rate calculated by the policy provisions.

Distributions from the LTF to the unitholders shall be made quarterly as soon as
practicable on or after the last business day of November, February, May, and
August of each fiscal year.

LTF Accounting
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Long Term Fund Investment Policy Statement (continued)

The fiscal year of the LTF shall begin on September 1st and end on August 31st.
Market value of the LTF shall be maintained on an accrual basis in compliance with
Financial Accounting Standards Board Statements, Government Accounting
Standards Board Statements, industry guidelines, or state statutes, whichever is
applicable. Significant asset write-offs or write-downs shall be approved by
UTIMCO's chief investment officer and reported to the UTIMCO Board. The LTF's
financial statements shall be audited each year by an independent accounting firm
selected by the Board of Regents.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all LTF net assets and the net asset value per unit
of the LTF. Such valuation of LTF assets shall be based on the bank trust custody
agreement in effect at the date of valuation. Valuation of LTF assets shall be based
on the books and records of the custodian for the valuation date. The final
determination of LTF net assets for a month end close shall normally be completed
within six business days but determination may be longer under certain
circumstances.

The fair market value of the LTF's net assets shall inciude all related receivables

and payables of the LTF on the valuation date and the value of each unit thereof

shall be its proportionate part of such net value. Such valuation shall be final and
conclusive.

Purchase of LTF Units

Purchase of LTF units may be made on any quarterly purchase date (September 1,
December 1, March 1, and June 1 of each fiscal year or the first business day
subsequent thereto) upon payment of cash to the LTF or contribution of assets
approved by UTIMCO’s chief investment officer, at the net asset value per unit of
the LTF as of the most recent quarterly valuation date.

Each account whose monies are invested in the LTF shall own an undivided interest
in the LTF in the proportion that the number of units invested therein bears to the
total number of ail units comprising the LTF.

Redemption of LTF Units

Redemption of LTF units shall be paid in cash as soon as practicable after the
quarterly valuation date of the LTF. If the withdrawal is greater than $10 million,
advance notice of 30 business days shall be required prior to the quarterly valuation
date. If the withdrawal is for less than $10 million, advance notice of five business
days shall be required prior to the quarterly valuation date. if the aggregate amount
of redemptions requested on any redemption date is equal to or greater than 10% of
the LTF’s net asset value, the Board of Regents may redeem the requested units in
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Long Term Fund Investment Policy Statement {continued)

installments and on a pro rata basis over a reasonable period of time that takes into
consideration the best interests of all LTF unithoiders. Withdrawals from the LTF
shall be at the market value price per unit determined for the period of the with-
drawal except as follows: withdrawals to correct administrative errors shall be
calculated at the per unit value at the time the error occurred. To be considered an
administrative error, the contribution shall have been invested in the LTF for a period
less than or equal to one year determined from the date of the contribution to the
LTF. Transfer of units between endowment unitholders shall not be considered
redemption of units subject to this provision.

Investor Responsibility

As a shareholder, the LTF has the right to a voice in corporate affairs consistent with
those of any shareholder. These include the right and obligation to vote proxies in a
manner consistent with the unique role and mission of higher education as well as
for the economic benefit of the LTF. Notwithstanding the above, The UTIMCO
Board shall discharge its fiduciary duties with respect to the LTF solely in the
interest of LTF unitholders, in compliance with the Proxy Voting Policy, and shall not
invest the LTF so as to achieve temporal benefits for any purpose including use of
its economic power to advance social or political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement
as it deems necessary or advisable.

Effective Date

The effective date of this policy shall be-August 12,2004 , except for
Exhibit B. Effective date-forExhibit B-shall be September 1.-2005. Exhibit B follows
the effective date of Exhibit A of the GEF.
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EXHIBIT A

LTF ASSET ALLOCATION

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Neutral
Allocation Range

Benchmark Return

GEF Commingled Fund

100.0% | 95% - 100%

Endowment Policy Portfolio

GASH Liguidity Reserve

0.0% | -5%0%-5%

90 day T-Bills

Unencumbered Cash

Short Term Fund

Temporary Cash Imbalance”

Net non-trading receivable

Expected Annual Return (%) | 8.34 % of Targ=t Risk
6
1yr Downside Deviation (%) | 4.22 Upper Risk Bound: 128%
-7.6 1 yr Downside Deviation (%) ==
Standard Deviation (%) 10.8 Lower Risk Bound; 249
3 1_yr Downside Deviation (%) S

The endowment policy portfolio is the sum of the neutrally weighted benchmark returns for the GEF.

*3 trading days or less
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EXHIBIT B

GEF ASSET ALLOCATION

EEEECTIVE 9/1/2005

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVE

Percent of Portfolio
(%)
Policy Policy
Asset Category Targets Ranges Benchmarks
US Equities 20.0 10 to 30 Russell 3000 index
Global ex US Equities 17.0 10 to 30
Non-US Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 Oto10 dividends
Hedge Funds 250 | 15to27.5
Combination index: 50% S&P Event-Driven
Directional Hedge Funds 10.0 5t 15 Hedge Fund Index plus 50% S&P
Directional/Tactical Hedge Fund Index
Combination index: 66.7% S&P Event-Driven
Absolute Return Hedge Funds | 15.0 10 t0 20 Hedge Fund Index plus 33.3% S&P Arbitrage
Hedge Fund Index
Private Capital 15.0 5to 15 Venture Economics' Periodic IRR Index
Venture Capital 4.0 0to8
Private Equity 11.0 5to 15
inflation Linked 13.0 5to 20
REITS 50 Oto 10 :Zr)]z\ngones Wilshire Real Estate Securities
" Combination index: 66.7% GSCI minus .5%
Commadities 3.0 0106 | blus 33.3% DJ-AIG Commaodity Index
TIPS 5.0 01010 Lehman Brothers US TIPS Index
Fixed income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
GCASH Liquidity Reserve 0.0 -50to 10 90 Day T-Bills
Unencumbered Cash
Short Term Fund
Temporary Cash Imbalance*
MNet non-trading receivable
Net Exposure Adjustments N/A Ranges defined by Derivatives Policy
Expected Annual Return (%) | 8.34 % of Target Risk
1 yr Downside Deviation (%)} | -7.6 Upper Risk Bound: 198%
1 yr Downside Deviation (%) —
Standard Deviation (%) 10.8 Lower Risk Bound; 749,
1 yr Downside Deviation {%) —

| *3trading days or less
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THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT HEALTH FUND
INVESTMENT POLICY STATEMENT

Purpose

The Permanent Health Fund (the “PHF") is hereby established by the Board of
Regents of The University of Texas System (the “Board of Regents”), as a pooled
fund for the collective investment of certain permanent funds for health-related
institutions of higher education created, effective August 30, 1999, by Chapter 63
of the Texas Education Code. The permanent health funds which have assets in
the PHF are:

A.  The Permanent Health Fund for Higher Education (the ‘PHFHE"), the
distributions from which are to fund programs that benefit medical
research, health education, or treatment programs at 10 health-related
institutions of higher education; and

B. Eight of the thirteen separate Permanent Funds for Health Related
Institutions (the “PFHRIS”), the distributions from which are to fund
research and other programs at health-related institutions of higher
education that benefit public health. The PFHRIs invested in the PHF
are:

U. T. Health Science Center - San Antonio
U. T. M. D. Anderson Cancer Center

U. T. Southwestern Medical Center - Dallas
U. T. Medical Branch - Galveston

U. T. Health Science Center - Houston

U. T. Health Center - Tyler

U. T. El Paso

Regional Academic Health Center

The PHF provides for greater diversification of investments than would be possible if
each account were managed separately.

PHF Organization

The PHF functions like a mutual fund in which each eligible fund purchases and
redeems PHF units as provided herein.
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Permanent Health Fund Investment Policy Statement (continued)

PHF Management

Chapter 63 of the Texas Education Code designates: a) the Board of Regents as
the administrator for the PHFHE and b) the governing board of an institution for
which a PFHRI fund is established as the administrator for its own PFHRI, or if the
governing board so elects, the Comptroller of Public Accounts (State Comptroller).
It permits the State Comptroller, in tumn, to contract with the governing board of any
institution that is eligible to receive a grant under Chapter 63. Pursuant to the
foregoing and an investment Management Services Agreement between the Board
of Regents and the State Comptroller, the Board of Regents is the administrator
responsible for managing the PHF. Chapter 63 further states that the Board of
Regents may manage and invest the PHF in the same manner as the Board of
Regents manages and invests other permanent endowments. It aiso requires that
the administrator invest the funds in a manner that preserves the purchasing power
of the funds’ assets and distributions. It further requires that the administrator make
distributions in a manner consistent with the administrator's policies and procedures
for making distributions to the beneficiaries of its own endowments in the case of the
PHFHE or the funds themselves in the case of the PFHRI funds.

Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents,
subject to procedures and restrictions it establishes, to invest the Permanent
University Fund (the “PUF”) in any kind of investment and in amounts it considers
appropriate, provided that it adheres to the prudent investor standard. This
standard provides that the Board of Regents, in making investments, may acquire,
exchange, sell, supervise, manage, or retain, through procedures and subject to
restrictions it establishes and in amounts it considers appropriate, any kind of
investment that prudent investors, exercising reasonable care, skill, and caution,
would acquire or retain in light of the purposes, terms, distribution requirements,
and other circumstances of the fund then prevailing, taking into consideration the
investment of all the assets of the fund rather than a single investment. Pursuant
to Chapter 63 of the Texas Education Code, the Board of Regents has elected the
PUF prudent investor standard to govemn its management of the PHF.

Ultimate fiduciary responsibility for the PHF rests with the Board of Regents.
Section 66.08, Texas Education Code, as amended, authorizes the Board of
Regents, subject to certain conditions, to enter into a contract with a nonprofit
corporation to invest funds under the control and management of the Board of
Regents.

Pursuant to an Investment Management Services Agreement between the Board of
Regents and The University of Texas Investment Management Company
("UTIMCQ?"), the PHF shall be managed by UTIMCO which shall: a) recommend
investment poiicy for the PHF; b) recommend specific asset allocation targets,
ranges, and performance benchmarks consistent with PHF objectives; and

¢) monitor PHF performance against PHF objectives. UTIMCO shall invest the PHF
assets in conformity with this Policy Statement. All changes to this Policy Statement
or the exhibits to this Policy Statement, including changes to asset allocation

| UTIMCO 81212004 2



Permanent Health Fund Investment Policy Statement (continued)

targets, ranges and performance benchmarks, are subject to approval by the Board
of Regents.

PHF Administration

UTIMCO shall empioy an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of PHF assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase PHF Units

No fund shall be eligible to purchase units of the PHF unless it is a permanent
health fund established pursuant to Chapter 63 of the Texas Education Code, under
the control, with full discretion as to investments, of the Board of Regents and/or
UTHMCO.

Any fund whose governing instrument contains provisions which conflict with this
Policy Statement, whether initially or as a result of amendments to either document,
shall not be eligible to purchase or hold units of the PHF.

PHF Investment Objectives

The primary investment objective shall be to preserve the purchasing power of PHF
assets and annual distributions by earning an average annual real return over rolling
ten-year periods or longer at least equal to the target distribution rate, plus the
annual expected expense. The current target rate is 5.1%. The target is subject to
adjustment from time to time consistent with the primary investment objective of the
PHF. The PHF's success in meeting its objectives depends upon its ability to
generate high returns in periods of low inflation that will offset lower returns
generated in years when the capital markets underperform the rate of inflation.

The secondary fund objective is to generate a fund return in excess of the Policy
Portfolio benchmark and the average median return of the universe of the college
and university endowments with assets greater than $1 billion as reported by
Cambridge Associates over rolling five-year periods or longer. The Policy Portfolio
benchmark will be established by UTIMCO and will be comprised of a blend of asset
class indices weighted to reflect PHF's asset aliocation policy targets.

Limiting factors are that prudent diversification within each approved asset class and
that a projected portfolio risk profile within the approved Policy Portfolio risk range,
as defined in Exhibit A and B and measured at least monthly by UTIMCO's risk
model, should be sustained at all times. Liquidity of the U. T. System General
Endowment Fund (GEF) will be governed by the Liquidity Policy, overseen by the
Risk Committee of the UTIMCO Board.
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PHF return, asset allocation, and risk targets are subject to adjustment from time to
time by the U. T. System Board of Regents.

Asset Allocation and Policy

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified in Exhibit A and Exhibit B, is the
responsibility of UTIMCO. UTIMCO is responsible for measuring actual asset
allocation at least monthly (incorporating the impact of derivative positions covered
under the Derivative Investment Policy), and for reporting the actual portfolio asset
allocation to the UTIMCO Board and the Board of Regents at least quarterly. While
specific asset allocation positions may be changed within the ranges specified in
Exhibit A and B based on the economic and investment outlook from time to time,
the range limits cannot be intentionally breached without prior approval of the Board

of Regents.

In the event that actual portfolio positions in asset cateqories or projected portfolio
risk move outside the ranges indicated in Exhibit A due to market forces that shift
relative valuations, UTIMCO _staff will immediately report this situation to the
UTIMCO Board Chairman and take steps to rebalance portfolio positions back within
the policy ranges in _an orderly manner as soon as practicablte. Extenuating
circumstances _that could cause immediate rebalancing to be irrational and
detrimental to the interest of the PHF asset values could warrant requesting
approval of the UTIMCO Board Chairman for remedial action.

PHF assets shall be allocated among the following investments:

eliable-in-protecti

A. Cash Equivalents

s P=¥a o o
b

under-beth deflation-and-inflation conditions. Short-term (generally
securities with time to maturity of three months or less), highly liquid
investments that are readily convertible to known amounts of cash, and
which are subject to a relatively small risk of changes in value.

B. U.T. System General Endowment Fund (GEF) - See Exhibit B for the
current GEF allocation, which is subject to changes by the Board of
Regents. Upon any change to the GEF asset allocation, Exhibit B shall
be revised accordingly.

Performance Measurement

The investment performance of the PHF will be measured by the PHF's custodian,
an unaffiliated organization, with recognized expertise in this field and reporting
responsibility to the UTIMCO Board. Such measurement will occur at least
quarterly.
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Investment Guidelines

The PHF must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

. Investment guidelines for the U. T. System GEF shall be as stated in the GEF
Investment Policy Statement.

) No securities may be purchased or held which jeopardize the PHF’s tax
exempt status.

Cash and Cash Equivalents

Holdings of cash and cash equivalents may include the following:

D Eligible investments within the “Cash and Cash Equivalents” category of the
GEF Investment Policy Statement.

PHF Distributions

The PHF shall balance the needs and interests of present beneficiaries with those
of the future. PHF spending policy objectives shall be to:

A. provide a predictable, stable stream of distributions over time:

B. ensure that the inflation adjusted value of distributions is maintained
over the long term; and

C. ensure that the inflation adjusted value of PHF assets after distributions
is maintained over the long term.

The goal is for the PHF's average spending rate over time not to exceed the PHF's
average annual investment return after inflation in order to preserve the purchasing
power of PHF distributions and underlying assets.

UTIMCO shall be responsible for calculating the PHF’s distribution percentage and
determining the equivalent per unit rate for any given year. Unless otherwise
recommended by UTIMCO and approved by the Board of Regents, PHF
distributions shall be based on the following criteria:

The annual unit distribution amount shall be adjusted annually based on the
following formula:
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A. Increase the prior year's per unit distribution amount (cents per unit) by
the average inflation rate (C.P.1.) for the previous twelve quarters. This
will be the per unit distribution amount for the next fiscal year. This
amount may be rounded to the nearest $.0005 per unit.

B. If the inflationary increase in Step A results in a distribution rate
below 3.5% (computed by taking the proposed distribution amount per
unit divided by the previous twelve quarter average market value price
per unit), the UTIMCO Board may recommend an increase in the
distribution amount as long as such increase does not result in a
distribution rate of more than 5.5%.

C. If the distribution rate exceeds 5.5% (computed by taking the proposed
distribution amount per unit divided by the previous twelve quarter
average market value price per unit), the UTIMCO Board may
recommend a reduction in the per unit distribution amount.

Notwithstanding any of the foregoing provisions, the Board of Regents may approve
a per unit distribution amount that, in their judgment, would be more appropriate
than the rate calculated by the policy provisions.

Distributions from the PHF to the unitholders shall be made quarterly as soon as
practicable on or after the last business day of November, February, May, and
August of each fiscal year.

PHF Accounting

The fiscal year of the PHF shall begin on September 1st and end on August 31st.
Market value of the PHF shall be maintained on an accrual basis in compliance
with Financial Accounting Standards Board Statements, Government Accounting
Standards Board Statements, industry guidelines, or state statutes, whichever

is applicable. Significant asset write-offs or write-downs shall be approved by
UTIMCO'’s chief investment officer and reported to the UTIMCO Board. The PHF's
financial statements shall be audited each year by an independent accounting firm
selected by the Board of Regents.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all PHF net assets and the net asset value per
unit of the PHF. Such valuation of PHF assets shall be based on the bank trust
custody agreement in effect at the date of valuation. Valuation of PHF assets shall
be based on the books and records of the custodian for the vajuation date. The
final determination of the PHF net assets for a month end close shall normally be
completed within six business days but determination may be longer under certain
circumstances.
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The fair market value of the PHF's net assets shall include all related receivables
and payables of the PHF on the valuation date and the value of each unit thereof
shall be its proportionate part of such net value. Such valuation shall be final and
conclusive.

Purchase of PHF Units

Purchase of PHF units may be made on any quarterly purchase date {September 1,
December 1, March 1, and June 1 of each fiscal year or the first business day
subsequent thereto) upon payment of cash to the PHF or contribution of assets
approved by UTIMCO's chief investment officer, at the net asset value per unit of
the PHF as of the most recent quarterly valuation date.

Each fund whose monies are invested in the PHF shall own an undivided interest in
the PHF in the proportion that the number of units invested therein bears to the total
number of all units comprising the PHF.

Redemption of PHF Units

Redemption of PHF units shall be paid in cash as soon as practicable after the
quarterly valuation date of the PHF. If the withdrawal is greater than $5 million,
advance notice of 30 business days shall be required prior to the quarterly valuation
date. If the withdrawal is for less than $5 million, advance notice of five business
days shall be required prior to the quarterly valuation date. If the aggregate amount
of redemptions requested on any redemption date is equal to or greater than 10% of
the PHF's net asset value, the Board of Regents may redeem the requested units in
installments and on a pro rata basis over a reasonable period of time that takes into
consideration the best interests of all PHF unitholders. Withdrawals from the PHF
shall be at the market value price per unit determined for the period of the
withdrawal.

Investor Responsibility

As a shareholder, the GEF has the right to a voice in corporate affairs consistent
with those of any shareholder. These include the right and obligation to vote proxies
in @ manner consistent with the unigue role and mission of higher education as well
as for the economic benefit of the GEF. Notwithstanding the above, The UTIMCO
Board shall discharge its fiduciary duties with respect to the PHF solely in the

| interest of PHF unitholders, in compliance with the Proxy Voting Policy, and shall not
invest the PHF so as to achieve temporal benefits for any purpose including use of
its economic power to advance social or political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement
as it deems necessary or advisable.

| UTIMCO 811212004 7



Permanent Health Fund Investment Policy Statement (continued)

Effective Date

The effective date of this policy shall be-August12, 2004 except for

Exhibit B. Effective-date-for Exhibit B-shall-be September1.2005.
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Permanent Health Fund Investment Policy Statement (continued)

EXHIBIT A

PHF ASSET ALLOCATION

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Neutral
Allocation Range Benchmark Return
GEF Commingled Fund 100.0% 95% - 100% | Endowment Policy Portfolio
CASH Liquidity Reserve 0.0% -5%08% - 5% | 90 day T-Bills
Unencumbered Cash
Short Term Fund
Temporary Cash Imbalance*
Net non-trading receivable
Expected Annual Return (%) | 8.346 % of Target Risk
1 yr Downside Deviation (%) | -7.6 Upper Risk_Bound:- _ 128%
4.22 1 yr Downside Deviation {%) —
Standard Deviation (%) 10.83 Lower Risk_Bound:_ . 74%
1 yr Downside Deviation (%) —

| The endowment policy portfolio is the sum of the neutrally weighted benchmark returns for the GEF.

*3 trading days or less
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Permanent Health Fund Investment Policy Statement (continued)

EXHIBIT B

GEF ASSET ALLOCATION

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Percent of Portfolio
(%)
Policy Policy
Asset Category Targets Ranges Benchmarks
US Equities 20.0| 10to 30 Russell 3000 Index
Global ex US Equities 17.0 10 to 30
Non-US Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 0to 10 dividends
Hedge Funds 250 | 15t027.5
Combination index: 50% S&P Event-Driven
Directional Hedge Funds 10.0 5to0 15 Hedge Fund Index plus 50% S&P
Directional/Tactical Hedge Fund Index
Combination index; 66.7% S&P Event-Driven
Absolute Return Hedge Funds | 15.0 10 to 20 Hedge Fund Index plus 33.3% S&P Arbitrage
Hedge Fund Index
Private Capital 15.0 5to 15 Venture Economics’ Periodic IRR Index
Venture Capital 4.0 0ic 8
Private Equity 11.0 Sto 156
Inflation Linked 13.0 5to 20
REITS 50 0to 10 I[?]?jvevx.lones Wilshire Real Estate Securities
- Combination index: 66.7% GSCI minus .5%
Commodities 3.0 0106 | Jlus 33.3% DJ-AIG Commodity Index
TIPS 5.0 0to 10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
CASH Liguidity Reserve 00| -50to10 | 90 Day T-Bills
Unencumbered Cash
Short Term Debt
Temporary Cash Imbalance”
Net non-trading receivable
Net Exposure Adjustments N/A Ranges defined by Derivatives Policy
Expected Annual Return (%) | 8.34 % of Target Risk
1 yr Downside Deviation (%) | -7.6 Upper Risk Bound: 128%
1_yr Downside Deviation (%) —=
Standard Deviation (%) 10.8 Lower Risk Bound: 749,
1 yr Downside Deviation (%) —=

| 73 trading days or less

UTIMCO 8422004
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THE UNIVERSITY OF TEXAS SYSTEM

SEPARATELY INVESTED FUNDS ENDOWMENT, TRUST, AND OTHER
ACCOUNTS-INVESTMENT POLICY STATEMENT

Purpose

‘ The Separately Invested Funds (the "Accounts”) include the Endowment, Trust, and
Other Accounts are-Aceeunts-established in the name of the Board of Regents of
The University of Texas System (the "Board of Regents"), as trustee, and are
Accounts which are not solely invested in one of the pooled investment vehicles.
These Accounts are not invested in the pooled investment vehicle because: a) they
are charitable trusts; b) of investment restrictions incorporated into the
trust/endowment document; c) of inability to sell the gifted investment asset; of d)
they are assets being migrated upon liquidation into a pooled investment vehicle; or
e} assets held by The University of Texas Investment Management Company
("UTIMCOQ") at the request of a University of Texas System institution for which
UTIMCO does not have investment discretion (for example, tech stock). This policy
covers the Accounts collectively. However, specific quidelines are applied to each
individual account. Specific Account restrictions may not fall within the quidelines
established in this policy.

Investment Management

Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents,
subject to procedures and restrictions it establishes, to invest the Permanent
University Fund (the “PUF") in any kind of investment and in amounts it considers
appropriate, provided that it adheres to the prudent investor standard. This
standard provides that the Board of Regents, in making investments, may acquire,
exchange, sell, supervise, manage, or retain, through procedures and subject to
restrictions it establishes and in amounts it considers appropriate, any kind of
investment that prudent investors, exercising reasonable care, skill, and caution,
would acquire or retain in light of the purposes, terms, distribution requirements,
and other circumstances of the fund then prevailing, taking into consideration the
investment of all the assets of the fund rather than a single investment. Pursuant to
Section 51.0031(c) of the Texas Education Code, the Board of Regents has elected
the PUF prudent investor standard to govern its management of the Accounts.

Ultimate fiduciary responsibility for the Accounts rests with the Board of Regents.

Section 66.08, Texas Education Code, as amended, authorizes the Board of

Regents, subject to certain conditions, to enter into a contract with a nonprofit

corporation to invest funds under the control and management of the Board of

Regents. The applicable trust/endowment document will apply to the management
| teof each trust or endowment.
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| Separately Invested FundsEndewment—Trustand-Other Accounts Investment Policy Statement
{continued)

Pursuant to an Investment Management Services Agreement between the Board

| of Regents and The-University of Texas investment Company (“UTIMCO2), the
assets for the Account shall be managed by UTIMCO, which shall: a) recommend
investment policy for the Accounts, b) determine specific asset allocation targets,
ranges and performance benchmarks consistent with the Account objectives, and
if appropriate c) monitor the Account’s performance against Account objectives.
UTIMCO shall invest the Account’s assets in conformity with this Policy Statement.

Unaffiliated investment managers may be hired by UTIMCO to improve the
Account’s return and risk characteristics. Such managers shall have complete
investment discretion unless restricted by the terms of their management contracts.
Managers shall be monitored for performance and adherence to investment
disciplines.

Account Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
Accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of assets in the Account shall comply with
applicable law and be structured so as to provide essential safekeeping and trading
efficiency.

Investment Objectives
Endowment Accounts - The primary investment objective shall be to invest the

Account in assets that comply with the terms of the applicable trust/endowment
document, taking into consideration the investment time horizon of the Account.

Trust Accounts - Trust Accounts are defined as either Foundation Accounts or
Charitable Trusts ((Charitable Remainder Unitrusts (CRUT), Charitable Remainder
Annuity Trusts (CRAT), Pooled Income Funds (PIF), or Charitable Trusts (CT),orF
Charitable-LeadFrusts{CLT)). The Board of Regents recognizes that the invest-
ment objective of a trust is dependent on the terms and conditions as defined in the
trust document of each trust. The conditions that will affect the investment strategy
are a) the trust payout provisions; b) the ages of the income beneficiaries; c) the
ability to sell the gifted assets that were contributed to the trust; and d) consideration
to investment preferences of the income beneficiaries. Taking these conditions into
consideration, the fundamental investment objectives of the trust will be to generate
a low to moderate growth in trust principal and to provide adequate liquidity in order
to meet the payout provisions of the trust.

Other Accounts — These are all accounts which are not Endowment Accounts or
Trust Accounts that hold assets not invested in one of the pooled investment
vehicles. These accounts include agency funds, institution current purpose
accounts, and tech stock accounts.

UTIMCO 8/12/2004 2



| Separately Invested FundsEndewsnent-Trust-and-Other-Acsounts Investment Policy Statement

{continued)

Asset Allocation

Asset allocation is the primary determinant of investment performance and subject
to the asset allocation ranges specified herein is the responsibility of UTIMCO.
Specific asset allocation targets may be changed from time to time based on the
economic and investment outlook.

If appropriate, the Account’s assets shall be allocated among the following broad
asset classes based upon their individual return/risk characteristics and
relationships to other asset classes:

A

C.

Cash and Cash Equivalents - are highly reliable in protecting the purchasing
power of current income streams but historically have not provided a reliable
return in excess of inflation. Cash equivalents provide good liquidity under
both deflation and inflation conditions.

Fixed Income Investments - offer the best protection for hedging against the
threat of deflation by providing a dependable and predictable source of income
for the Account. Such bonds should be high quality, with reasonable call
protection in order to ensure the generation of current income and preservation
of nominal capital even during periods of severe economic contraction. This
classification shall include fixed income mutual funds.

Equities - provide both current income and growth of income, but their principal
purpose is to provide appreciation for the Account. Historically, retums for
equities have been higher than for bonds over all extended periods. Therefore,
equities represent the best chance of preserving the purchasing power of the
Account. This classification shall include equity mutual funds.

Variable Annuities - These are insurance contracts purchased on the life or
lives of the income beneficiaries and for which the funds underlying the
contract are invested in various mutual funds which offer diversification of the
Account’s assets. These contracts offer some downside market risk protection
in case of the income beneficiary's death in the early years of the contract.
These investment assets are only appropriate for the charitable remainder
trusts.

Asset Allocation Policy
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| Separately Invested FundsEndowment—Trustand-Other Accounis Investment Policy Statement
(continued)

The asset allocation policy and ranges for each Account herein is dependent on the
terms and conditions of the applicabie trust/endowment or trust document. With

whose returns are not closely correlated in order to enhance the return/risk profile of
the Account.

The Board of Regents delegates authority to UTIMCO to establish specific asset
allocation targets and ranges for each trust or endowment Account. UTIMCO may
establish specific asset allocation targets and ranges for or within the asset classes
listed above as well as the specific performance benchmarks for each asset class.
Performance Measurement

The investment performance of the actively managed Accounts, where cost
effective, will be calculated and evaluated quarterly.

Investment Guidelines

The Accounts must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

. Investment guidelines for index and other commingled funds managed
externally shall be governed by the terms and conditions of the respective

investment management contracts. lvestment Management Gontract.

) All investments will be U.S. dollar denominated assets unless held by an
| internal or external portfolio manager with the authoritydiscretion to invest in
foreign currency denominated securities.

. Investment policies of any unaffiliated liquid investment Account must be
reviewed and approved by UTIMCO's chief investment officer prior to
investment of Account’s assets in such liquid investment Account.

) No securities may be purchased or held which would jeopardize, if applicable,
the Account's tax-exempt status.

| . No internal investment strategy or program may purchase securities on
margin or use leverage unless specifically authorized by the UTIMCO Board.

| . No_internal investment strategy or program employing short sales may be
made unless specifically authorized by the UTIMCO Board.
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| Separately Invested FundsEndowment-Trust-and-Other-Accounts Investment Policy Statement
{continued)

The Account may utilize derivatives to: a) simulate the purchase or sale of an

underlying market index while retaining a collateral balance for fund
management purposes; b) facilitate trading; ¢) reduce transaction costs; d)
seek higher investment returns when a derivative security is priced more
attractively than the underlying security: e) hedge risks associated with |TF
investments; or f) adjust the market exposure of the asset allocation,
including the use of long and short strategies and other such strategies.
provided that the Account's use of derivatives complies with the Derivative
Investment Policy approved by the UTIMCO Board and the Board of
Regents. The Derivative Investment Policy shall serve the purpose of defining
permitted applications under which derivatives _can be used, which
applications are prohibited, and the requirements for the reporting and
oversight of their use. Derivative applications implemented in compliance with
the Derivative Investment Policy shall be deemed to be specifically authorized
by the UTIMCO Board for purposes of this Policy Statement. The objective of
the Derivative Investment Policy is to facilitate risk management and provide
efficiency in _the implementation of the investment strategies using

derivatives.
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[ Separately Invested FundsEndowrment—Trust and OtherAccounrts Investment Policy Statement
(continued)

Eligible investments

Cash and cash equivalents

Holdings of cash and cash equivalents may include the following:

UTIMCO 8/12/2004 6



| Separately invested FundsEndewment.Trust-and-Other-Ascounts Investment Folicy Statement
{confinued)

. Unaffiliated liquid (Money Market Funds) investment funds rated AAAy by
Standard & Poor's Corporation.

® Approved Tax Exempt unaffiliated liquid investment fund.

| . Highly liguid linternal shert-term-pooled investment fund managed by
UTIMCO.

o Commercial paper, negotiable certificates of deposit, and Bankers’
Acceptances must be rated at least A-1 by Standard & Poor's Corporation
and P-1 by Moody's Investors Service, Inc.

. Floating rate securities, if they are based on a spread over or under a well
known index such as LIBOR or a Constant Maturity Treasury index. No
internally leveraged floating rate securities are permitted (i.e., a coupon
equivalent to a formula that creates a multiplier of an index value). The
following types of floating rate securities are not eligible for investment:
inverse floaters, non-money market based floaters, interest only or principal
only floaters, non-dollar based floaters, and range note floaters.

. Repurchase agreements and reverse repurchase agreements must be
transacted with a dealer that is approved by UTIMCO and selected by the
Federal Reserve Bank as a Primary Dealer in U.S. Treasury securities and
rated A-1 or P-1 or the equivalent.

- Each approved counterparty shall execute the Standard Public
Securities Association (PSA) Master Repurchase Agreement with
UTIMCO.

- Eligible Collateral Securities for repurchase agreements are limited to
U.S. Treasury securities and U.S. Government Agency securities with
a maturity of not more than 10 years.

- The maturity for a repurchase agreement may be from one day to two
weeks.

- The value of all collateral shall be maintained at 102% of the notional
value of the repurchase agreement, valued daily.

- All collateral shall be delivered to the Account's custodian bank.
Tri-party collateral arrangements are not permitted.

- The aggregate amount of repurchase agreements with maturities

greater than seven calendar days may not exceed 10% of the
Account's total assets.

UTIMCO 8422004 7



Separately Invested FundsEndowment-Trust-and-Other-Ascourts Investment Policy Statement
(continued)

- Overnight repurchase agreements may not exceed 10% of the
Account’s total assets.

. Mortgage Backed Securities (MBS) Doillar Rolls shall be executed as
matched book transactions in the same manner as reverse repurchase
agreements above. As above, the rules for trading MBS Dollar Rolls shall
follow the Public Securities Association standard industry terms.

Fixed income securities

Permissible securities for investment include the securities within the components

categories of the Lehman Brothers Aggregate Bond Index (LBAGG).: These
component categories include investment grade government and corporate
securities, agency mortgage pass-through securities, and asset-backed securities.
These sectors are divided into more specific sub-sectors.subindices::

1) Government: Treasury and Agency;

2) Corporate: Industrial, Finance, Utility, and Yankee;

3) Mortgage-backed securities: GNMA, FHLMC, and FNMA: and
4) Asset-backed securities;:

5) Taxable Municipal securities; and

6) Commercial Mortgage-backed securities.

In addition to the permissible securities listed above, the following securities shall be
permissible:

a) fEloating rate securities with periodic coupon changes in market rates
issued by the same entities that are included in the LBAGG as issuers of
fixed rate securities;

b) mMedium term notes issued by investment grade corporations;

¢) zZero coupon bonds and stripped Treasury and Agency securities created
from coupon securities; and

d) sStructured notes issued by LBAGG qualified entities.

. U.S. Domestic Bonds must be rated investment grade, Baa3 or better by
Moody's Investors Services, BBB- by Standard & Poor's Corporation, or BBB-
or better by Fitch Investors Service at the time of acquisition. an-equivalent

rating by-a-nationally recognized-rating-agency-at the time of-acquisition.

. Not more than 35% of the Account’s fixed income portfolio may be invested
in non-U.S. dollar bonds. Not more than 15% of the Account’s fixed income
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Separately Invested FundsEndowment-Trust-and-Otber Accounts Investment Policy Statement

(continued)

portfolio may be invested in bonds denominated in any one currency other
than U.S. dollar.

. Non-dollar bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U.S. Fixed Income Portfolio.

. Not more than 7.5% of the Account’s fixed income portfolio may be invested
in Emerging Market debt.

. International currency exposure may be hedged or unhedged at UTIMCO’s
discretion or delegated by UTIMCO to an external investment manager.

. Permissible securities for investment include Fixed Income Mutual Funds and
Debt Index Funds as approved by UTIMCQ's chief investment officer.

) Permissible securities for investment include Fixed Income Variable Annuity
Contracts as approved by UTIMCQO’s chief investment officer.

Equities
The Account may purchase equity securities as long as it:

as_holds no more than 25% of its equity securities in any one industry or
industries (as defined by the standard industry classification code and
supplemented by other reliable data sources) at market.

- B--holds no more than 5% of its equity securities in the securities of

one corporation at cost unless authorized by UTIMCO's chief investment
officer.

The Account may purchase Equity Mutual Funds and Equity Variables Annuity
Contracts as approved by UTIMCO’s chief investment officer.

The provisions concerning investment in fixed income and equities securities shall
not apply to an Accountan-endewment in which the agreement prohibits the sale of
an equity or fixed income security. Donor preferences mayshall be considered in
determining the disposition of a gifted security.

Distributions

Distributions of income or amounts from the Accounts to the beneficiaries shall be
made as soon as practicable, either: a) based on the terms of the applicable trust
instrument; b) following the fiscal quarter end for endowments; or c) based on

specific requirements for other accounts. en-or-afterthelast-day of the-monthfor
eperating-Accounts-
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| Separately Invested FundsEndowment_Trust-and Other Accounts investment Policy Staterment
{continued)

Accounting

The fiscal year of the Accounts shall begin on September 1st and end on

August 31st. Trusts will also have a tax year end which may be different than
August 31st. Market value of the Accounts shall be maintained on an accrual basis
in compliance with Financial Accounting Standards Board Statements, Government
Accounting Standards Board Statements, industry guidelines, or federal income tax
laws, whichever is applicable. Significant asset write-offs or write-downs shall be
approved by UTIMCO'’s chief investment officer and reported to the UTIMCO Board.

Valuation of Assets

As of the close of business for each month, UTIMCO shall determine the fair market
value of all assets in the Accounts. Such valuation of assets shall be based on the
bank trust custody agreement in effect or other external source if not held in the
bank custody account at the date of valuation. The final determination of the
Accounts net assets for a month end close shall normally be compieted within ten
business days but time to determination may be longer under certain circumstances.

Securities Lending

The Account may participate in a securities lending contract with a bank or nonbank
security lending agent for purposes of realizing additional income. Loans of
securities by the Accounts shall be collateralized by cash, letters of credit or
securities issued or guaranteed by the U.S. Government or its agencies. The
collateral will equal at least 100% of the current market value of the loaned
securities. The contract shall state acceptabie collateral for securities loaned, duties
of the borrower, delivery of loaned securities and collateral, acceptable investment
of collateral and indemnification provisions. The contract may include other
provisions as appropriate.

The securities lending program will be evaluated from time to time as deemed

necessary by the UTIMCO Board. Monthly reports issued by the lending agent shall
be reviewed by UTIMCO staff to insure compliance with contract provisions.
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| Separately Invested FundsEndowment-Trustand-Other-Acceunts Investment Policy Statement
(continued)

Investor Responsibility

As a shareholder, the Account has the right to a voice in corporate affairs consistent
with those of any shareholder. These include the right and obligation to vote proxies
in a manner consistent with the unique role and mission of higher education as
well as for the economic benefit of the Account. Notwithstanding the above, the
UTIMCO Board shall discharge its fiduciary duties with respect to the Account solely
| in the interest of the beneficiaries, in compliance with the Proxy Voting Policy, and
shall not invest the Account so as to achieve temporal benefits for any purpose,
including use of its economic power to advance social or political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement
as it deems necessary or advisable.

Effective Date

| The effective date of this policy shall be-August 122004 .
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The University of Texas Investment Management Company
Derivative Investment Policy

Effective Date of Policy: NevemberH1-2005
Date Approved by UTIMCO Board: Qetobes7-2005March 30, 2006

Purpose:

The purpose of the Derivative Investment Policy is to enumerate the applications, documentation and
limitations for investment in derivatives in the Permanent University Fund (PUF), the General Endowment
Fund (GEF), and-the Intermediate Term Fund {ITF). and the Separate Invested Funds (SIF), hereinafter
referred to as the Funds. The Board of Regents approved investment policy guidelines for the Funds allow
for investment in derivatives provided that their use is in compliance with UTIMCO"s Board approved
Derivative Investment Policy. This Derivative Investment Policy supplements the Investment Policy
Statement for the Funds.

Objective:

The objective of investing in derivatives is to facilitate risk management and provide efficiency in the
implementation of various investment strategies for the Funds. Through the use of derivatives, the complex
risks that are bound together in traditional cash market investments can be separated and managed
independently. Derivatives provide the Funds with the most economical means to improve the Funds
risk/return profile.

Scope:

Except where specifically noted, this Policy applies to all derivative transactions in the Funds executed by
internal UTIMCO staff and by external managers operating under an Agency Agreement. This Policy
does not apply to external managers operating under limited partnership agreements, offshore corporations,
or other Limited Liability Entities that limit the liability exposure of the Funds® investments. Derivatives
policies for external managers are established on a case by case basis with each external manager, as
described below.

This Policy applies to both exchange traded derivatives and over the counter (OTC) derivative instruments,
This Policy shall not be construed to apply to index or other common or commingled funds in which the
Funds typically invest. These commingled investment vehicles are governed by separate investment policy
statements.

External Managers:

External managers are selected to manage the Funds” assets under either an Agency Agreement or through
a Limited Liability Entity. An external investment manager of public market investments employed by
UTIMCO under an Agency Agreement may engage in derivative transactions only if the transactions are
consistent with the overall investment objectives of the account. Derivative applications shall be approved
only with investment managers that demonstrate investment expertise in their use, and have appropriate
risk management policies and procedures to effectively monitor and control their use.

Selecting and monitoring external managers through a Limited Liability Entity requires a clear
understanding of the managers” use of derivatives, particularly as it relates to various risk controls and
leverage. These managers typically have complete delegated authority, and monitoring of risk exposures
and leverage is done on both an individual entity and aggregate basis. The permitted uses of derivatives
and leverage are fully documented in the limited liability agreements with these managers.

Definition of Derivatives:

Derivatives are financial instruments whose value is derived, in whole or part, from the value of any one or
more underlying securities or assets, or index of securities or assets (such as a bonds, stocks, commodities,
and currencies). For the purposes of this Policy, derivatives shall include futures contracts, forward
contracts, swaps and all forms of options, but shall not include a broader range of securities including
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The University of Texas Investment Management Company
Derivative Investment Policy

mortgage backed securities, structured notes and convertible bonds Derivatives may be purchased through
a national exchange or through an OTC direct arrangement with a counterparty. Refer to the attached
exhibit for a glossary of terms.

Permitted Derivative Applications:
Derivative applications may be used:
¢ Toimplement investment strategies in a low cost and efficient manner:
*  To alter the Funds market (systematic) exposure without trading the underlying cash market
securities through purchases or short sales, or both, of appropriate derivatives;
* To construct portfolios with risk and return characteristics that could not be created with cash
market securities;
¢ To hedge and control risks so that the Funds’ risk/return profile is more closely aligned with the
Funds’ targeted risk/return profile through purchases or short sales, or both, of appropriale
derivatives; or
s  To facilitate transition trading.

The primary intent of derivative transactions should be to hedge risk in portfolios or to implement
investment strategies more effectively and at a lower cost than would be possible in the cash market,
Except as provided below, only the above derivative applications are permitted until such time as this
policy is amended and approved by UTIMCO’s Board and the U.T. System Board of Regents. The Chief
[nvestment Officer shall recommend and the UTIMCO Board must approve any new internal derivative
applications prior to implementation, after fully considering the permissibility, merits, and compliance with
all documentation and controls requirements of the application. Derivative policies of external managers
that may engage in derivative applications not otherwise permitted by this Policy, or a Policy subsequently
broadened by the UTIMCO Board and the U.T. System Board of Regents, must be approved by the
UTIMCO Board. Existing external managers as of November 10, 2005, will comply with this policy on or
before January 1, 2006.

Derivative Applications Not Permitted:
Derivative applications shall not be used to invest in asset classes that are not consistent with the Funds’
policy asset categories, implementation strategies and risk/return characteristics.

Documentation and Controls:

Frior to the implementation of a new internal derivative application, UTIMCO shall document the purpose,

justification, baseline portfolio, derivative application portfolio, risks (including at a minimum modeling,

pricing, liquidity and legal risks), the expected increase or reduction in systematic and specific risk

resulting from the application, and the procedures in place to monitor and manage the derivative exposure.

Internal control procedures to properly account and value the Funds’ exposure to the derivative application

shall be fully documented. UTIMCO shall establish an appropriate risk management procedure to

monitor compliance and will take corrective action if necessary.

Limitations:
Economic Impact and Leverage: Leverage is inherent in derivatives since only a small cash
deposit is required to establish a much larger economic impact position. Thus, relative to the cash
markets, where in most cases the cash outlay is equal to the asset acquired, derivatives
applications offer the possibility of establishing substantially larger market risk exposures with the
same amount of cash as a traditional cash market portfolio. Therefore, risk management and
control processes must focus on the total risk assumed in a derivatives application, which is the
sum of the application-specific risk and the market (systematic) risk established by the derivative
application. In order to control and limit the leverage risk, each internal derivative application
must specify a baseline portfolio, and risk measures such as Value at Risk (VAR) will be
employed to assure that the total economic impact risk of the derivative application portfolio
relative to the baseline portfolio will not exceed 20% of the underlying value of the baseline
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portfolio. The total relative economic impact risk of each derivative application will be monitored
on a daily basis by the most appropriate risk management tools for the particular derivative
application.

Counterparty Risks: In order to limit the financial risks associated with derivative applications,
rigorous counterparty selection criteria and netting agreements shall be required to minimize
counterparty risk for over the counter derivatives. Any counterparty in an OTC derivative
transaction with the Funds must have a credit rating of at least A- (Standard and Poor’s) or A3
(Moody’s). All OTC derivative transactions must be subject to established ISDA Netting
Agreements and have full documentation of all legal obligations of the Funds under the
transactions. The net market value of all OTC derivative positions for any individual counterparty
may not exceed 1% of the total market value of the Funds,

Global Risk Limitations: Notwithstanding other limitations in this Derivative Policy, no
derivative ransaction may be taken that would cause the aggregate risk exposure of the Funds to
exceed the aggregate risk limits established by the current asset allocation policies of the Funds.

Risk Management and Compliance:

To ensure compliance with all terms and limitations of this Policy, all internally managed and externally
managed derivatives in accounts under Agency Agreements will be marked to market on a daily basis by
the Funds’ external custodian, and these daily reports will be reviewed for accuracy by the UTIMCO Risk
Manager. Compliance with the conditions of this Policy will be monitored by the UTIMCO Chief
Compliance Officer using data provided by the external custodian and the external risk model. Data from
the external risk model will be reviewed for accuracy and completeness by the UTIMCO Risk Manager.
Any violations of the terms in this Policy will be reported immediately to the Chief Investment Officer,
who will determine the appropriate remedy and report promptly to the Risk Committee and the UTIMCO
Board.

Reporting:

UTIMCO shall provide a comprehensive report of all approved derivative applications for both internal
managers and external managers under Agency Agreements. UTIMCO shall also provide a
comprehensive report of all outstanding derivatives positions established by internal managers and external

managers under Agency Agreements. These reports will be provided at least on a quarterly basis to the
UTIMCO Board and the Risk Committee.
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Derivative Investment Policy Exhibit
Glossary of Terms

Agency Agreement — A form of legal agreement that typically grants limited investment discretion to an
external investment manager to act as the investment agent of the Funds but does not limit the liability of
the Funds for actions taken by that agent.

Application-specific risk — The portion of total risk in a derivatives application which is due to factors
unique to the application as opposed to more systematic, market-related factors. For example, in an option
on a specific stock, the risk associated with the specific business results of the company which issued the
stock underlying the option would be application-specific risk, as opposed to the overall risk of the stock
market which would be Systematic Risk.

Baseline portfelio — The cash-market based portfolio which will serve as the basis for calculating the
relative risk level of an equivalent derivatives application.

Cash equivalents - Includes cash, short term fixed income instruments, accruals, variation margin and one
day deposits in transit to the account.

Cash market - The physical market for a commodity or financial instrument.
Counterparty - The offsetting party in an exchange agreement.

Delta Equivalent Value — The delta of an option is a measure of the change in price of an option with a
small change in the value of the security underlying the option as implied by the Black-Scholes theory.
The delta is a function of the volatility of the underlying security, the dividend rate of the underlying
security, the strike price of the option, the time to maturity of the option, and the risk free interest rate. The
delta then defines the value of the underlying security that would be necessary to fully hedge the option
position, the delta equivalent value, For example, if an option on a stock has a notional value of $100 but
would change in price by $6 when the value of the underlying stock changes by $10, then the delta
equivalent value of the option is $60.

Derivative application — A definition of the intended use of a derivative-based position such as replication
or enhancing index returns, asset allocation or completion fund strategies, and various alpha transport
strategies.

Derivative application portfolio — The portfolio including derivative instruments, cash equivalents, and
other cash market assets established to replicate a specified baseline portfolic.

Economic exposure - The total effective exposure of a derivative position. The economic exposure is the
product of the dollar value of the exposure and the market or systematic risk level of the exposure. A
common method of measuring economic exposure is with risk management tools such as “value at risk.”

Exchange traded derivatives - A derivative instrument traded on an established national or international
exchange. These instruments “settle” daily in that cash exchanges are made between the exchange and
parties to the contracts consistent with the change in price of the instrument. Fulfillment of the contract is
guaranteed by the exchange on which the instruments are traded. Examples include S&P 500 futures
contracts and Goldman Sachs Commodities Index futures contracts.
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Forward contract - A non-standardized contract for the physical or electronic (through a bookkeeping
entry) delivery of a commodity or financial instrument at a specified price at some point in the future.

Futures contract - A standardized contract for either the physical delivery of a commodity or instrument at
a specified price at some point in the future, or a financial settlement derived from the change in market
price of the commodity or financial instrument during the term of the contract.

ISDA Netting Agreement - The International Swaps and Derivatives Association (ISDA) is the global
trade association representing participants in the privately negotiated derivatives industry, covering swaps
and options across all asset classes. ISDA has produced generally accepted “Master Agreements,” a 1992
Master Agreement and a 2002 Master Agreement, that are used by most counterparties in OTC derivatives
transactions. Netting agreements are terms within the applicable Master Agreement that deal with the
calculation of exposure for each counterparty. These netting agreements require that exposures between
counterparties will be “netted” so that payables and receivables under all existing derivative transactions
between two counterparties are offset in determining the net exposure between the two counterparties.

Limited Liability Entity — A legal entity created to define how assets contributed to the entity by external
partners to the agreement will be managed by the manager of the entity. Theses entities are typically
limited liability partnerships, corporations, or other such entities that limit the liability of external investors
to the current value of the external investors’ investment in the entity.

Option - An instrument that conveys the right but not the obligation to buy or deliver the subject financial
instrument at a specified price, at a specified future date.

Over the counter (OTC) derivatives - A derivative instrument which result from direct negotiation
between a buyer and a counterparty. The terms of such instruments are non-standard and are the result of
specific negotiations. Settlement occurs at the negotiated termination date, although the terms may include
interim cash payments under certain conditions. Examples include currency swaps and forward contracts,
interest rate swaps, and collars.

Swap - A contract whereby the parties agree to exchange cash flows of defined investment assets in
amounts and times specified by the contract.

Systematic risk — The non-diversifiable risks associated with an investment in a particular asset market.
For example the financial, political, and other risks assaciated with a portfolio of common stocks are
known as “market” or systematic risks.

Value at risk (VAR) — An established method of measuring economic exposure risk. The measure

conveys the maximum potential loss (in dollars or percent of total assets) for a particular investment
position, for a particular period of time, for a particular level of confidence,
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Agenda Item:
Developed By:
Presented By:
Type of item:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board Meeting
March 30, 2006

Report from Policy and Risk Committees on Delegation of Authority Policy

Staff

Rowling, Tate, Boldt

Action item; Action required by UTIMCO Board.

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,

The Policy Committee met on March 7, 2006, and approved the proposed
amendments to the Delegation of Authority except for the requested change on
page 3 related to short sales. The Policy Committee requested that the Risk
Committee review this proposed changed. The following changes are proposed:

»

Page 3, Clarifies that the risk analysis should be done throughout the
short strategy and that the short strategy does not result in the risk
position of the Funds being outside the policy risk range. The policy risk
range is being added to Exhibit A of the Investment Policies.

Page 3 and 4, Investment levels for new commitments have been
increased for each area. Staff is proposing the increase because the
value of the PUF and GEF as well as the addition of the ITF has
increased the assets. When the new Delegation Poficy was originally
approved in November 2004, the limits were based on the combined
value of the PUF and GEF as of August 31, 2004 which was $12.3
bifion. As of January 31, 2006, the combined value of the PUF, GEF
and ITF (amount invested 2/1/06) is $18.1 billion. Also in this section,
clarified when an opinion from the investment consultant is necessary.
Page 4, added language to determine length of time when an additiona
commitment proposed by staff may be delegated to the CEO or when it
requires approval under the process defined in Appendix A. The
language clarifies that after six months after the initial investment, a
follow up investment can be delegated to the CEQ as long as it falls
within the parameters detailed in the Policy. Previously, a time frame
was not identified.

Page 4 and 5, Clarified language related to the amount of increases to
existing funds and increased total assets by individual manager.

Policy Committee recommends the approval of the Delegation of Authority Policy
except for the requested change on page 3 related to short sales. The Risk
Committee will recommend the appropriate action related to the section on short
sales based on its review.

Delegation of Authority Policy



RESOLUTION RELATED TO DELEGATION OF AUTHORITY POLICY

RESOLVED, that amendments to the Delegation of Authority Policy be,

and are hereby, approved in the form submitted to the Corporation's
Board of Directors.
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Effective Date of Policy: March 30, 2006November16-2005
Date Approved by UTIMCO Board: March 30, 2006Nevember 162005

Supersedes: Delegation of Authority Policy approved by the UTIMCO Board on November 16
20050¢6teber7-2006

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 and any authority not specifically granted in
this Palicy is retained by the UTIMCO Board acting as agent for the U. T. Board of Regents,
provided that nothing contained in this Policy Statement is intended to, or shall, limit any delegation
of authority otherwise set forth in the UTIMCO Bylaws, the Investment Management Services
Agreement, any Committee Charter, any Investment Policy, or any formal policy adopted by the
UTIMCO Board.

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, Committee
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
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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:

Administration, Accounting and Financial Management;
Systems Technology Management;

Personnel Management;

Compliance;

Client Relations and Reporting; and

Public Relations.

However, the UTIMCO Board hereby delegates authority to UTIMCO Management in each
functional area as specified below:

Administration, Accounting and Financial Management: The UTIMCO Board hereby delegates all
day to day operational decisions to UTIMCO Management. This delegation includes, but is not
limited to, all administrative decisions regarding the management of endowment and operating
funds as well as all administrative and financial decisions associated with the operation of the
UTIMCO organization. This delegation includes the authority to execute all contracts and
agreements, subject to the limitations defined below.

Systems Technology Management: The UTIMCO Board hereby delegates all decisions regarding
the operation and management of all systems technology assets to UTIMCO management. This
delegation includes the authority to execute all contracts and agreements, subject to the limitations
defined below.

Personnel Management: The UTIMCO Board hereby delegates to the UTIMCO Chief Executive
Officer all personnel management decisions regarding positions included in approved UTIMCO
operating budgets, and grants authority to the Chief Executive Officer to add non-budgeted
personnel as necessary on an emergency basis, subject to review in the following budget cycle,
provided that the addition of any non-budgeted personnel shall be promptly reported to the
UTIMCO Board. All compensation decisions for officers of UTIMCO are excluded from this
delegation.

Compliance:  The UTIMCO Board hereby delegates all compliance operations to UTIMCO
management, while retaining all oversight functions as specified in UTIMCO policies.

Client Relations and Reporting: The UTIMCO Board hereby delegates all client relations and
reporting decisions to UTIMCO management.

Public Relations: The UTIMCO Board hereby delegates to the UTIMCO Chief Executive Officer all

decisions regarding public relations issues, except for those issues that are reserved for decisions
by the UTIMCO Vice Chairman for Policy.
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In addition, in order to facilitate the execution of the authority granted above, the UTIMCO Board
hereby delegates the following specific duties and responsibilities to UTIMCO Management;

» Contracts: The UTIMCO Board hereby delegates to the UTIMCO Chief Executive
Officer the authority to execute on the behalf of UTIMCO all contracts, leases, or
other commercial arrangements (except investment management agency contracts,
partnership agreements, investment consultant agreements and agreements with
independent auditors) for a total obligation of $1 miliion or less during the contract
term, provided that notice of any such contracts, leases, or other commercial
arrangements shall be reported to the UTIMCO Board at its regularly scheduled
meetings.

Investment Authority: The UTIMCO Board hereby delegates the following specific duties and
responsibilities to UTIMCO Management:

s  Tactical Asset Allocation: Without limitations of timing, procedures, or vehicles
utilized, decisions regarding tactical asset allocation within the ranges established in
Investment Policy Statements, including rebalancing portfolio weights to Poficy
Target Weights or actively deviating from Policy Weights as market conditions
dictate, are hereby delegated to the UTIMCO Chief Executive Officer, as long as any
decisions do not violate established Investment Policies. Short sales of securities
(inciuding exchange traded funds, and individual common stocks and bonds, but
excluding derivative instruments) to offset existing long positions for risk control
purposes may aiso be utilized as a vehicle in tactical asset allocation. Prior to
implementation of any short security sale strategy and throughout the duration of the
strateqy, & risk analyses analysis-shall be performed that-decuments-to verify the
expected risk reducing impact of the proposed strategy and that the strateqy does

not result in the risk position of the total Funds being outside the policy risk range.
: , z

value-of the-Funds:

*  Risk Management: The UTIMCO Board hereby delegates all decisions regarding
the design and operation of any risk management system to UTIMCO management.

»  New Investment Vehicle and Manager Selection: The UTIMCO Board hereby
delegates to the UTIMCO Chief Executive Officer the authority to commit UT System
funds to new relationships with internal or external investment managers or to new
mandates with external investment managers already under existing refationships
with UTIMCO, and the accompanying authority to negotiate and execute agency and
partnership agreements as necessary, subject only to the following limitations:

o Public Markets Investments: Any new commitments exceeding (i)(a)
$2400 million for an individual external manager or (b} 20% of the
total assets under management under the specific asset categories of
U.S. equity, non U.S. equity, and fixed income by an external
manager or (i) $100 milion for a particular active internal
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management application will require approval under the process
defined in Appendix A.

o Marketable Alternatives Investments:  Any new commitments
exceeding (i) $+200 million or (ii) 20% of the total assets of the subject
same investment vehicle will require approval under the process
defined in Appendix A.; _In addition to that process.and an opinion
from the extemal UTIMCO consultant shall be required for an
investment offered any-marketable- alternative—investment-managed
by a manager not alreadyetherwise managing marketable alternative
investments for UTIMCO._Otherwiseln all other cases concerning
new investments, the decision as to whether an opinion regarding the
new investment from the external UTIMCO consultant is necessary is
delegated to the UTIMCO Chief Executive Officer.

o Non-Marketable Alternatives Investments: Any new commitments
exceeding (i) $5100 million or (i) 20% of the total assets of the
subjectsame investment vehicle will require approval under the
process defined in Appendix A.;_In addition fo that process, -and an
opinion from the external UTIMCO consultant shall be required for any
roR-marketable-alternative-an investment managed by a manager not
already otherwise-managing non-marketable alternative investments
for UTIMCO. Otherwiseln all other cases concerning new
investments, the decision as to whether an opinion regarding the new
investment from the extemal UTIMCO consultant is necessary is
delegated to the UTIMCO Chief Executive Officer.  All new
commitments to direct, non-marketable investments will require
approval under the process defined in Appendix A.

‘ o__For the purposes of the above thresholds, new manager mandates

shail be aggregated during the first six months following the initial
funding of such mandate.

o Other Investments: Any investments in asset categories not currently
defined in the Policy Portfolio must receive specific UTIMCO Board
approval regardless of size.

o Any commitment that would otherwise be permitted under this
delegation, but which violates any UTIMCO Policy, is not permitted.

o The UTIMCO Chief Executive Officer will notify the UTIMCO Board at
its regularly scheduled Board meetings regarding all decisions made
under this delegated authority.

e  Changing Allocations of Investment Funds Among Existing Internal and External
Managers and Partnerships: Subsequent to the first six months of the UTIMCO
relationship with a new manager, The UTIMCO Board hereby delegates to the
UTIMCO Chief Executive Officer the authority to increase investments or
commitments to existing internal or external investment managers, and the
accompanying authority to renegotiate existing agency and partnership agreements
as necessary, subject only to the following limitations:
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o Public Markets Investments: Any increases that exceed $200 million
to existing funds under management by any individual external
manager exceeding—$200—million-or by interal management in a
particular active application exceeding $100 million, or which
increases the total assets managed to more than (i) $4600 million with
an individual external manager or a larger amount approved by the
Board for manager exceptions or (i) 20% of the total assets under the
specific asset categories of U.S. equity, non U.S. equity, and fixed
income at an external manager responsible for more than one
UTIMCO mandate, will require approval under the process defined in
Appendix A.

o Marketable Alternatives Investments: Any increases that exceed
$100 million to existing funds under management-exceeding-$100
million, or which increase the total assets managed to more than
$2300 million with an individual manager or to more than 20% of the
total assets of the managerin—a-specific—investment-mandate—ata
manager—respensible—{for—mere than—one—UTIMCO mandate, will
require approval under the process defined in Appendix A.

o Non-Marketable Alternatives Investments: Any increases that exceed
$50 million to existing funds under management exseeding $50
milier—in an existing partnership or direct investment, or which
increase the total UTIMCO investment in a single partnership or direct
investment to more than (i) $1650 million or (i) 20% of the total assets
of the same investment vehicle, will require approval under the
process defined in Appendix A.

o Any increase that would otherwise be permitted under this delegation,
but which violates any UTIMCO Policy, is not permitted.

o The UTIMCO Chief Executive Officer will notify the UTIMCO Board at
its regularly scheduled Board meetings regarding all decisions made
under this delegated authority.

e  Manager and Partnership Monitoring and Termination: The UTIMCO Board hereby
delegates to the UTIMCO Chief Executive Officer all decisions regarding monitoring
and termination of existing internal or external investment managers.

* Internal Investment Management: The UTIMCO Board hereby delegates to the
UTIMCO Chief Executive Officer all decisions associated with the direct
management of assets by UTIMCO staff.

. Management of UTIMCO's External Investment Consultant. The UTIMCO Board
hereby delegates to the UTIMCO Chief Executive Officer the authrity to direct the
day-to-day work product of the UTIMCO consultant, provided that the UTIMCO
consuitant shall continue to have primary reporting responsibility to the UTIMCO
Board.

*  Management of UTIMCO's External Counsel: The UTIMCO Board hereby delegates
to the UTIMCO Chief Executive Officer the authority to direct the day-to-day work
product of the UTIMCO external counsel, provided that the UTIMCO external
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counsel shall continue to have primary reporting responsibility to the UTIMCO
Board.

Documentation and Controls:

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

2. 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.

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

4. Incases 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 CEQ).

5. In cases in which delegation is not permitted under this Policy, a Centificate 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.

| UTIMCO 1115053 30,00 7 Delegation of Authority



TAB9



Agenda ltem:
Developed By:
Presented By:
Type of ltem:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board Meeting
March 30, 2006

Report from Compensation Committee
Boldt, Moeller, Lee

Ferguson

Information ltem

The Compensation Committee met on March 7, 2006, and approved the
Compensation Consultant, selecting Mercer Human Resource Consulting.

The UTIMCO Compensation Program requires that salary ranges for key
management, investment and operations positions be updated at least every three
years based on a salary benchmarking study conducted by a qualified compensation
consultant selected by the Compensation Committee. Mercer Human Resources
performed the last study 2% years ago. In conjunction with the UTIMCO Board's
request to review and evaluate the relationship of all outside service contractors,
Requests for Proposals were distributed to compensation consulting firms interested
in providing services to UTIMCO. The deadline for responding was Friday, February
17, 2006. We received responses and proposals from three (3) firms (Hewitt
Associates, Mercer Human Resources Consulting, and Towers Perrin).

The Compensation Consultant will be utilized for three main purposes:

» Consultation, review, and recommendations related the UTIMCO Compensation
Program;

e Provide salary benchmarking study, salary midpoints, and salary ranges based
upon the study by May 3, 2006, with additional studies to be performed at least
every three years;

» Provide annual salary structure adjustments in years where salary
benchmarking study is not requested by the UTIMCO Compensation
Committee.

None required.

The Compensation reviewed the proposals from the three firms, Hewitt Associates,
Mercer Human Resource Consulting and Towers Perrin and discussed the merits of
each during the meefing. The Compensation Committee has directed the staff o
negetiate the contract with Mercer Human Resources Consulting. Upon completion
of the contract (expected completion date of March 17, 2008), Mercer will be in
contact with Chairman Ferguson to direct the services related to the benchmarking
study. As requested by the Compensation Committee, Mercer wil report directly to
the Commitiee.

None
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Agenda ltem:

Developed By:

Presented By:

Type of ltem:

Description:

Discussion:

Agenda ltem
UTIMCO Board Meeting
March 30, 2006

Discussion and Consideration of Recommended Changes to Charters of the Risk
Committee and the Audit and Ethics Committee

Boldt, Reed, Moeller
Nye, Tate, Boldt
Action ttem; Action required by UTIMCO Board

The Risk Committee and the Audit and Ethics Committee held a joint meeting on
January 16, 2006, to discuss the oversight responsibility of the committees related to
investment compliance, enterprise fisk management, and investment risk
management. Currently, the Audit Charter of the Audit and Ethics Committee states
that the Audit and Ethics Committee is to assist the UTIMCO Board in monitoring the
Corporation's compliance processes associated with investment policies and
enterprise risk management. The Audit Charter also states that the Audit and Ethics
Committee is to evaluate the overall effectiveness of the corporation’s enterprise risk
management framework and to evaluate whether management is setting the
appropriate fone at the top by communicating the importance of enterprise risk
management. The Charter of the Risk Committee contains language that the Risk
Committee is to provide oversight and monitor investment risk management.

The Risk Committee will review the proposed changes made by staff at its meeting
on March 30, 2006. The Audit and Ethics Committee does not have a scheduled
meeting to review the Charters.

The Committees determined that the Risk Committee should be responsible for
investment risk management and compliance. However, the Audit Committee
should still retain responsibility for reporting to the UTIMCO Board that an effective
enterprise risk management framework is in place, which includes investment risk
management and compliance. The Audit and Ethics Committee will look to the Risk
Committee for assurances regarding investment risk management and compliance.
The Committees requested that staff delineate the responsibilities of the Committees
and describe the relationship. Staff has proposed the following changes to the
Charters:

Risk Charter:

+ Clarify and expand the purpose of the Risk Committee to provide
oversight and monitoring of four items: 1) investment risk and
compliance, 2) the integrity of risk management procedures and
controls, 3) the integrity of risk models and modeling processes,
and 4) liquidity of the PUF, GEF and ITF.

« Risk Committee will provide assurances to the Audil and Ethics
Committee on a periodic basis.



Agenda ftem
UTIMCO Board Meeting
March 30, 2006

Added guidelines related to the integrity of risk management
procedures and controls, and the integrity of risk models and
modeling processes.

Added language to clarify that the Risk Committee will monitor
compliance processes related to the derivative policy, risk targets,
asset allocation targets and ranges, and investment related
restrictions in the investment policy statements.

Audit and Ethics Charter:

Added a section, “Oversee the Corporation's Enterprise Risk
Management” on page 8. This section describes the Audit and
Ethics Committee’s responsibilities related to enterprise risk
management. This section also includes definitions and specifics
related fo enterprise risk management and includes four objectives,
1} strategic, 2) operations, 3} reporting, and 4) compliance. The
Compliance objective has been further delineated into several
categories (compliance with applicable laws and regulations, non-
invesiment Board policies, investment risk and compliance, integrity
of risk management procedures, controls, models, and modeling
processes, and liquidity).

Language has been added to state that the Audit and Ethics
Committee may rely on assurances from the Risk Commitiee in
determining compliance.

Two minor edits were proposed by Vinson & Elkins to clarify scope
and independence (Page 2).

Recommendation: The Committee Chairmen will recommend appropriate. action related to the
proposed amendments.

Reference: Charter of the Risk Committee; Audit Charter of the Audit and Ethics Committee.



RESOLUTION RELATED TO CHARTERS

RESOLVED, that amendments to the Charter of the Risk Committee and
the Audit Charter of the Audit and Ethics Committee be, and are hereby,
approved in the form submitted to the Corporation's Board of Directors.
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Charter of the Risk Committee

Background

The Board of Directors (the “Board”) of The University of Texas Investment
Management Company (the “Corporation™) established a Liquidity Committee on
November 20, 2003. The name of the Liquidity Committee was changed to the
Risk Committee (the “Commlttee”) on May 19, 2005 to reﬂect the expanded
responsibilities of the Committee. =
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Purpose

The primary purpose of the Committee is to provide oversight and monitor 1)
investment risk management and compliance, 2) the integrity of risk management
procedures and controls, 3) the integrity of risk models and modeling processes.
and ) liquidity of the Permanent University Fund (PUF), the General
Endowment Fund (GEF) and the Intermedlate Term Fund (ITF) in-accordance
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Composition

The Committee shall be composed of at least three members of the Board
appointed from time to time by a majority vote of the Board at a meeting at which
a quorum is present. A member may be removed with or without cause at any
time by a majority vote of the Board. Only members of the Board are eligible to
serve on the Committee.

Meetings; Quorum; Etc,

The Corporation’s Bylaws state that any committee created by the Board,
including the Committee, shall (i} have a chairman designated by the Board, (ii)
fix its own rules or procedures, (iii) meet at such times and at such place or places
as may be provided by such rules or by resolution of the Committee or resolution
of the Board, and (iv) keep regular minutes of its meetings and cause such
minutes to be recorded in books kept for that purpose in the principal office of the
Corporation, and report the same to the Board at its next succeeding meeting, At
every meeting of the Committee, the presence of a majority of all the members
thereof shall constitute a quorum, and the affirmative vote of a majority of the
members present shall be necessary for the adoption by it of any action, unless



otherwise expressly provided in the Committee's rules or procedures or the
Bylaws of the Corporation or by the Board. The Board may designate one or
more Directors as alternate members of the Committee, who may replace any
absent or disqualified member of the Committee. In the absence or
disqualification of a member of the Committee, the member or members present
at any meeting of the Committee and not disqualified from voting, whether or not
constituting a quorum, may unanimously appoint the designated alternate Director
to act at the meeting in the place of the absent or disqualified member.

Duties and Responsibilities

The Committee will provide assurances to the Audit and Ethies Commiltee on 2
periodic basis regarding the following items so the Audit and Ethics Committee
may evaluate thein as a part of the Audit and Ethics Committee’s evaluation of
ithe Corporation’s overall enterprise risk management.

Investment Risk Management_and Compliance: The Board has delessted—the
following duties and responsibilities te-the-Committeerelated to the oversight and
monitoring of investment and compliance risk:

» The Committee will monitor actual risk levels in the PUF, GEF, and ITF
to assess whether current risk levels are within the bounds established by
the Asset Allocation Policy adopted by the UT Board of Regents;

» The Committee will monitor trends and changes in actual risk levels in the
PUF, GEF, and ITF and report any significant changes to the Board; and
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e The Committee will monitor the compliance processes related to the
derivative policy . risk targets, asset allocation targets and ranges, and
investment related restrictions in the investment policy statements.

Integritv of risk management procedures and controls: The Commilttee has the

following duties and responsibilities related to the oversisht and monitoring of the
risk management procedures and controls:
«  The Committee will understand and review how the information provided
by the Risk Manager is reported to the Chief Compliance Oftticer;
» The Committee will monitor_the accuracy of the reports provided by the
Risk Manager to the Chief Compliance Oftficer: and
+  The Committee will monitor data integrity.

hiegrity_ of risk models and _modeling processes:  The Committee has the
following duties and responsibilities related to the oversight and momitoring of the
risk models and modeling processes:




»  The Committec will meonitor the investment risk models, tools, and

processes used by Corporation statt tor completeness and etficacy: and
« _The Committee will review and understand the data used in the risk
muodels.

Liquidity: The UHMEO-Board-Committee has delegated-the following duties
and responsibilities to the Committee related to the oversight and monitoring of
liquidity:

+ The Committee must review and recommend for consideration to the
Board any new investment that would cause the allocation for illiquid
investments in the PUF, GEF, or ITF to exceed the lower illiquidity limit
specified in the Liquidity Policy for the respective Fund’s total portfolio.

+ The Committee must review and approve, before any such action or
actions are taken, any proposed changes in allocations among existing
investments that would cause the allocation for illiquid investments in the
PUF, GEF, or ITF to exceed the lower illiquidity limit specified in the
liquidity policy for the respective Fund’s total portfolio.

» The Committee must review and approve, before any such action or
actions are taken, any proposed investment action or actions that would
increase the actual investment position in illiquid investments in the PUF,
GEF, or ITF by 10% or more of a Fund’s total asset value.

o In the event that market actions cause actual investment positions in
illiquid investments to exceed the upper illiquidity limit established by the
Liquidity Policy or to move into the “trigger zone” defined as the
allocation range between the lower and upper illiquidity limits established
by the Liquidity Policy, the Committee must review and approve the Chief
Investment Officer’s proposed remedy or strategy for complying with the
required allocation range for liquid and illiquid investments before any
such actions are taken.

» The Committee must approve the use of swaps, derivatives, or other third
party arrangements to alter the liquidity status of any investment classified
as illiquid.

Committee review of new investments in the illiquid trigger zone will
supplement, rather than replace, the procedures established by the Board for the
approval of new investments.

Approved by the Board of Directors on March 30. 2006,




UTIMCO

AUDIT CHARTER
OF THE
AUDIT AND ETHICS COMMITTEE

Background

The Board of Directors (the “Board”) of UTIMCO (the “Corporation™)
established an Audit and Ethics Committee (the “Committee™) on
February 22, 1996. On July 15,1996 the Board adopted certain resolutions
regarding, among other things, the Corporation’s Audit and Ethics Committee
Mandate (the “Mandate”). The Mandate was superceded by this Audit Charter.
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Purpose

The primary purpose of the Committee is to assist the Board in monitoring the
financial and compliance functions of the Corporation and the investment funds
managed on behalf of The University of Texas System Board of Regents (the “UT
Board”) to assure the balance, transparency and integrity of published financial
information. Specifically, the Committee is to assist the Board in monitoring:

. the integrity of the financial reporting process, the system of internal
controls, the audit process, and the process for monitoring compliance
with laws and regulations;

. the independence and performance of the Corporation’s independent
auditors;

. the independence and performance of the independent auditors selected by
the UT Board to audit the investment funds managed by UTIMCO on their
behalf;

. internal audit functions performed by the U T System Audit Office;

o the Corporation's audit policies, ethics programs, and adherence to
regulatory requirements; and

. the Corporation's comphanee—processes
pehetes-and-enterprise risk management.

The Committee is responsible for maintaining free and open communication as
well as effective working relationships among the Committee members,
independent external auditors, UT System’s internal auditors, and management of
the Corporation. To perform his or her role effectively, each committee member

1



will need to develop and maintain his or her skills and knowledge, including an
understanding of the Committee’s responsibilities and of the Corporation’s
activities, operations and risks.

The Committee will take all appropriate actions to set the overall tone at the
Corporation for quality financial reporting, sound risk practices, and ethical
behavior,

Scope

-addition—te—the Corporation, 1This Audit Charter sets forth the Committee’s
monitoring responsibilities with respect toshall-ereompass the Corporation and
the investment funds subject to the Investment Management Services Agreement
by and between the U T Board and the Corporation effective March 1, 1996, and
any subsequent amendments or restatements. As such, the role and purpose of the
Committee includes monitoring the functions and processes for both the Corporation
and the investment assets managed on behalf of the UT Board.

Composition

The Committee shall be composed of three members of the Board: such members
to be appointed from time to time by a majority of the Board and approved by the
U T Board as required by Section 66.08 (c}(3) of the Texas Education Code.
Members of the Committee must meet the independence and financial literacy
requirements as defined below. A member may be removed with or without
cause at any time by a vote of a majority of the Board.

Independence Requirements

The Board shall determine that all members of the Committee are independent.

HRHON -0t #t—s—A person is “independent” who has no
relationship with the Corporation which would interfere with his or her exercise
of independence from management. In addition, Committee members would not
be “independent” if during the three years prior to their appointment or at any
time during their service on the Committee, they accepted, directly or indirectly,
any consulting, advisory, or other compensatory fee from the Corporation apart
from travel and expense reimbursement they may receive as members of the
Board and its Committees.

Financial Literacy

The Board, based on its business judgment, shall determine that cach member of
the Committee is financially literate.

Financial Management Expertise



The Board, based on its business judgment, shall determine that at least one
member of the Committee is a “financial expert.” A financial expert possesses
the following attributes:

* an understanding of generally accepted accounting principles (GAAP) and
financial statements;

* an ability to assess the application of these principles in connection with
accounting for estimates, accruals and reserves;

¢ an understanding of audit committee functions:

* experience preparing, auditing, analyzing or evaluating financial
statements, or experience actively supervising persons engaged in such
activities; and

* an understanding of internal controls and procedures for financial
reporting.

Meetings; Quorum; Etc.

The Corporation's Bylaws state that any committee created by the Board shall (i)
have a chairman designated by the Board, (ii) fix its own rules or procedures, (ifi)
meet at such times and at such place or places as may be provided by such rules
or by resolution of such committee or resolution of the Board, and (iv) keep
regular minutes of its meetings and cause such minutes to be recorded in books
kept for that purpose in the principal office of the Corporation, and report the
same to the Board at its next succeeding meeting. At every meeting of any such
committee, the presence of a majority of all the members thereof shall constitute a
quorum, and the affirmative vote of a majority of the members present shall be
necessary for the adoption by it of any action, unless otherwise expressly
provided in the committee's rules or procedures or the Bylaws of the Corporation
or by the Board. The Board may designate one or more Directors as alternate
members of any committee, who may replace any absent or disqualified member
of such committee. In the absence or disqualification of a member of a
committee, the member or members present at any meeting of the committee and
not disqualified from voting, whether or not constituting a quorum, may
unanimously appoint the designated alternate Director to act at the meeting in the
place of the absent or disqualified member.

Functions, Duties and Responsibilities

Review Financial Statements for Quality Considerations.  The Committee has
the following duties and responsibilities with respect to the financial statements of
the Corporation and the investment funds managed on behalf of the UT Board:



. review the annual audited financial statements with management and the
independent auditor, including significant issues regarding adequacy of
internal controls and accounting principles and practices;

. review an analysis prepared by management and the independent auditor
of significant financial reporting issues and judgments made in connection
with the preparation of the financial statements;

. discuss with the independent auditor the matters required to be discussed
by Statement on Auditing Standards No. 61, as amended, relating to the
conduct of an audit; and

. receive and review periodic reports from the independent auditor
regarding the auditor’s independence and discuss such reports with the
auditor.

Monitor Management’s Handling of Internal Controls—and—Enterprise—Risk
Management:  The Committee has the following duties and responsibilities

with respect to its monitoring of the integrity of the financial reporting process
and internal controls of the Corporation and the investment funds managed on
behalf of the UT Board:

o review with the independent auditor any problems or difficulties the
auditor may have encountered during its audit and any management letter
provided by the auditor and the Corporation’s response to that letter, such
review to include:

. any restrictions on the scope of activities or access to required
information; and

° any changes required in the planned scope of the audit;
) obtain reports from management, the independent auditor and UT System

internal auditor with respect to the Corporation’s policies and procedures
regarding compliance with applicable laws and regulations;

. meet at least annually with the independent auditor and the senior
personnel of the UT System Audit Office without management
participation;

o meet periodically with management to review the major financial risk

exposures and the steps management has taken to monitor and control
such exposures;



o review significant changes to internal controls and accounting principles
and practices as suggested by the independent auditor, internal auditors or
management;

. review the significant reports to management prepared by the U T System
Audit Office and management’s responses; and

. review with the Corporation’s legal counsel or other appropriate persons
legal matters that may have a material impact on the financial statements,
the Corporation’s compliance policies and any material reports or
inquiries received from regulators or governmental agencies.:

Manage the Relationship with the External Auditors. 'The external auditors
for the Permanent University Fund are selected by the UT Board. These auditors
have a dual reporting responsibility, reporting to both the Audit, Compliance, and
Management Review Committee of the UT Board and to the Committee. The
external auditors for the Corporation are selected by, and report to, the Board. By
agreement between the UT Board and the Board, the external auditors for the
other investment funds managed by the Corporation on behalf of the UT Board
will be selected by the UT Board and will have a dual reporting responsibility,
reporting to both the Audit, Compliance, and Management Review Committee of
the UT Board and to the Committee. The Committee may approve additional
audit and non-audit services provided by the external auditor related to the
Corporation and investment funds as long as the work does not impair auditor
independence.

The Committee has the following specific duties and responsibilities with respect
to the Corporation’s independent auditors:

o recommend to the Board the appointment of the independent auditor,
which firm is ultimately accountable to the Committee and the Board.

. approve the fee arrangement of the independent auditor;



after interviewing members of the Corporation's staff evaluate together
with the Board the performance of the independent auditor and, if so
determined by the Committee, recommend that the Board replace the
independent auditor; and

if determined by the Committee to be necessary or advisable, recommend
that the Board take appropriate action to satisfy itself of the independence
of the auditor.

Auditor Independence

In connection with the selection of external auditors, the Committee shall
determine that;

the public accounting firm engaged to perform the annual audit does not
provide non-audit services contemporaneously with the audit;

the lead audit partner and reviewing partner rotate off of the audit every 5
years, unless the Committee adopts a resolution affirmatively determining
that such rotation is not required; and

the CEO, Controller, CFO, Chief Accounting Officer, or person in an
equivalent position shall not have been employed by the public accounting
firm during the 1 year period proceeding the audit.

Work with the Internal Audit Function

The Corporation utilizes the UT System Internal Audit Department to perform
internal audit functions hereunder with respect to the Corporation and investment
funds and report directly to the Committee. The Committee has the following
duties and responsibilities with respect to internal audit:

review the independence, qualifications, activities, resources and structure
of the internal audit function;

review significant findings and recommendations made by the internal
auditor and management’s response and proposed implementation plan;

review the proposed internal audit plan for the coming year to determine
that it addresses key areas of risk and that there is appropriate coordination
with the external auditor:



. review completed internal audits and the status of management’s
implementing related recommendations; and

° receive a progress report on the internal audit plan with explanations for
any deviations from the original plan.

Monitor Ethics Program

The Committee is responsible for overseeing codes of conduct/contlicts of interest
and a system of addressing complaints. The Committee has the following duties
and responsibilities in monitoring the ethics program:

. review the Code of Ethics policy of the Corporation annually and
recommend any proposed changes to the Board for approval;

. annually evaluate and review the Corporation’s compliance process;

. follow the UT System compliance guideline as outlined in the Action Plan
to Enhance [nstitutional Compliance; and

. review procedures for the receipt, retention and treatment of complaints
about accounting, internal accounting controls or auditing matters.

Oversee Regulatory Compliance

The Committee is responsible for overseeing the effectiveness of the system for
assuring compliance with laws and regulations and has the following duties and
responsibilities:

o review the effectiveness of the system for monitoring compliance with
laws and regulations and the results of management’s investigation and
follow-up of any fraudulent acts or non-compliance;

. obtain regular updates from management and the Corporation’s legal
counsel regarding compliance matters that may have a material impact on
the Corporation’s and investment funds’ financial statements or
compliance policies;

. obtain regular updates from management regarding their consideration of
all regulatory compliance matters in connection with the preparation of the
financial statements; and

. review the findings of any examinations by regulatory agencies.



Oversee the Corporation’s Enterprise Risk Management. Without limiting
any of the foregoing, the Committee, along with management and other
personnel, as directed by the UTIMCO Board, is responsible for the Corporation”s
cnterprise risk management. Enterprise risk management assists management in
achieving the Corporation’s pertormance soals and prevents loss of resourees;
helps ensure effective reporting and compliance with laws and resulations: and
helps aveid damage to the Corporation’s reputation and associated conseduences.
Enterprise risk__management enables management to  cffectively deal with
uncertainty and associated risk and opportunity, enhancing the capacity to build
value. The Committee has the following responsibilities related to enterprise risk

management:

+__evaluate the overall etfectiveness of the Corporation”s achieving its
objectives. as set forth in four categorics:
-~ Strategic  —  high-level  woals, aliened  with  and
supporting its mission;
- Operations — etfective and etficient use of its resources:
- Reporting — reliability and timeliness of reporting: and
- Compliance -
*  with applicablc laws and regulations:
= with non-investment Board policies such as the
Code of Ethics and Delegation of Authority, and
non-investment items in the Board investment
poligics; and
= with_ 1)} investment risk  manasement and
comphiance, 2} integrity of risk _management
procedures and _controls, 3) inteerity of risk
meodels and modeling processes. and 4) liguidity
of  the Permanent  University.  General
Endowment Fund, and intermediate Term Fund:

« _evaluate whether management is setting the appropriate tone at the
top by communicaling the importance of enterprise risk: and

« _inquire ol management, UT System’'s intemal auditor. and the
independent_external auditor about signilicant enterprise risks or
exposures to the Corporation and how these are being managed.

With respect to 1) investment risk management and investment policies, 2)
integrity of risk management procedures and controls. 3) integrity of risk models
and modeling_processes. and 4) liquidity of the Permanent Universitv. General
Endowment Fund, and Intermediate Term Fund, the Committee may_rely on
assurances from the Risk Committee in determining compliance.

Other Duties. The Committee has the following additional duties and
responsibilities:



. make regular reports (at least twice each calendar year) to the Board
regarding the Committee’s activities and such other reports as may be
requested by the Board;

. review and reassess the adequacy of this Audit Charter annually and
recommend any proposed changes to the Board for approval:

. perform such additional special functions, duties or responsibilities as may
from time to time be designated by the Board;

. direct the scope of the Corporation’s voluntary compliance with relevant
provisions of the Sarbanes — Oxley Act of 2002, monitor and review the
implementation of the relevant provisions; and

. evaluate the Committee’s own performance, both of individual members
and collectively, on a regular basis.

Powers and Limitations

The Committee shall have the authority to retain special legal, accounting or other
consultants to advise the Committee. The Committee may request any officer or
employee of the Corporation or the Corporation’s outside legal counsel or the
U T System Audit Office to attend any meeting of the Committee or to meet with
any members of, or consultants to, the Committee.

Approved by the Board of Directors on- Masy—H-2005.March 30. 2006.
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Agenda ltem:
Developed By:
Presented By:
Type of Item:

Description:

Recommendation:

Discussion:

Reference:

Agenda item
UTIMCO Board of Directors Meeting
March 30, 2006

Report on the External Investment Consultant and Consideration of Contract Renewal
Moeller

Boldt, Moeliler

Information item on report; action item by UTIMCO Board to approve contract renewal.

The Comprehensive Report on the External Investment Consultant is being submitted to
update the UTIMCO Board on the current scope of work performed by the extemal
consultant. This report covers the period March 1, 2005 to February 28, 2006. The
investment consultant is Cambridge Associates LLC and the lead consultant is Bruce Myers.
Under the Delegation of Authority, the execution of investment consultant agreements is not
delegated to the UTIMCO CEO and, therefore, the contract is being submitted for approval
by the UTIMCO Board.

Staff recommends the approval of the external investment consultant contract

Cambridge Associates has served as UTIMCO's consultant since its inception in 1996,
undertaking a number of assignments ranging from general consultant to non-discretionary
investment manager of the non-marketable assets portfolio from 2000 to 2002. Under the
current contract with Cambridge, UTIMCO receives Cambridge’s full range of information,
research, and consulting services. The contract also includes full access to web based
internet services. In addition, Cambridge Associates provides a variety of services, including
benchmark review, hedge fund manager search, international equity manager search,
manager search assistance, spending analysis, miscellaneous requests, discussion on
private equity group, spending policy memorandum, preparation of endowment exhibits,
investment research, data request of endowment returns, asset allocation review, asset
allocation study, asset allocation presentation, and alternative assets study.

The prior Cambridge Associates contract was for $900,000 annually, a renewal contract for
$756,000 annually has been proposed by Cambridge. This is a reduction of $144,000. The
reduction includes the elimination of the 14 in-person meetings and 18 due diligence memos
and recommendations for the marketable alternative group. Also, the contract reduced the
due diligence memos and recommendations for the non marketable alternative asset group
to 12 from 14. Per Bruce Myers, he added time in the generalist area (Bruce Myers and
Hamilton Lee) since he expects that this year there will be a few more conference calls with
Chairman Caven, the planned retreat, etc.

The breakdown of the proposed contract is as follows:

Non marketable services $450,000
Research allocation 46,000
Generalist consulting 260,000
Total $756,000

Annual Comprehensive Report on External investment Consultant; Contract with
Cambridge Associates



RESOLUTION REGARDING
EXTERNAL INVESTMENT CONSULTANT CONTRACT

RESOLVED, that the contract renewal of Cambridge Associates as the external

investment consultant be, and is hereby, approved in the form submitted to the
Board.




Annual Comprehensive Report on External Investment Consultant

The services provided in the contract cover the following three areas:

s General Consulting Services
o Non-Marketable Alternative Asset Consulting Services
o Marketable Alternative Investment Consulting Services

General Consulting Services
Per contract:

Access via the Cambridge Associates (CA) consulting team and in many instances CA's
web site to proprietary databases on capital markets, investment managers and
partnerships, and comparative peer performance; quarterly and annual surveys of
investment and financial data.

A variety of research reports and working papers on investment and financial issues

A comprehensive asset allocation review including a presentation to the Board

Attendance at up to eight (8) investment advisory meetings per year fo discuss investment
strategy, asset allocation, performance, market environment and investment manager

selections.

Investment manager recommendations presented to the Board for final approval constitute
an additional service charge

If deemed necessary as a result of the asset allocation discussion to be held in Spring
2005, CA will attend the joint UTIMCO/Board of Regents meeting scheduled to be held in
Juty 2005.

Report on services provided:

» Provided Periodic Updates of Cambridge’s Reporting Institutions' Data
o Quarterly Investment Return and Asset Allocation (hardcopy, via website and
excel)
o Annual Investment Return, Asset Allocation, Endowment size, spending rates
and investment manager information
o Annual updates to charts refiecting the impact of spending on future market
values and future spending

» Bruce Myers and Hamilton Lee each attended 5 UTIMCO Board meetings and
participated in 2 telephonic Board meetings.

e Bruce Myers, Matthew Lincoln, Hamilion Lee, and Shannon Thomas attended the
Joint Board meeting of the UT System Board of Regents and the UTIMCO Board.



Cambridge provided the peer universe for the performance period ending June 30,
2006. Cambridge also provided the peer ranking of the Total Endowment Assets.

Completed a custom survey of a select group of peer institutions, focusing on
investment-related costs (a separate contract covers the survey )

Comprehensive asset allocation review. Provided existing Cambridge research to
assist in Asset Allocation Process. Also helped in the development of 5-7 yr returns
and risk assumptions as part of the asset allocation process.

Cambridge Associates provides many publications as a part of their services. A partial
listing of the 2005 publications is attached as Exhibit A.



Non Marketable Alternative Asset Consulting Services
Per contract:

o Upon request, a comprehensive review of Client's non-marketable alternative
investment assets program including an analysis of existing fund performance

» Preparation of quarterly forward calendars of non-marketable altemative investment
opportunities

» Fach quarter CA will provide the Client with its proprietary US Venture Capital and
Private Equity benchmarks statistics to be used for individual manager evaluation

» Up to fourteen (14) due diligence memos and recommendations providing summaries
of references, highlights of competitive advantages, and other issues for consideration.
The provision of more than 14 due diligence memos and/or recommendations during
the contract year will be “Additional Services” and provided upon request at CA's
standard fee.

» Aftendance at up to twenty in-person meetings (time but not travel expenses) and/or
participation in conference calls with Client to discuss non-marketable investment
strategy, the market environment, and potential fund opportunities. Additionaily, CA
may be asked to address Client's concerns regarding potential limited partnership
investments. Such reasonable requirements may include additional reference calls or
attendance at additional meetings with potential partners.

» Subject to the License terms and conditions in Exhibit II, access to CA’s web-based
software program Private Equity Benchmark Calculator for creating customized
benchmarks specifying multiple filter criteria, such as asset sector, vintage year, and
industry focus, region and stage.

Report on services provided:
General Consulting Services

Conference Calls and In-Person Meetings: The Non-Marketable Alternatives (‘NMA") team
has periodic conference calls with the Cambridge Associates consuiting staif (Astrid
Noltemy, Jennifer Urdan and several associates and analysts) to discuss the market
environment, potential fund opportunities, and investment strategy. During the past twelve
months, the team had 12 conference calls with the Cambridge staff. The team also held
one (1) full-day meeting with the Cambridge staff at UTIMCO.

Investment Recommendations. Cambridge Associates may provide a written
recommendation for each new manager the NMA team presents to the CIO and/or Board
of Directors. The recommendations provide summaries of references, highlights of
competitive advantages, and other issues for consideration.

Due Diligence Reports: In addition to recommendations on new funds, the NMA team will
from time to time ask Cambridge Associates to provide a complete due diligence
memorandum on a proposed investment. Due diligence memoranda provide more detail
on the fund and supplement the intemal due diligence memorandum prepared by the NMA
team.



= Annual Partnership Meeting Attendance: Cambridge will have representatives attend
annual partnership meetings if members from the NMA team cannot attend. A summary
and commentary of the meeting is provided to the team.

= Data and Analytical Tools: The NMA team has access to Cambridge data and online
analytical tools, including the Private Equity Benchmark Calculator, the CPP System,
quarterly US Venture Capital and Private Equity benchmark statistics, research reports,
and market commentary. A brief description of each of these information services is fisted
below.

o Private Equity Benchmark Calculator: Customized benchmarks that specify
multiple filter criteria, such as asset sector, vintage year, industry focus, region and
state.

o CPP System: Cambridge maintains UTIMCO's portfolio information within its CPP
or Cambridge Private Portfolio System (CPP), allowing UTIMCO to access online
data and analysis about the portfolio.

o US Venture Capital and Private Equity Benchmark Statistics: Quarterly valuation
and return information on venture capital, private equity, mezzanine, non-US
private equity, and ofl and gas partnerships.

o Research Reports: In-depth research and analysis on asset classes, sectors and
strategies. An example of research reports received over the last twelve months is
"Active or Passive Management? It's Not That Simple."

o Market Commentary: Cambridge viewpoints on various market segments and
events. Examples of market commentary received over the last twelve months are
“Capital Market Commentaries, Notes on Current Valuations and Investment
Publication Highlights, January 2006" and “Market Update: Returns and Valuations
April 30, 2005."

Services Provided During the Last Twelve Months

As illustrated below, Cambridge conducted 12 conference calls/meetings with the NMA staff,
provided 5 investment recommendations, and 10 due diligence reports. In addition, the team had
frequent email and phone exchanges with various Cambridge consultants that are not included in
the numbers shown below.



Cambridge Associates Services
Non-Marketable Alternative Investments
March 1, 2005- February 28, 2006

Number of
Type of Service Reports/Meetings
Conference Call/ 19
In-Person Meeting
Investment Recommendations 5
Due Diligence Memoranda 10
Annual Meeting Summaries 0




Marketable Alternative Asset Consulting Services
Per contract:

A comprehensive review of Client's marketable alternative investment assets including an
analysis of existing programs and funds, a program risk assessment, and recommended
changes in program structure and allocation.

Attendance at up to fourteen in-person meetings (time but not travet expenses) and/or
participation in conference calls to discuss marketable alternative investment strategy, the
market environment, and potential investment opportunities. Additionally, CA may be
asked to address Client's concerns regarding potential marketable alternative investments.
Such reasonable requirements may include additional reference calls or attendance at
additional meetings with potential partners.

Up to 18 due diligence memos and recommendations that provide summaries of
references, highlights of competitive advantages, and other issues for consideration. The
provision of more than 18 due diligence memos andfor recommendations during the
contract year will be "Additional Services” and provided upon request at CA's standard fee.

Report on services provided:
General Consulting Services

Marketable Alternatives accesses the Cambridge consulting team to obtain additional
information and knowledge of investment managers. In the past, Ken Minklei had been
our contact at Cambridge. However, during the year our coverage changed to Dennis
Chu. Marketable Alternatives also utilizes the Cambridge Associates database of hedge
fund managers (as presented on the CA website) for informational purposes.

Review of existing program- UTIMCO maintains a contact database and monitors potential
candidates that would complement the existing Marketable Alternatives program. This
information is often communicated to Cambridge during our conference calls and other
meetings with Cambridge.

Services Provided During the Last Twelve Months
Cambridge conducted six formal conference calls/meetings with the MA staff and provided two
investment memorandums. There were also various short, informal telephone discussions.

Cambridge Associates Services
Marketable Alternative Investments
March 1, 2005 — February 28, 2006

Type of Service Number of Reports/Meetings
Conference Cail/ 6
In-person Meeting
Due Diligence Memorandums & 9
Recommendations
ITF Hedge Fund Manager Review 1
Benchmark Study 1
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Exhibit A
Various Publications provided by Cambridge Associates

Absolute Return Investing

Active or Passive Management? It's Not that Simple

Analysis of College and University Investment Pool Returns

Assets Under Management

Comparative Asset Allocations & Total Return — Colleges & Universities

Comparative Asset Allocations & Total Return — Non-Taxable Portfolios Over $1 Billion
Comparative Debt Issuances Practices

Conflicts of Interest

Emerging Markets Equity Investing

. European Market Commentary

. Global Market Comment

. Long/Short Hedge Funds

. Managed Funds

. Market Updates — Returns & Valuations {Monthly)
. Multi-strategy hedge funds

. Oil and Gas Investing

. Portable Alpha — A Closer Inspection

. Revisiting Tactical Asset Allocation

. Student Charges — Academic Year 2005-2006

. Timberland Investing Current Environment

. US Bank Custody

. US Distressed Debt Company Investing

. US Equity Managers (Ex-Small-Cap)

. US Equity Managers (Ex-Small-Cap) - Executive Summary
. US Fixed Income Managers

. US Fixed Income Managers — Executive Summary
. US Historical Capital Market Valuations

. US Manager Update

. US Market Comment

. US Real Estate and REIT investing



ClA

CAMBRIDGE ASSOCIATES LLC

2001 Ross Avenue, Suite 3155
Dallas, Texas 75201

tel 214 468.2800 fax 214.468.2801
www.cambridgeassociates.com

MEMORANDUM

TO: Board of Directors
The University of Texas Investment Management Company
FROM: Bruce Myers
DATE: March 16, 2006
RE: Past Year's Scope of Work

Joan Moeller has kindly given us the opportunity to review her summary of the tasks we undertook under the
UTIMCO contract in the past year. As one might expect, it is a very thorough and accurate detailing of the
work performed by the UTIMCO consulting team at Cambridge Associates.

My only addition to Joan’s excellent summary would be to note that we spent an increasing amount of time
this year in conversation with University of Texas System staff, for the most part fielding routine requests for
comparative data. The one more substantive project (approved in advance by both Chairman Caven and Bob
Boldt) was an analysis of the comparative returns of the institutions that comprised the cost study done by
our colleagues in Menlo Park. The results of both the return analysis that we prepared and the cost analysis
done by Matt Lincoln and Shannon Thomas in Menlo Park were subsequently incorporated in a
memorandum to the Board of Regents written by System staff.

As always, we would be happy to answer any questions you might have about our work for UTIMCO in the
past year, and I would also like to add our thanks for the opportunity to be a part of this effort.

BOSTON | DALLAS | MENLO PARK | WASHINGTON DC | LONDORN | SINGAPORE



March 2, 2006
Mr. Scott Caven, Chairman
University of Texas - Board of Regents
201 W. 7th Street, Suite 820
Austin, Texas 78701-2981
Dear Mr. Caven:
I am writing to confirm that within the context of your existing Agreement with Cambridge Associates
dated December 1, 2002, the generalist and specialist consultants at CA will provide The University of
Texas Investment Management Company (“Client”) with the following services for the twelve month
period beginning December 1, 2005.
General Consulting Services
* Access via the CA consulting team and in many instances CA's web site to proprietary databases
on capital markets, investment managers and partnerships, and comparative peer performance;
quarterly and annual surveys of investment and financial data.
» A variety of research reports and working papers on investment and financial issues.
* A comprehensive asset allocation review including a presentation to the Board.
* Attendance at up to eight (8) investment advisory meetings per year o discuss investment
strategy, asset allocation, performance, market environment, best practices of peer institutions
and investment manager selections.

Marketable Alternative Asset Consulting Services

* Access via the CA consulting team and in many instances CA's web site to database information
relative to marketable alternative assets as noted above.

¢ Investment manager recommendations presented to the Board for final approval constilute an
additional service and will be charged in accordance with the fee schedule shown in Exhibit 1.

Non Marketable Alternative Asset Consulting Services

¢ Upon request, a comprehensive review of Client's non-marketable alternative investment assets
program including an analysis of existing fund performance.

* Preparation of quarterly forward calendars of non-marketable alternative investment
opportunities.

¢ FEach quarter CA will provide the Client with its proprietary US Venture Capital and Private
Equity benchmarks statistics to be used for individual manager evaluation.
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¢ Up to twelve (12) due diligence memos and recommendations providing summaries of
references, highlights of competitive advantages, and other issues for consideration. The
provision of more than 12 due diligence memos and/or recommendations during the contract
year will be "Additional Services" and provided upon request at CA's standard fee.

* Aftendance at up to twenty (20) in-person meetings (time but not travel expenses) and/or
participation in conference calls with Client to discuss non-marketable investment strategy, the
market environment, and potential fund opportunities. Additionally, CA may be asked to address
Client's concerns regarding potential limited partnership investments. Such reasonable
requirements may include additional reference calls or attendance at additional meetings with
potential partners.

* Subject to the License terms and conditions in Exhibit II, access 1o CA's web-based software
program Private Equity Benchmark Calculator for creating customized benchmarks specifying
multiple filter criteria, such as asset sector, vintage year, and industry focus, region and stage.

These services will be provided for an Annual Fee of $756,000. This fee will be payable in four equal
installments; quarterly in advance. The Annual Fee for subsequent years will be negotiated between the
parties depending on the scope of services provided. Out-of-pocket expenses such as communications,
printing, copying, etc. and the cost of travel to Texas by members of the consulting team are included in
the Annual Fee. International travel costs will be billed to the Client as reimbursable expenses.

At your request, additional consulting services will be provided and billed at CA's standard fees with prior
fee authorization when requested. Additional services may include, for example, additional meetings
with the Client, marketable alternative assets manager searches or additional due diligence memos as
specified above,
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We greatly value our relationship and look forward to continuing to work with you. Please let us know if
you have any questions or concerns, otherwise we will assume that these terms are satisfactory.

Sincerely,

Francis . Phillips
Chief Financial Officer

cc: Bruce Myers

Robert Boldt

KAFiles\UTIMCOmatters\BOD\ 006 _(3F0BODMtg\Tabl | ReportonExternalConsultant\ ContractRenewal doc



Page 4 of 6

EXHIBIT 1
MANAGER SEARCHES

2006 FEE SCHEDULE

The 2006 fixed fee schedule as noted below is based on the type and number of managers to be hired
during the same time period.

Marketable Alternative Assets Managers

First manager search $26,500
Second and subsequent simultaneous searches* $22,000

*The reduced fee assumes that manager interviews will be scheduled concurrently.
**This search fee includes a Summary (where one is available) and an Analysis of the fund. Fees for
follow on or subsequent funds are half the fee schedule above if we made the recommendation for the

original funds. If we did not make the original recommendation, the fee will be per the fee schedule
above.

These fees are valid through December 31, 2006.

K ey \ UTIMU Omatters\BOD\2U0G6_H330RODMg| Tabl I ReportonExternalConsultant ConiructRenewl. doc
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EXHIBIT II - TERMS AND CONDITIONS
PRIVATE EQUITY BENCHMARK CALCULATOR

This License governs Client’s use of Advisor’s Private Equity Benchmark Calculator software and
includes provisions designed to protect the privacy and security of Advisor’s users.

LICENSE: Advisor hereby grants to Client a non-exclusive license to access the Advisor web site at
anytime using Advisor-provided log-in identifications and passwords for the purpose of using the Advisor
software program known as Cambridge Associates’ Private Equity Benchmark Calculator (the
"Program") and related user documentation (the “Documentation”) to generate customized benchmarks
for return comparison purposes (the “Benchmark Data™). The Program and the Documentation are
collectively referred to as the “Products”. The Program may not be re-exported.

COPYRIGHT: Advisor and its licensors retain all right, title and interest, including copyright, in and to
the Program, Documentation and Benchmark Data. The Program contains proprietary third party
software and Client’s use of such software is permitted only pursuant to the terms of this Agreement. The
Program, Documentation and Benchmark Data are protected by the copyright laws of the United States
and international treaty provisions. There are severe penalties, both civil and criminal, for copyright
infringement. Client may use and incorporate into other documents the Benchmark Data, and reproduce
and distribute the Benchmark Data and Documentation solely for internal use by Client's staff, trustees,
members of the investment committee {or other committees that perform a similar function and are
internal to Client’s organization), provided, however, that Client must always indicate Advisor as the
source and all persons receiving the Benchmark Data or Documentation must agree to hold such
information in confidence.

LIMITED WARRANTY: Advisor and its Licensors provide the Products and Benchmark Data without
warranty of any kind whatsoever and specifically disclaim all warranties, express or implied, including
but not limited to, the implied warranties of non-infringement, merchant-ability or fitness for a particular
purpose or warranties of quality or performance.

LIMITATION OF LIABILITY: In no event will Advisor or its employees, agents, licensors or suppliers
be liable for any damages arising out of the use or inability to use the products or benchmark data,
including, but not limited to, any direct, indirect, incidental, consequential or punitive damages, or, any
damages for lost profits or anticipated benefits, even if they have been advised of the possibility of such
damages.

CONFIDENTIALITY AND SECURITY: The Products and Benchmark Data contain financial data,
algorithms, formulas, and other methods of financial analysis (the “Confidential and Proprietary
Materials”). This Confidential and Proprietary Material is the property of Advisor and Client acquires no
right, title or interest in the Conlidential and Proprietary Material hereby. Client agrees to not alter or
manipulate the Program to acquire Confidential and Proprietary Materials that are not displayed or
communicated to Client during the ordinary course of operation of the Program as described in the
Documentation.  Client agrees that all Confidential and Proprietary Information acquired by Client
through the Program or the Advisor web site will be maintained by Client in confidence, will not be
disclosed to any third party except as expressly permitted in the Copyright section of this License or used
for any purpose other than the intended purposes of the Products as described in the Documentation.

KAFiles\UTIMCOmatters\BODIZO06_0330BODM1g\Tabl] ReportonExternaiConsultunt Contract Renewal doc
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Client understands that Advisor reserves the right to acquire Proprietary and Confidential Materials for
use or inclusion in the Program for the purpose of protecting the confidentiality of such materials and to
restrict the use of such materials. Client agrees that any violation of this paragraph will be a material
breach of this License,

ACCESS AND PASSWORD POLICY: Certain portions of the Advisor’s web site can only be accessed
using appropriate log-in identifications and passwords provided by Advisor. Client agrees to keep alt
such log-in identifications and passwords confidential and not to transfer or disclose them to others.

OTHER RESTRICTIONS: Client may not assign or transfer your rights under this License without the
prior written consent of Advisor and its licensors. If Client is permitted to assign or transfer this
Agreement, Client must also transfer all log-in identifications and passwords.

ADDITIONAL PASSWORDS: Client will be given up to five (5) log-in identifications and passwords
upon request. Additional passwords can be provided to Client for $1,000 each.

K:AFHes\UTIMCOmatters\BOD2006_(330BODMig\Tubl! _ReportonExternalConsultani\ContractRenewal duc
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Agenda ltem
UTIMCO Board of Directors Meeting
March 30, 2006

Agenda ltem:  Report on External Counsel
Developed By:  Moeller
Presented By: Moeiler

Type of ltem: Information item

Description: The Comprehensive Report on External Counsel is being submitted to update the UTIMCO
Board on the scope of services provided by external counsel. This is the second year the
report has been prepared and covers the period of March 1, 2005 to January 31, 2006. This
is only eleven months because the biling for February was not available and last's year

report ended February 28, 2005. The external counset is Vinson & Elkins and Jerry Turner is
lead counsel.

Discussion: Vinson & Elkins has been UTIMCO's counsel since UTIMCO'’s inception.  Jerry Turner is
lead counsel and manages the relationship with UTIMCO. He assigns specialized attorneys
to work on various matters related to UTIMCO. Vinson & Elkins provides counsel on both

corporate and investment matters and responds to issues and questions brought forth by
both UTIMCO directors and staff.

Reference: Annual Comprehensive Report on External Counsel; Vinson & Elkins' Fees



Annual Comprehensive Report on External Counsel
March 2005 through January 2006

UTIMCO'’s external counsel is Vinson & Elkins LLP (V&E). Jerry Tumner is lead counsel on the
UTIMCO relationship. Various attorneys at V&E work on UTIMCO legal matters, both corporate
and investment matters. This comprehensive report prepared and covers the period of March 1,
2005 through January 31, 2008.

V&E has been outside legal counsel for UTIMCO since its inception in 1996, including the
formation.  The role of outside counsel is to provide guidance and assistance to the UTIMCO
Board, its individual members, and UTIMCO staff in matters related to UTIMCO business. Mr.
Turner is always available to answer any questions UTIMCO Board members may have related to
his or her role as a director of UTIMCO, including ethics and policy questions.

Recurring general counsel services provided by V&E include the following:

o participation in all UTIMCO Board meetings and committee meetings (Mr. Tumer
represents V&E at most of the meetings)

 guidance related to the government provisions covering open meetings law and open
records

» review and participation in drafting of policies, including investment policy statements,
derivative policy, liquidity policies, etc.

» guidance and opinions concerning the Code of Ethics.

» review of investment manager contracts, investment advisory agreements, limited
partnership agreements, side letters, subscription documents, etc., including assistance
with disclosure and fax issues

+ review of certain vendor contracts such as broker ISDA (Intemational Swap Dealers
Association)

» guidance on various federal regulation rules and reporting requirements related to human
resources, including employee benefit plan administration and compensation program

» development of materials and participation at new board member orientation

» review andfor draft language of amendments to corporate documents, including bylaws,
investment management services agreement, and committee charters

During the period of this report, V&E provided additional services related to specific matters as
follows:

* participated in the drafting of the disclosure legislation, assisted with new post-legislation
confidentiality side letter, reviewed TRIA "FAQ” for SB 121, and assisted in implementation
of new disclosure legislation.

» provided research and guidance on pooling of hedge funds

= reviewed UTIMCO's ability to invest the funds of outside foundations, specifically the LBJ
Foundation

» reviewed and provided substitute language for the construction contract for the lease build
out of Frost Bank Tower



specific guidance and review of correspondence related to Open Records Ruling Requests
submitted to the Texas Attorney General

prepared general views memorandum on unrelated business tax issues related to revenue
sharing agreements in investment manager contracts

prepared comments concerning Code of Ethics questions related to hedge funds

provided guidance on investment standards for UTIMCO — managed endowments



Vinson & Elkins’ Fees
March 2005 through January 2006

Direct Fund Expenses:
Private Capital Investments

Partnership Agreements (43 partnerships) 5 405,304

*  Sale of Oakbay/Varel 94,251
*  Various issues 9,800
Miscellaneous non-legal expenses 1,235
Total Private Capital 510,590

Hedge Fund Investments

Partnership Agreements (24 partnerships) 202,110
Background Checks 12,659

*  Pooling of hedge funds 3,735
*  Various issues 4,823
Miscellaneous non-legal expenses 358
Total Hedge Funds 223,685

Public Market Investments

investment Management Agreements (15 agreements) 138,368
Background Checks 5,647

* ITF Contracts 5,794
ISDA . 5,062

* Various issues 969
Miscellaneous non-legal expenses 358
Total Public Markets 156,198

Total Direct V&E Fund Expenses 890,473

UTMCO Corporate Expenses:

General
Benefits 24 986
¥ Revenue Sharing Arrangements (UBIT issue) 8,200
*  Caonstruction Contract 23,079
Board 71,853
* Investing of outside foundations' funds (LBJ Foundation) 16,698
Policies and Corporate Documents 81,180
*  Pooling of Hedge Funds 5,362
Misceilaneous corporate 10,325
Miscellaneous investment 10,175
Miscellaneous non-legal expenses 1,843
Total General 253,711

Disclosure

Open Records’ requests and TPIA issues 3.544
*  Disclosure legislation 83,590
Misceilaneous non-legal expenses 749
Total Disclosure 87,883
Total UTIMCO Corporate V&E Expenses 341,594
Total VEE Expenses , $ 1,232,067

*  Indicates non-recurring expenses 3 256,301
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