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UTIMCO BOARD OF DIRECTORS
MEETING AGENDA
April 10, 2007

UTIMCO
401 Congress Ave., Suite 2800
Austin, Texas

Time ltem # Agenda ltem

Begin - End
OPEN MEETING:
9:00 a.m, 9.05am. 1 Call to Order/Consideration of Minutes of January 25, 2007 Meeting”

9:05 am. 9:25 am. 2 Corporate Resolutions:
- Designation of this Meeting as the Annual Meeting of the UTIMCO Board*
Election of UTIMCO Officers”
Designation of Key Employees®
Designation of Plan Administrative Committee™
Board Committee Assignments®, *

¥

925am.  10:15am. 3 Endowment and Operating Funds Update Report
10115am.  10:35am. 4  Legislative Update |
10:35am.  11:15am. 5  Education Program for UTIMCO Directors

1115p.m.  1t45am. Executive Session:
Pursuant o sections 551.071 and 551.074, Texas Government Code, the
Board of Directors will convene in Executive Session to consult with legal
counsel regarding counsel's advice regarding application of The University of
Texas Investment Management Company Code of Ethics to certain
investment activities, and to defiberate individual personnel matters.
Reconvene into Open Session )

11:45am.  12:00 p.m. 6 . Discussion and Consideration of Recommended Distribution Rates:
- Permanent University Fund®, **
- Permanent Health Fund*, *
- Long Term Fund*, ™
- Intermediate Term Fund®, ™

12:00 p.m. 1:00 p.m.  Lunch _
1.00 p.m. 1:20 p.m. 7 Discussion and Consideration of Report from Audit and Ethics Committee®
1:20 p.m. 1:40 p.m. 8 Report from Risk Committee

140 pm. - 3:30p.m. 9  Asset Allocation Discussion

3:30 p.m. | Adjournment

* Action by resolution required
“Resolution requires further approval fromthe U, T System Board of Regents

Next Scheduled Meeting: May 31, 2007




TAB 1



RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors held on
January 25, 2007, 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 10:20 am. on the 26th day of January, 2007, in the Austin
Room of the Four Seasons Hotel, 1300 Lamar, Houston, Texas, said meefing 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
Robert B, Rowling, Vice Chairman
Mark G. Yudof, Vice Chairman for Policy
Clint D. Carlson
J. Philip Ferguson
Colieen McHugh
Erle Nye
Charles W. Tate

thus, constituting a majority and quorum of the Board. Director Ardon E. Moore was not present at the
meeting. Also attending the meeting were Cathy Iberg, Interim President and CEO, and Managing Director
— Marketable Alternative Investments; Joan Moeller, Secretary and Treasurer of the Corporation; Christy
Wallace, Assistant Secretary of the Corporation; Bill Edwards, Managing Director of Information
Technology; Andrea Reed, Risk Manager; Trey Thompson, Managing Director - Non-Marketable
Alternafive Investments: Tushar Shah, Director of Public Markets; various staff members of the
Corporation; Glenn Opel, outside legal counsel for the Corporation; Keith Brown of the McCombs School
of Business at UT Austin: Philip Aldridge, Charlie Chaffin and Jim Phillips of UT System Administration;
Bruce Myers, Hamilton Lee and Jeanne Rogers of Cambridge Associates; and Greg Anderson of The
Texas A&M University System. Rick Lannamann and Tom Simmons of Spencer Stuart joined the mesting
later as noted in the minutes. Mr. Caven called the meeting to order at 10:20 a.m.

Minutes

The first matter fo come before the Board was approval of the minutes of the meeting of the Board of
Directors held on November 9, 2006. Mr. Nye requested clarifying language be added fo the minutes
regarding the Emst &Young recommendation for additional staff to assist with auditing alternative
investments. Upon motion duly made and seconded, the following resolutions were unanimously adopted:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
November 9, 2006, be, and are hereby, approved, subject to revision as requested
by Director Nye; and



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

Endowment and Operating Funds Update

Mr. Caven asked Ms. Iberg fo present the Corporation's endowment and operating funds update. Ms. lberg
began by discussing performance information for November 30, 2006 and December 31, 2006. She
reviewed portfolio policy ranges and policy targets, and then presented the Market Exposure chart showing
market exposure and deviations from policy targets within tactical policy ranges. The net performance for
the one-month period ended December 31, 2008, for the PUF was 1.08% and for the GEF was 1.10%,
versus benchmark retumns of 0.81% for each fund. The net performance for the one-year period ended
December 31, 2006, for the PUF and GEF were 13.11% and 13.34%, respectively, versus benchmark
returns of 14.65% for each fund. The Intermediate Term Fund’s (ITF) performance was 0.08% versus its
benchmark return of -0.05% for the one-month period, and was 7.28% versus its benchmark return of
7.40% for the six-month period ended December 31, 2006. Performance for the Short Term Fund (STF)
was 0.45% versus 0.44% for its benchmark for the one-month period, and was 5.08% versus a benchmark
return of 4.85% for the one-year period ended December 31, 2008. Ms. Iberg continued by reporting
Cumulative Value Added under the Corporation’s management for periods ended November 30, 2006.
Also presented was information on performance atfribution, fiquidity, derivatives, and actions taken under
the Delegation of Authority. Ms. Iberg asked Ms. Reed to give the report on the Risk Dashboard. Ms.
Iberg, Ms. Reed, Mr. Thompson and Mr. Shah answered the Directors’ questions. Also discussed was the
proposed write-down of the Songbird investment. Staff determined that the Songbird investment and
related securities have been permanently impaired in value and recommended to the Board that they be
written down fo $1.00. Upon motion duly made and seconded, the following resolution was unanimously
adopted:

RESOLVED, that Songbird and Medsite be written down fo $1.00 as of August 31,
20086.

Guest Speaker

Mr. Thompson introduced Mr. Craig Huff, President of Reservoir Capital Group, as a guest speaker. Mr.
Huff gave a brief background of Reservoir Capital Group which he co-founded in 1997. He shared his
views on the current state of the capital markets, discussed several investment opportunities his firm
currently found compelling and gave porifolio highlights. There was a short question and answer session
with the Board following his presentation.

The meeting was recessed for lunch at 12:20 p.m. The Board of the Corporation reconvened in an open
meeting at the same meeting location at 1:35 p.m.



Investment Environment and Opportunities

Mr. Caven asked Ms. Iberg to begin discussion on current investment environment and opportunities. Ms.
Iberg suggested several discussion fopics. This discussion gave the Board, Staff and consultants an
opportunity to have an open-ended and unstructured discussion on issues, concems, and opportunities in
the current investment environment.

Policy Commitiee Report

Mr. Caven asked Mr. Rowling to give a report from the Policy Committee. Mr. Rowling reported that the
Policy Committee had met prior to the Board meeting. They discussed amendments to the Delegation of
Authority, reviewed the Securities Lending Policy, the Soft Dollar Policy and the Proxy Voting Policy, and
approved Travel Guidelines. Mr. Rowling asked Ms. Iberg to provide further detail. Ms. Iberg explained
that the two internal policies reviewed were the Soft Dollar Policy and the Proxy Voting Policy. Also
reviewed and approved by the Policy Committee were the UTIMCO Travel Guidefines. A draft of a
Securities Lending Policy was also reviewed. The Securities Lending Policy was prepared based on an
existing agreement that is in place with the Master Custodian. Outside counsel is in the process of
reviewing the Securities Lending Policy and the Corporation's agreement with the Master Custodian.
Further discussion will be held on the policy. Mr. Rowling, speaking for the Policy Committee, then
recommended proposed amendments to the Delegation of Authority Policy. He stated that most proposed
changes are to provide clarification and make minor editorial changes, and noted two specific changes.
After discussion, with Ms. Iberg answering the Directors’ questions, upon motion duly made and seconded,
the following resolution was unanimously adopted:

RESOLVED, that amendments to the Delegation of Authority Policy be, and are
hereby, approved in the form submitted fo the Corporation’s Board of Directors.

Report from the Advisory Search Committee

Mr. Caven asked Mr. Carlson for an update from the Advisory Search Committee. Mr, Carlson reported
that progress is being made with the search for a new Corporation President, CEO and CIO. At this time,
Rick Lannamann and Tom Simmons of Spencer Stuart joined the meeting. Mr. Carlson introduced Mr.
Lannamann and Mr. Simmons and asked if they would provide background of their roles with Spencer
Stuart and give an update of the search process. Mr. Lannamann answered the Directors’ questions. At
this fime, Mr. Lannamann and Mr. Simmons left the meeting.

Approval of Investment Consultant Contract

Mr. Caven asked Ms. Iberg fo continue by presenting the investment consultant confract. In accordance
with the Delegation of Authority, the Board executes the external investment consultant contract. The
Board approved retaining Cambridge Associates as its investment consultant at their Board mesting on
September 22, 2006, Ms. lberg summarized the changes fo the contract. Staff recommended contract
renewal for a twelve month period beginning December 1, 2006. Upon motion duly made and seconded,
the following resolution was unanimously adopted:



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.

2006 Annual Report

Mr. Caven asked Ms. Moeller to present the 2006 Annual Report. Ms. Moeller explained that the report is
used primarily as a development tool for each of the institutions. The 2006 theme was “Investing in
Technology”. The report highlighted the UT System institutions’ development of technologies in the fields
of medicine, natural and physical sciences, information technology, efc. As in previous years, the Staff
worked with an advisory group consisting of development staff from several UT System institutions to
improve the reporting and Staff continues to have positive feedback. Over 7,800 reports were sent out.

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 2:50 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
UTIMCO Board Meeting
April 10, 2007

Agenda ltem: Corporate Resolutions - Designation of the Annual Meeting, Election of Corporate
Officers, Designation of Key Employees for the Corporation, Designation of Plan
Administrative Committee, and Board Committee Member Assignmenis.

Developed By: Caven, Iberg

Presented By: Caven, Iberg

Type of Item: Action required by UTIMCO Board

Description: 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 fo designate, by position, the
employees who exercise significant decision-making authority. By virtue of their
position with UTIMCO, these persons are "key employees”.

The Board also appoints the Plan Administrative Committee. This committee is an
infernal committee consisting of UTIMCO employees and is responsible for general
administration of the 403(b) Tax Sheltered Annuity Plan of the Corporation.

The Board wil also appoint the Board Committee Member Assignments based on
the recommendations made by Chairman Caven.

Recommendation:  Approval requested for the following:

Designation of this Meeting as the Annual Meeting of the UTIMCO Board
Election of UTIMCO Officers ‘

Designation of Key Employees

Designation of Plan Administrative Committee

Board Committee Member Assignments

Reference: 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 April
10, 2007, 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 QOffice or Offices

H. Scott Caven, Jr. Chairman

Robert B. Rowling Vice-Chairman

Mark G. Yudof Vice-Chairman for Policy

Cathy lberg Interim President, Managing Director

Bill Edwards Managing Director

Joan Moeller Managing Director, Treasurer and Secretary
Lindel Eakman 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.

Cathy fberg

Bill Edwards
Joan Moeller
Lindel Eakman
Russ Kampfe
Harland Doak
Debbie Childers
Gary Hil
Melynda Carter
L.aura Patrick
Cissie Gonzalez
Christy Wallace

Interim President, Managing Director - Marketable Alternative
Investments/Deputy CIO

Managing Director - Information Technology

Managing Director - Accounting, Finance and Administration
Director — Private Markets

Senior Porifolio Manager - Fixed Income Investments
Portfolio Manager - Fixed Income Investmenis

Manager of Portfolio Accounting and Operations

Manager of Investment Reportirg

Manager - Finance and Administration

Associate — Public Markets Investments

General Counsel

Executive Assistant




RESOLUTION RELATED TO PLAN ADMINISTRATIVE COMMITTEE

RESOLVED, that the following employees be designated as the Plan Administrative
Committee, responsible for general administration of 403(b) Tax Sheltered Annuity

Plan of the Corporation.

Cathy Iberg Interim President, Managing Director - Marketable
Alternative Investments/Deputy CIO

Joan Moeller ~ Managing Director -- Accounting, Finance and
Administration

Melynda Carter Manager - Finance and Administration




RESOLUTION RELATED TO COMMITTEE ASSIGNMENTS

BE IT RESOLVED, that Colleen McHugh, Erie Nye, Robert B. Rowling and Charles
W. Tate are hereby designated as the Audit and Ethics Committee of the Board of
Directors, subject fo approval by the Board of Regents at their meeting to be held on
May 9-10, 2007, to serve until the expiration of their term, or until their successor has
been chosen and qualified, or until such their earlier death, resignation or removal;
and

FURTHER RESOLVED, that Erle Nye is hereby designated the Chair of the Audit and
Ethics Committee and shall preside at its meetings.

BE IT RESOLVED, that Clint D. Carlson, J. Philip Ferguson, and Ardon E. Moore are
hereby designated as the Compensation Committee of the Board of Directors to
serve until the expiration of their term, or until their successor has been chosen and
qualified, or until such their earlier death, resignation or removal; and

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

BE IT RESOLVED, that Clint D. Carlson, J. Philip Ferguson, Erle Nye and Charles W.
Tate are hereby designated as the Risk Committee of the Board of Directors to serve
until the expiration of their term, or until their successor has been chosen and
qualified, or until such their earlier death, resignation or removal; and

FURTHER RESOLVED, that Charles W. Tate is hereby designated the Chair of the
Risk Committee and shall preside at its meetings. '

BE IT RESOLVED, that Colleen McHugh, Ardon E. Moore and Robert B. Rowling are
hereby designated as the Policy Committee of the Board of Directors 1o serve until
the expiration of their term, or until their successor has been chosen and qualified, or
until such their earlier death, resignation or removal; and

FURTHER RESOLVED, that Robert B. Rowling is hereby designated the Chair of the
Policy Committee and shall preside at its meetings.
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Agenda ltem:
Developed By:
Presented By:
Type of ltem:

Description:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 10, 2007

Performance Report
Moeller, Hill
lberg

Information ltem

The reports presented are for the periods ended February 28, 2007 (Except as
noted).

No action required.

Market Exposure; UTIMCO Performance Summary; Fund Performance Summaries;
UTIMCO Endowment Funds vs. Cambridge Associates Colleges and Universities
Universe; UTIMCO Endowment Funds vs. Cambridge Associates Colleges and
Universities Greater Than One Billion Dollars Funds Universe; UTIMCO Endowment
Funds vs. Mellon All Funds Universe; UTIMCO Endowment Funds vs, Mellon
Foundations and Endowments Universe.
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Agenda item
UTIMCO Board of Directors Meeting

Aprit 10, 2007
Agenda ltem: Liquidity Profile
Developed By: Moeller, Childers
Presented By: lberg
Type of ltem: Information tem
Description: The reports presented are for the period ended February 28, 2007.
Discussion: As of February 28, 2007 endowment fund assets classified as liquid were 73.4% of

the total assets, and those classified as illiquid were 26.6% of total assets. For the
ITF, 88.1% of the total assets were classified as fiquid, and 11.9% were classified

ifliquid.
Recommendation: No action required.
Reference: Combined Liquidity Profile-Endowment Funds, PUF Liquidity Profile, GEF Liquidity

Profile, ITF Liquidity Profile, Certification of PUF, GEF and [TF Liquidity Profiles,
lliquid Investments Approved/Delegated or Funded from Last Report to UTIMCO
Board, PUF Actual Liquidity Classification, GEF Actual Liquidity Classification, and
ITF Actual Liquidity Classification.



Combined Liquidity Profile - Endowment Funds
February 28, 2007

Parcent of Total Portfolio

Liquid liguid
Current:
2/28/2007 173172007
Market Value Percent Market Value Percent
Ligquid 12,784,429,743.70 73.4 12,794,255,998.56 73.9
fliquid 4644423 578.44 26.6 4.510,044,555.30 26.}
17,428,853,322.14 100.0 17,304,300.,553.86 100.0

Approved but not yet invested iiliquid marketable investments:

2/28/2007 113172007
Market Value Percent Market Value Percent
Liquid 12,771,407,854.06 73.3 12,773,613,358.33 73.8
Hliquid 4.657,445,468.08 26.7 4,530,687,195.53 26.2
17,428,853,322.14 100.0 17,304,300,553.86 100.0

Liguid: Investments that couid 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: Investments that could be converted to cash in a orderly market over a period of more than 3 months orin a

shorterperiod of W accepting a discount of more than 10%.
L Z:é“g , as Risk Manager, certify that I have reviewed the liquidity categories provided by the

Managing Directors and concur with the classifications.
I Mm,_, as Chief Comphiance Officer and MD of Accounting, Finance and Administration,
certify that I have verified that the Managing Directors’ liquidity classifications have been accurately reported and

that Wgc Iculations are accurate.
I, | % , as Interim President of UTIMCO, certify that 1 have reviewed the liquidity categories, classifications

by Managing(}jrrectors and the method of calculating statistics presented in this report and concur with the information presented.




PUF Liquidity Profile
February 28, 2007
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Liquid Hhiquid
Current:
2/28/2007 1/31/2007
Market Value Percent Market Value Percent
Liquid 8,305,244,495.27 73.6 8,268,123,004.37 74.0
Hliquid 2,971,941.077.83 26.4 2,897,775,249.20 26.0
11,277,185,573.10 100.0 11,165,898,253.57 100.0

Approved but not yet invested illiquid marketable investments:

27282007 113172007
Market Value Percent Market Value Percent
Liquid 8,206,875,291.84 73.6 3,264,447,007.42 74.0
Miquid 2,980,310,181.26 264 2,901,451,246.15 26.0
11,277,185,573.10 100.0 11,165,808,253.57 100.0

Liquid: Invesiments 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.
Iiligquid: Tnvestments that could be converted to cash in a orderly market over a period of more than 3 months or ina

shortezperiod of time by accepting a discount of more than 10%.
1, & . as Risk Manager, certify that | have reviewed the liquidity categories provided by the

Managing Directors and concur with the classifications.
i , a8 Chief Compliance Officer and MD of Accounting, Finance and Administratior,
certify that [ have verified that the Managing Directors' iquidity classifications have been accurately reporied and

that the percentage calculations are accurate.

I, /M/} W , as Interim President of UTIMCO, certify that i have reviewed the liquidity categories, classifications
by Managin{@ir@ctors and the method of calculating statistics presented in this report and concur with the information presented.




GEF Liquidity Profile
February 28, 2007
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Liquid fiquid

Current:
212872007 1/31/2007
Market Value Percent Market Value Percent
Liguid 4,479,185,248.43 72.8 4,526,132,994.19 73.7
fliquid 1,672,482,500.61 27.2 1,612,269,306.10 26.3
6,151,667,749.04 100.0 6,138,402,300.29 100.0

Approved but not yet invested illiquid smarketable investments:

2/28/2007 1/31/20607
Market Value Percent Market Value Percent
Liguid 4.474,532,462.22 2.7 4,509,166,350.91 73.5
Mliquid 1,677,135,286.82 273 1,629,235,949.38 26.5
6,151,667,749.04 100.0 6,138,402,300,29 100.6

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

shortepperiod of timpe by accepting a discount of more than 10%.
I, _@éﬁ‘_{ Z , as Risk Manager, certify that I have reviewed the liquidity categories provided by the
Managing Directors and concur with the classifications.

L _.as Chief Compliance Officer and MD of Accounting, Finance and Administration,
certify that I have verified that the Managing Directors' liquidity classifications have been accurately reported and

that the percentage galculations are accurate.
IR Mtd/f’ '7@/ , as Interim President of UTIMCO, certify that I have reviewed the liquidity categories, classifications
by Managing @‘rectors anddhe method of calculating statistics presented in this report and concur with the information presented.




ITF Liguidity Profile
February 28, 2007
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Liguid [Hiquid
Current:
272812007 1/31/2067
Market Value Percent Market Value Percent
Liquid 3,359,280,191.10 88.1 3,143,139,690.02 87.4
Hiiquid 452,938,766.91 11.9 454,582,448.09 12.6
3,812,318,958.01 160.0 3,597,722,138.11 100.0

Approved but not yet invested illiquid marketabie investments:

2/28/2007 1/3172007
Market Value Percent Market Value Percent,
Liquid 3,347,402,080.72 87.8 3,138,782,330.19 8§72
Mliguid 464,916,877.29 12.2 458,939 807.92 12.8
3.812,318,958.01 100.0 3,597,722,138.11 106.0

Liguid: Investments that could be converted to cash within a period of 1 day to 3 months in an ordesty market at a discount
of 10% or less.
Iiliguid: Investments that could be converted to cash ina orderly market over a period of more than 3 months or in a

shortegperiod of tigge byfacoepting a discount of more than 10%.
I, , as Risk Manager, certify that T have reviewed the Hquidity categories provided by the

Managing Directors and concur with the classifications.

I, ():Y;M /ané’ ,p ﬂj,.....—-;— as Chief Compliance Officer and MD of Accounting, Finance and Administration,
certify that I have verified that the Managing Directors’ liquidity classifications have been accurately reported and

t%lat(l}e percentage calculations are accurate.
1, j%’ % , as Interim President of UTIMCO, certify that T have reviewed the liquidity categories, classifications

by Managin@irectors andthe method of calcufating statistics presented in this report and concur with the information presented.




Liguidity Profile for PUF, GEF and ITF
February 28, 2007

| 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.

mﬂk Tushar Shah, Director - Public Markets

3’"2—;’“6 :pl Date

m }W Cathy Iberg, Managing Director - Marketable Alternatives

ﬁ/ég/w 7 Date

j/\ﬁ(\/) @MV”W\" Trey Thompson, Managing Director - Non-Marketable Alternatives

3 "QB 10’7 Daie




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

December 1, 2096 through Febrnary 28, 2007

Public Markets

Change in investment's iquidity classification

{ TTFs IMBO investment reduced penalty to 10% after one-year anniversary

Marketable Alternative investments

: BMSO - one year lockap period expired

Board
Approved/ Committed Amount Fuoded Amount
vate Market investments Delepated PUF GLEF ITe I'CF GEF ITF
Cerberss Institutional Partners, LP. 12/1/2000 $ 26,250,000.00 § 48,750,000.00 § - $ 4,880,552.00 § 262795000 § -
Wingate Partners IV, L.P.** 12/1502006  § 1:,413,044,00 § 21,19565200 § - $§ 63586956 $ 34239132 § u
7C European Equity Pariners Tandem Fund* 120202006 § 2561344500 $ 13,791,855.00 § - § - 3 - 3 -
1T Globat Value Fund A, L.P. 17872007 $ 48,750,000.00 § 26,250,00000 § - $ 17,062,500.00 $ 9,187,500.00 § -
Eos Capital Parmers IV, L.P. 2128/2007 % 32,500,000.00 $ 17,500,00000 8 - & - 5 - $ -
0 denominated commitments fo Non US funds are converled fo US doflars using the exchange rate in effect on the closing date.
mounls are commitments gt closing - we are committed to 30% of folal commitments up fo $32.5m PUF and $17.5m GEF - second and finsl close expected 2115807
Public Markets
T hw Mountain 11212007 $ 26,600,060.00 $ 14,000,00000 $ - $ 26,000,000.00 § 14,000,000.00 S -
Hedge Fund Pool Hedge fund Pool
; Committed Funded
larketable Alternative investments Anount Amount
" Blackstone Distressed 12/1/2606 3 25,000,000.00 § 25,000,000.00
Bue Ridge 1212007 $  75,000,060,00 % 75,000,000.06
- ™lackstone Distressed 21172007 £ 25,800,060.00 $ 25.500,000.00
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Agenda ltem

UTIMCO Board Meeting
Aprit 10, 2007
Agenda ltem: Discussion of Risk Dashboard
Developed By: iberg
Presented By: tberg
Type of ltem: Information item
Description; UTIMCO has developed a set of standardized charts and graphs that will be

provided fo the Board on a monthly basis presenting a comprehensive risk analysis
of the Endowment Funds and the [TF.

For this Board Meeting we will present the Risk Dashboard for January 2007.

Discussion: The role of the Dashboard is to give Board Members a comprehensive view of risk
as it relates fo the Endowment Funds and [TF. 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 ltem:
Deveioped By:
Presented By:
Type of ltem:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 10, 2007

Comprehensive Derivative Report
Childers

tberg

information ltem

The Derivative Investment Policy (“Policy”) requires that UTIMCO provide a
comprehensive report of ali 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
February 28, 2007.

As of February 28, 2007, net mark-to-market values of derivatives (internal and
external) was $47.0 million,

The mark-fo-market value of over-the-counter options was $42.3 million. While
$59.9 million was owed to counterparties by the PUF, GEF and ITF (Funds), $82.2
million was owed by counterparties fo the Funds. This $82.2 miflion owed to the
Funds represents the Funds' counterparty risk. As permitted by bilateral ISDA
collateral agreements, the Funds called $20 million of collateral to be posted by a
broker, thereby reducing the counterparty risk exposure. The $82.2 million reflects
the reduced 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 ltem:
Developed by:
Presented by:
Type of ltem:

Description:

Recommendation:

Discussion:

Reference:

Agenda item
UTIMCO Board of Directors Meeting
April 10, 2007

Report on Actions taken under the Delegation of Authority
Staff

lberg

Information 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 tofal
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 CEO nofify 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 CEO the authority to make all
personnel management decisions regarding positions included in the approved
budget and grants authority to the CEO fo add non-budgeted personnei 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,
and (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
Adjustments
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Report on

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

Arrangements

For January 6, 2007 through March 23, 2007
(Total Obligation per Agreement less than $1 million)

debt securities

Annual
Agreement Pufpose Contract Term Amount
| 1.ehman Brothers Prowde_s access to Lehman indices and | 4/1/2006 - 3/31/2007 $15,000
underlying data Renews annually
w/invoice
X . . Renews every 5 years,
Burgiss Group Portfolio management system for Private next expiration Apr 2012 $23,876
Markets
APS Maintenance/Service Agreement (KM F650 12/9/0;? ) 1?./9/0? Renews $300.00
Fax) annually w/invoice
Maintenance/service agreement on audio/visual 12/31/06 -~ 12/30/07
Onsite AV X Agreement is not $12,704
equipment .
automatically renewable
Qervices that renew via invoice on a monthly or quarterly basis:
‘ . . . Renews quarterly via
Bloomberg All—m-_one m"‘vestment‘ platform for trading, invoice and may be $235,887
analysis and information .
canceled at any time
American Stock exchange Used to access stock prices and related news Monthly invoice $2,536
Quarterly invoice — fees
International Fund Services Risk System increased as accounts are | $556,000
added
Factset Research Systems Analytical tool for performance Monthly invoice $285,210
New York Stock Exchange Used to access stock prices and related news Monthly invoice $2,865
Options Pricing Report Used 0 access option prices and related news Quarterly invoice $480
‘ . Renews quarterly via
Standard & Poor's Compustat) | Provide information for Factset invoice (end of Jan, April, | $27,420
July Oct)
Thomson Venture Economics Venture ca}pltai and private equity benchmarks Monthly invoice $18,684
and other industry data
. . . ‘ Renews quarterly via
g&%ﬁgzgg I;:)nanctal Provide information for Factset invoice {renewed $27,000
P 2/28/2006)
Primary quotation and trading system for U.S.
Trade Web Treasury, Agency, Mortgage and Corporate Monthly invoice $19,800




Market Axess

Competitive quotation and trading system for
corporate securities

Quarterly invoice

$3,600

Bourse de Montreal

Real time quotations of Canadian equity futures

Monthly invoice

$2,400




Report to the UTIMCO Board of Directors
Staffing Adjustments
April 10,2007

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 CEO to add non-budgeted personnel as necessary, provided such additions are promptly
reported to the UTIMCO Board. During the last quarter, the following staffing decisions were made:

CEO Department — General Counsel was hired and reports to the CEO. The General Counsel will
provide legal advice and counsel to UTIMCO Board .and staff on corporate and fiduciary matters
including but not limited to advising on personnel matters, interpreting federal and state laws and
regulations as it relates fo UTIMCO's business such as 501(c)(3) exempt organization issues, tax-
deferred and other employee benefit programs, fiduciary and trust issues, ethic policies,
general contract issues, open record requests, legislation, policy related issues, and other corporate
matters as they arise. In addition to the above she shall serve as an integral member to meet the
needs of UTIMCO's institutional compliance function. This position replaces a budgeted position for
a client service manager.

Marketable Alternatives Department — A part-time File Clerk was hired to help manage the record-
keeping and file organization process. This position will primarily serve the Marketable Alternatives
Department but will also assist the other investment and administrative areas as needed. This is an
unbudgeted position.
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Agenda ltem:
Developed By:
Presented By:
Type of item:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meefing
Aprit 10, 2007
Legislative Update
Gonzalez
Gonzalez

information item

This agenda item is intended to update the Board on the current status of
legislation affecting UTIMCO in the 80th Regular Legislative Session.

Staff will continue to monitor the status of legislation affecting UTIMCO in the 80
Regular Legislative Session.

None

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

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 10, 2007

Educational Program for UTIMCO Directors
Turner

Turner

information item

The Investment Management Services Agreement between the UT System Board
of Regents and UTIMCO requires that UTIMCO provide training and education fo
members of the UTIMCO Board of Directors to assure that all duties required of
directors under Texas Non-profit Corporation Act and that matters related to legal
and fiduciary responsibilities of the Directors, including current regufations for
determining reasonable compensation, are outlined and discussed fully. Board
fraining is provided through an orientation session when new members of the
Board are selected by the UT System Board of Regents. This agenda item serves
as an update for current Board members.

Jerry Turner of Vinson & Elkins will present the “Educational Program for UTIMCO
Directors.” Jerry Tumer is lead counsel and manages the relationship with
UTIMCO.

none

Educational Program for UTIMCO Directors presentation
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Agenda item
UTIMCO Board of Directors Meeting

April 10, 2007
Agenda item: Discussion and Consideration of Recommended Distribution Rates
Deveioped By: Iberg, Moeller, Hill
Presented By: Iberg
Type of ltem: Action Htem: Action required by UTIMCO Board; Action required by U.T. System
Board of Regents
Description: 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,

Recommendation: UTIMCO staff recommends that the UTIMCO Board approve the following for fiscal
year ending August 31, 2008:

1) The distribution from the PUF to the Available University Fund be
increased by 12.0% from $400,685,603 to $448,942,761

2) The distribution rate for the PHF be increased from $0.0496 per unit to
$0.0511 per unit

3) The distribution rate for the LTF be increased from $0.2844 per unit to
$0.2929 per unit

4) The distribution rate for the ITF remains at 3.0% per annum.

Reference: Recommendation of Distribution Rates
Investment Policy Statements



RESOLUTION RELATED TO PUF DISTRIBUTION AND
PHF, LTF AND ITF DISTRIBUTION RATE INCREASES

RESOLVED, that the annual distribution amount for the Permanent University Fund be
increased from $400,685,603 to $448,942,761, for fiscal year 2008, effective with the
September 1, 2007 distribution; the distribution rate for the Permanent Health Fund be
increased from $.0496 per unit to $.0511; the Long Term Fund be increased from
$0.2844 per unit to $0.2929 per unit for fiscal year 2008, effective with the November
30, 2007 distributions; and the distribution rate for the Intermediate Term Fund remain
at 3.0% per annum for fiscal year 2008, effective with the September 1, 2007
distribution.

BE [T FURTHER RESOLVED, that the annual distribution amount for the Permanent
University Fund and 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 Distribution Amount and Rates

PUF

The PUF Investment Policy states that the annual distribution from the PUF to the AUF shall be an
amount equal to 4.75% of the trailing 12 - quarter average of the net asset value of the Fund for the
quarter ending February of each fiscal year. Per this formula, the amount to be distributed from the

PUF for Fiscal Year 2007-2008 is $448,942,761 as calculated below:

Quatrter Ended Net Assef Value

5131104 7.497,892,228

8/31/04 8,087,677,618

11/30/04 8,648,150,213

2128105 8,832,164,283

5/31/05 8,809,839,516

8/31/05 9,426,742,792

11/30/05 9,564,640,080

2128108 9,798,633,228

5/31/06 10,028,861,545

8/31/06 10,313,393,571

11/30/06 10,760,220,191

02128107 11,058,603,363

$ 143,417,118,628

Number of Quarters 12
Average Net Asset Value $ 9451,428,552
Distribution Percentage 4.75%
FY 2007-08 Distribution $ 448 942,761

Article V11, Section 18 of the Texas Constitution requires that the amount of distributions to the AUF
be determined by the U.T. Board of Regents in a manner intended to provide the AUF with a stable
and predictable stream of annual distributions and to maintain over time the purchasing power of
PUF investments and annual distributions to the AUF. The Constitution further fimits the
U.T. Board's discretion to set annual PUF distributions to the satisfaction of three tests:




The amount of PUF distributions to the AUF 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 PUF bonds and notes. The proposed
distribution of $448,942,761 is substantially greater than PUF Bonds Debt Service of $156,813,277

projected for FY 2007-2008.

1. The U. 7. Board may no

System Debt Service
U.T $ 95,604,861
TAMU 61,208,415
Total $ 156,813,277
Sources: 4. T, System Office of Finance
Texas ABM University System Office of Treasury
Senvices

t increase annual PUF distributions to the AUF (except as necessary
to pay PUF debt service) if the purchasing power of PUF investments for any rolfing 10-year
period has not been preserved. As the schedule below indicates, the average annual
increase in the rate of growth of the value of PUF investments (net of expenses, inflation,
and distributions) for the trailing 10-year period ended February 28, 2007 was 4.13%, which

indicates that the purchasing power test was met.

Average Annual Percent

Rate of Total Retumn 0.68%
Mineral Interest Recelpls 1.54%
Expense Rate (0.22)% {1)
Inflation Rate (2.48)%
Distribution Rate (4.41)%
Net Real Return 4.13%

{1) The expense rate as shown is a fen year annualized average
and includes all PUF Investment and PUF Land expenses,
incliding the UTIMCO managemen fee, paid dirsctly by the
PUF. Prior to November 29, 1999, expenses refated to PUF
Investments and PUF Lands were paid from the AUF.
Management fees that are netted from asset valuations, and
are niot paid direcily by the PUF are not included, as they are a

redugtion to the Rate of Total Return,

2. The annual distribution from the PUF to the AUF during any fiscal year made by the

U. T. Board may note

xceed an amount equal to 7% of the average net fair market value of

PUF investment assets as determined by the U. T. Board, (except as necessary to pay
PUF bonds debt service). The annual distribution rate calculated using the trailing 12 -

quarter average value of the PUF is within the 7% maximum allowable distribution rate.
Proposed
Distribution
asa % of Maximumn
Valie of PUF Proposed Value of PUF Allowed
Investments (1) Distribution Investments Rate
$9,451,426,552 $448,942,761 4.75% 7.00%

{1) Source: UTIMCC



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 3.0% increase in the LTF distribution rate from $0.2844 to $0.2929 per
unit. The increase is recommended based on the LTF's Investment Policy to increase the
distributions by the average rate of inflation for the trailing twelve quarters. The LTF's distribution
rate calculated using the prior twelve quarter average value of the LTF is 4.7%, 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, 2006, was 3.0%.

\We are recommending a 3.0% increase in the PHF distribution rate of $.0496 to $.0511 per unit.
The PHF’s distribution rate calculated using the prior twelve quarter average value of the PHF is
4.6%, within the range of 3.5% to 5.5% set forth in the PHF Investment Policy.

ITF

We are recommending that the distribution rate remain at 3.0% for fiscal year 2008.
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Agenda ltem:
Developed By:
Presented By:

Type of item:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 10, 2007

Discussion and Consideration of Report from Audit and Ethics Committee
Moelier, Hill, Carter
Nye

Action required by UTIMCO Board related to year end audits; information item on
other items

An Audit and Ethics Committee (“Committee”) meeting was held on March 19, 2007.
The Committee’s agenda included (1) the review and consideration of Emst &
Young, LLP's Financial Statement Audit Results and Communications for the
Corporation; (2) review and consideration of the results of the internal control
assessment on the Corporation; (3) review and consideration of the audited financial
statements of the Corporation; {4) review of unaudited financial statements for the
three months ended November 30, 2006 for the Funds and the Corporation; (5) a
presentation on the Corporation’s Enterprise Risk Management and (6) review of
other compliance, reporting, and audit issues.

The UTIMCO financial statements and internal controls were audited by Emst &
Young, LLP. Ricky Richter, coordinating partner, presented to the Committee Ernst
& Young, LLP's Audit Results and Communications lefter as well as answered
questions related to the financial statements and internal controls. Emst & Young
issued an ungualified opinion on the August 31, 2006 financial statements. A copy
of the Audit Results and Communications, the internal confrol reports, and the
audited financial statements are included. The Committee approved the reports
related to the annual audit.

Routine activities of the Committee included reviewing the unaudited financial
statements for the first quarter for the Funds and UTIMCO Corporation and the
quarterly compliance reports. The Committee’s responsibifity also includes
evaluating the Corporation’s Enterprise Risk Management ("ERM”). The Commitiee
reviewed two components of ERM, internal environment and objective setting during
the meeting.

The Committee recommends that the Board approve Emst & Young, LLP’s Financial
Statement Audit Results and Communications, the Report on Internal Control over
Financial Reporting, and the audited financial statements and audit report for the
Corporation.

Audit Results and Communications; Report on Internal Control over Financial
Reporting; Audited financial statements and audit report for the Corporation



RESOLUTIONS RELATED TO AUDITS OF THE CORPORATION FOR
FISCAL YEAR 2006

RESOLVED, that Ernst & Young, LLP’s Financial Statement Audit Results
and Communications for the Corporation for the year ended August 31,
2006, be, and are hereby approved in the form as presented to the Board;
and further

RESOLVED, that UTIMCO management's assertions on Internal Control
over Financial Reporting, and the independent accountant's report for the
Corporation for the year ended August 31, 2006, 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 each for the fiscal years ended August 31, 2006 and
August 31, 2005, be, and are hereby approved in the form as presented to
the Board.
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Ell FrNST & YOUNG ® Ernst & Young LLP ® Phone: (512) 478-9881

Suite 1800 Fax: (512)473-3499
4901 Congress Avenue WWW,EY_COM:
Austin, Texas 78701

The Audit and Ethics Committee

The University of Texas Investment Management Company

We are pleased to present the results of our audit of the financial statements of the University
of Texas Investment Management Company (the “Company”) for the year ended August 31,
2006.

This report to the Audit and Ethics Committee is organized into the following sections:

. Required Communications

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

We appreciate this opportunity to meet with you to discuss the contents of this report and
answer any questions you may have about these or any other audit-related matters.

Very truly yours,

P

Ricky L. Richter



2006 AupIiT RESULTS AND
COMMUNICATIONS

Required Communications

Statement on Auditing Standards No. 61 and other professional standards require the
auditor to provide the audit committee with additional information regarding the scope and
results of the audit that may assist the audit committee in overseeing management’s

financial reporting and disclosure process. Below we summarize these required
communications.



2006 AupIt RESULTS AND

COMMUNICATIONS

Area

Auditors’ Responsibilities Under Generally Aceepted Auditing Standards
{GAAS)

The financial statements are the responsibility of management. Our
audits were designed in accordance with auditing standards
generally accepted in the United States to provide reasonable,
rather than absolute, assurance that the financial statements are free
of material misstatement. As a part of our audit, we obtained an
understanding of internal control sufficient to plan our audit and io
determine the nature, timing, and extent of testing performed.

Comments

‘We issued an unqualified opinion on the August 31,
2006 financial statements.

Our Judgments About the Quality of the Company's Accounting Principles
We discuss our judgments about the quality, not just the
acceptability, of the accounting policies as applied in the Funds’
financial reporting, including the consistency of the accounting
policies and their application and the clarity and completeness of
the financial statements and related disclosures.

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

Sensitive Accounting Estimates

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

We determine that the Audit Committee is informed about
management’s process for formulating particularly sensitive
accounting esiimates and about the basis for our conclusions
regarding the reasonableness of those estimates.

Estimates in the 2006 financial statements did not
require significant management judgment.

The Adoption of, or a Change in an Accounting Principle

We determine that the Audit Committee is informed about the
initia} selection of, and any changes in, significant accounting
principles or their application when the accounting principle or its
application, including alternative methods of applying the
accounting principle, has a material effect on the financial
statements,

None.

Methods of Accounting for Significant Unusual Transactiens ard for
Controversial or Emerging Areas

We determine that the Audit Conunittee is informed about the
methods used to account for significant unusual transactions and
the effects of significant accounting policies in controversial or
emerging areas for which there is a lack of authoritative guidance
OF COnsensus,

We are not aware of any significant unusual transactions
recorded by the Company or of any significant
accounting policies used by the Company related to
controversial or emerging areas for which there is a lack
of authoritative guidance.




2006 AupiT ESLTS Ni)

COMMUNICATIONS

Area Comments

Significant Audit Adjustments

We provide the Audit Committee with information about
adjustments arising from the audit (whether recorded or not) that
could in our judgment either individually or in the aggregate have a
significant effect on the Company’s financial statements.

There were no recorded audit adjustments related to the
fiscal year 2006 audit.

Unadjusted Audit Differences Considered by Management fo Be
Immaterial

We inform the Audit Committee about unadjusted audit differences
accamuiated by us (i.e., adjustments either identified by us or
brought to our attention by management) during the current audit
and pertaining to the latest period presented that were determined
by management fo be immaterial, both individually and in the
ageregate, to the financial statements as a whole.

There were no unadjusted audit differences related to
the fiscal year 2006 audit.

Fraud and lllegat Acts

‘We report to the Audit Commiitee fraud and illegal acts involving
senior management and fraud and illegal acts (whether caused by
senior management or other employees) that cause a material
misstatement of the financial statements.

We are not aware of any fraud or illegal acts,

Material Weaknesses in Internal Control

We are required fo communicate all material weaknesses in internal
control, which may have been identified during the course of our
audit.

No material weaknesses were identified.

Disagreements with Management

None.
Sericns Difficuities Encountered in Dealing with Management when None.
Performing the Audit
Major Issues Discussed with Management Prior to Retention None.

Consuftation with Other Accountants

None of which we are aware.

Other Matiars

None.

Other tnformation in Documents Containing Audited Financial Statements
Our financial statement audit opinion only relates to the financial
siatements and the accompanying notes. However, we also review
other information such as Management’s Discussion and Analysis,
for consistency with the audited financial statements.

We believe that Management’s Discussion and Analysis
is consistent with the audited financial statements.
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Independent Accountant's Report

We have examined management’s assertion, included in the accompanying Report of Management on the
University of Texas Investment Management Company’s Internal Control Over Financial Reporting, that
the University of Texas Investment Management Company (UTIMCO) maintained effective internal
control over financial reporting as of August 31, 2006, based on criteria established in “Internal Confrol-
Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway
Commission. UTIMCO’s management is responsible for maintaining effective internal control over
financial reporting. Our responsibility is to express an opinion on management’s assertion based on our
examination,

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants and, accordingly, included obtaining an understanding of the
internal control over financial reporting, testing and evaluating the design and operating effectiveness of the
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our examination provides a reasonable basis for our opinion.

Because of inherent limitations in any internal control, misstatements due to error ot fraud may occur and
not be detected. Also, projections of any evaluation of the internal control over financial reporting to future
periods are subject to the risk that the internal control may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assertion that the UTIMCO maintained effective internal control over
financial reporting as of August 31, 2006, is fairly stated, in all material respects, based on criteria
established in “Internal Control-Integrated Framework” issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

Gt + LLP

January 5, 2007

A member firm of Ernst & Young Globat Limited



Report by Management
The University of Texas Investment Management Company’s
Internal Control over Financial Reporting

January §, 2007

The University of Texas Investment Management Company (UTIMCO) is responsible
for the preparation, integrity, and fair presentation of its published financial statements
as of August 31, 2006, and for the twelve months then ended. The financial statements
of the Company have been prepared in accordance with generally accepted accounting
principles, and, as such, include some amounts that are based on judgments and
estimates of management.

INTERNAL CONTROL OVER FINANCIAL REPORTING

We, as members of management of UTIMCO, are responsible for establishing and
maintaining effective internal control over financial reporting as it related to its
financial statements presented in conformity with generally accepted accounting
principles. Internal control is designed to provide reasonable assurance to the
UTIMCO management and board of directors regarding the preparation of reliable
published financial statements. Internal control over financial reporting includes self-
monitoring mechanisms, and actions are taken to correct deficiencies as they are
identified.

Because of inherent limitations in any internal control, no matter how well designed,
misstatements due to error or fraud may occur and not be detected, including the
possibility of the circumvention or overriding of controls. Accordingly, even effective
internal control over financial reporting can provide only reasonable assurance with
respect to financial statement preparation. Further, because of changes in conditions,
internal control effectiveness may vary over time.

Management has assessed the UTIMCO internal control over financial reporting as it
relates to its financial statements presented in conformity with generally accepted
accounting principles as of August 31, 2006. This assessment was based on criteria for
effective internal control over financial reporting described in “Internal Control-
Integrated Framework” issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this assessment, we assert that UTIMCO maintained

tel 512-225.18680 + Fax 512:-225-4680 +* 40 Congress Avaernoe, Syite 2800 +« Austin, IX TB70Y
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effective internal control over financial reporting as it relates to its financial statements
presented in conformity with generally accepted accounting as of August 31, 2006,
based on the specified criteria outlined in this integrated framework.

The University of Texas Investment Management Company

s, S/ Qe YV Nl

Caﬁy Iberg, CPA U ' J(#m Moeller, CPA
Interim President, Chief Executive Officer, Managing Director-Accounting,
and Chief Investment Officer Finance, and Administration
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Report of Independent Auditors

The Board of Directors
The University of Texas Investment Management Company

We have audited the accompanying financial statements of The University of Texas Investment
Management Company (UTIMCO) as of and for the years ended August 31, 2006 and 2005, as
listed in the table of contents. These financial statements are the responsibility of UTIMCO's
management. Our responsibility is to express an opinion on these financial statements based on
our audits. '

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the UTIMCO as of August 31, 2006 and 2005, and the results of its
operations and its cash flow for the years then ended, in conformity with accounting principles
generally accepted in the United States.

Management’s discussion and analysis on pages 2 through 5 is not a required part of the
financial statements but is supplementary information required by accounting principles
generally accepted in the United States. We have applied certain limited procedures, which

consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the

information and express no opinion on it.
,é/vm;t ¥ MLL?

January 5, 2007

A member firm of Ernst & Young Globat Limited



MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)

Our discussion and analysis of the financial performance for The University of Texas
Investment Management Company (UTIMCO) provides an overview of its activities for the
period ended August 31, 2006. This discussion was prepared by UTIMCO management and
should be read in conjunction with the UTIMCO financial statements and notes. UTIMCO
is a 501(c) (3) investment management corpotation whose sole purpose is the management
of investment assets under the fiduciary care of the Board of Regents of The University of
Texas System (UT Board).

Created in March 1996, UTIMCO is the first external investment corporation formed by 2
public university system. It invests endowment and operating funds in excess of $20 billion.
UTIMCO is governed by a nine-member Board of Directors appointed by the UT System
Board of Regents. The UTIMCO Board of Directors includes three members of the UT
Board, the Chancellor of The University of Texas System, and five outside investment
professionals (including one tepresentative from the Texas A&M University System). The
UTIMCO Board and the UT System Board of Regents have entered mto an Investment
Management Services Agreement delegating investment management responsibility for all
investments to UTIMCO.

The purpose of the MD&A is to provide an objective and easily readable analysis of the
UTIMCO financial statements based upon currently known facts, decisions or conditions.

Financial Highlights

Net assets decreased by $3.6 million from $8.7 million to $5.1 million, or approximately
41%, for the year ended August 31, 2006. This is compared to a decrease of §3.4 million
from $12.1 million to $8.7 million, or approximately 28%, for the year ended August 31,
2005. The change in net assets from year to year is mainly attributable to the fact that
UTIMCO gebated $4 million back to The University of Texas System investment funds in
both years. The rebate amounts were determined as set forth in the Investment Management
Services Agreement between UTIMCO and the UT System Board of Regents.

On Pebruary 1, 2006, UTIMCO implemented and invested in a new fund, The University of
Texas System Intermediate Term Fund. Additional management fees were réceived which
were offset by additional expenses related to managing the fund.

Use of Financial Statements and Notes

UTIMCOQ financial statements are prepared in accordance with standards issued by the
Govetnmental Accounting Standards Board (GASB). Three financial statements are typically
required under GASB: Statement of Net Assets or Balance Sheets, Statement of Revenues,
Expenses and Changes in Net Assets, and the Statement of Cash Flows.

The notes to the financial statements contain supplemental information that is essential for
the fair presentation of the financial statements.



Balance Sheets

The Balance Sheets present assets, liabilities, and the net assets of UTIMCO as of the end of
the fiscal year. These statements have been prepared using the accrual basis of accounting,

The following summarizes the Balance Sheets:

2006 2005 2004

Assets

Cash & Cash Equivalents $ 5,568,970  § 3,006059 § 6,682,363

Investments, at Fair Value - 7,429,273 7,257,863

Other Assets 3,981,382 1.502.914 821.851
Total Assets $ 9550352  $11938246  §14.762.077
Liabilities & Net Assets

Accounts Payable & Other Accrued Expenses $ 2,496,053 § 2876904 § 2605500

Deferred Rent 1,951,631 326,753 -

Unrestricted Net Assets 5,102,668 8,734,589 12,156,577
Total Liabilities & Net Assets $ 9550352  $£11.938246 §147062077

The changes in Balance Sheet components are primarily the result of the following:

» Duting the 2006 and the 2005 fiscal years, UTIMCO rebated $4 million back to
The University of Texas System investment funds. The rebate amounts were
determined as set forth in the Investment Management Services Agreement
between UTIMCO and the UT System Board of Regents.

e The investment in The Univessity of Texas System Short Intermediate Term
Fund was liquidated duting the year ending August 31, 2006.

e Other Assets increased during fiscal years 2006 and 2005 by approximately
$2,478,000 and $681,000, respectively. Property and equipment, net increased by
approximately $2,682,000 in 2006 and $557,000 in 2005 related to purchases of
leaschold improvements, furniture, and computer equipment for UTIMCO’s
new leased facilities. In addition, deposits increased by $113,000 during fiscal
year 2005 but decreased by $265,000 in fiscal year 2006 as 2 result of timing from
putchases of new furniture.

e UTIMCO entered into a new office lease effective September 1, 2005, and in
connection with this lease, the landiord provided UTIMCO with rent holidays
and a tenant improvement allowance. UTIMCO has recorded the rent holidays
and tenant improvement allowances as a deferred rent liability.



Statements of Revenues, Expenses and Changes in Net Assets

The Statements of Revenues, Expenses and Changes in Net Assets are based upon the
financial activity of the organization. The putpose of these statements is to present details
comprising the revenue, expenses, and changes to net assets for the periods reported. The
following table summarizes the Statements of Revenues, Expenses and Changes in Net
Assets:

2006 2005 2004
Revenue
Management Fees $ 11,441,802 $ 10,458,115  § 9,519,273
Other Revenue 264,415 287,633 238,229
11,706,217 10,745,748 9,757,502
Expenses
Salaties & Benefits 7,703,543 7,230,998 6,212,011
General Operating Expenses 1,683,029 1,147,653 088,371
Depreciation Expense 516,693 272,83¢ 261,894
Other Expenses 1.434.873 1,516,249 1,162,697
11,338,138 10,167,736 8,624,973
Management Fee Rebate (4,000,000) (4,000,000) -
(Decrease)/ Increase in Unrestricted Net Assets (3,631,921) (3,421,988) 1,132,529
Net Assets, Beginning of Period 8,734,589 12,156,577 11,024,048
Net Assets, End of Period $ 5102668 3 8734589 §£12156577

The changes in the Statements of Revenues, Expenses and Changes in Net Assets are
primarily the result of the following:

s Management Fee revenue for each year presented are based upon the operating
budget and management fee approved in advance each year by both the UTIMCO
Board of Directors and the UT System Board of Regents. Revenue fluctuations are
the direct result of these approved budgets. On February 1, 2006, UTIMCO
implemented and invested in a new fund, The University of Texas System
Intermediate Term Fund. Additional management fees were received which were
offset by additional expenses related to managing the fund.

» Salary and Benefit expenses increased with the addition of four new positions
and three promotions/transfers in fiscal year 2006 and 6.5 new positions in fiscal
year 2005.

o For fiscal year 2006 and 2005, Genetal Operating Expenses increased by
approximately $535,000 and $159,000, respectively. For fiscal year 2006, the
change resulted from increased expenditures for on-line data services, other
contract services, hiring consultants and recruiting costs and travel expenses. For



the prior fiscal year, the change resulted from increases in other contract services,
travel expenses and hiring consultants.

o Other expenses decreased during 2006 by approximately $82,000 and increased
during 2005 by approximately $354,000. The current year decrease resulted from
a decrease in legal costs. The ptior year increase resulted from additional legal
fees as compared to 2004.

Statements of Cash Flows
The Statements of Cash Flows are presented to identify the cash flows from operating

activities and those cash flows used for investing activities. The following table summarizes
the Statements of Cash Flows:

2006 2005 2004
Cash Flows from Operating Activities
Proceeds from management fees $11.434,302  $10,458,115  $9,519.273
Other proceeds 1,551,505 326,791 65
Payments to and for employees (8,120424)  (7,069,966)  (5,068,659)
Other payments (2.818.813) (2667535  {2.267.077)

2,046,570 1,047,405 2,183,602
Cash Flows from (used for) Noncapital,
Capital and Investing Activities

Purchase of property & equipment, net (3,186,472) (831,516) (143,271)

(Purchase) Sale of investments, net 7,356,538 (180,607) (166,950)
Other Cash Flows from (used for) Noncapital,

Capital and Investing Activities (3,653.725) {3.711,586) 236,803

516,341 4,723,709 (73,418}

Net Change in Cash & Cash Equivalents 2,562,911 {3,676,304) 2,110,184

Cash & cash equivalents, beginning of period 3,006,059 6,682,363 4572179
Cash & cash equivalents, end of period $5568970  $3006059 $6,082363

The changes in the Statements of Cash Flows are primatily the result of the following:

¢ DPurchases of property and equipment increased in fiscal years 2006 and 2005 as
the organization completed the move into new leased facilities.

e During fiscal year 2006, investments were liquidated and in fiscal year 2005, the
only additional investment purchases were the reinvestment of dividends and
mnterest.

Contacting UTIMCO

The above financial highlights are designed to provide a general overview of the UTIMCO
corporate results and insight into the following financial statements. Additional information
may be found on our website and inquires may be directed to UTIMCO via

WWW.UHmME0.01g.



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Balance Sheets
Awgust 31, 2006 and 2005

Assets

Current Assets:
Cash and cash equivalents
Dividends receivable
Investments
Prepaid expenses and other assets
Total Current Assets
Non-Cusrent Assets:
Property and equipment, net of accumulated depreciation

of $1,266,928 and $1,322,348, respectively
Total Assets

Liabilities and Net Assets
Catrent Liabilities:
Accounts payable and accrued expenses
Cutrent portion - deferred rent
Total Carrent Liabilities
Non-Current Liabilities:
Long-term portion - deferred rent
Total Liabilities
Net Assets:

Unrestricted

Total Liabilities and Net Assets

2006 2005
§$5,568970  $ 3,006,059
] 21,389

] 7,429,273

314,652 496,627
5,883,622 10,953,348
3,666,730 984,898
$9.550352  §11.938246
$2,496053  $ 2,876,904
203.790 29705
2,699,843 2,906,609
1,747,841 297,048
4447684 3,203,657
_5,102.668 _ 8,734,589
§9550352  §11.938246

The accompanying notes are an integral part of these financial siatements.



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Statements of Revenues, Expenses and Changes in Net Assets

For the years ended Angnst 31, 2006 and 2005

Operating Revenues
Management fee
Miscellaneous

Total Operating Revenues

Operating Expenses
Salaries
Employee benefits
Payroll taxes
General operating
Depreciation and amortization
Lease
Professional fees
Insurance

‘Total Operating Expenses
Operating Income

Nonoperating Revenues
Interest
Dividends
Net realized and unrealized losses on investments
Gain/(Loss} on disposal of equipment
Net Nonoperating Revenues

Income Before Other Changes in Net Assets

Other Changes in Net Assets
Rebate of management fees to investment funds

Decrease in unrestricted net assets

Net assets at beginning of period

Net assets at end of period

2006

$ 11,441,802
211
11,442,013

6,657,040
734,480
312,023

1,683,029
516,693
655,286
532,246
247,341

11,338,138

e A S e e,

103,875

251,882
73,002
(72,735)
12,055
264,204

368,079

{4,000,000)

(3,631,921)

8.734.589
8 5102.668

The accomparying notes are an integral part of these financial statements.
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2005

$ 10,458,115
38
10,458,153

6,297,545
619,816
313,637

1,147,653
272,836
600,593
661,442
254214

10.167.736

290,417

107,807
189,788
(9,197)
(803)
287,595

578,012

4,000,000

(3,421,988)

12156577
§.8.734.589



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Statements of Cash Flows
For the years ended Augrst 31, 2006 and 2005

Cash flows from operating activities:
Proceeds for management fees
Proceeds from other revenues
Proceeds for tenant improvements
Payments to suppliets for goods and services
Payments for facility
Payments to employees
Payments for employees
Receipt/{payment) of deposits

Net cash provided by operating activities

Cash flows from noncapital financing activities:
Rebate payment to investment funds

Net cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Purchase of property and equipment
Proceeds from sale of property and equipment
Net cash used in capital and related financing
activities
Cash flows from investing activities:
Purchase of investments
Proceeds from sale of investment securities
Interest and dividends

Net cash provided by investing activities

Net Increase/(Decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these financial statements.
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2006 2005
$11434302  $10,458,115
211 38
1,286,232 326,753
(2,506,989) (1,896,616)
(311,824) (595,811)
(7,109,904) (6,136,175)
(1,010,520) (933,791)
265,062 (175,108)
2,046 570 1,047,405
(4,000,000) (4,000,000)
(4.000.000) (4,000,000)
(3,215,472) (831,516)
29,000 -
(3,186,472) (831,516)
(87,079) (180,607)
7,443,617 .
346,275 288,414
7,702,813 107.807
2,562,911 (3,676,304)
5,006,059 6.682.363
§ 5568970 ©  §.3.006059




THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Statements of Cash Flows, Continued

Reconciliation of operating income to net cash provided by
operating activities:

2006 2005
Operating income § 103,875 § 290417
Adjustments to reconcile operating income to net cash provided
by operating activities:
Depreciation and amortization 516,693 272,836
Change in assets and liabilities:
Decrease/ (Increase) in prepaid expenses and other assets 181,975 (114,004
(Decrease)/Increase in accounts payable and accrued expenses (380,851) 271,403
Inctease in deferred rent 1,624,878 326,153
Net cash provided by operating activities £2.046570 $ 1,047,405

The accompanying notes are an integral part of these financial statements,
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THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Notes to Financial Statements

Note 1 - Organization

The Univessity of Texas Investment Management Company (UTIMCO) is a not-for-profit
cotporation organized to invest funds under the control and management of the Board of
Regents (Board) of The University of Texas System. UTIMCO commenced business on
Mazch 1, 1996. The financial statements of UTIMCO have been prepared on the accrual
basis of accounting. The significant accounting policies are described in Note 2.

Note 2 - Significant Accounting Policies
Basis of Acconnting

The financial statements of UTIMCO ate prepared in accordance with accounting principles
generally accepted in the United States of America as prescribed by the Governmental
Accounting  Standards Board (GASB). UTIMCO applies all applicable GASB
pronouncements and Financial Accounting Standards Board (FASB) Statements and
Intetpretations issued on ot before November 30, 1989, except those that conflict with a
(GASB pronouncement.

Cash and cash equivalents

For purposes of the statements of cash flows, UTIMCO considers highly liquid debt
instruments putchased with an original maturity of three months or less to be cash
equivalents. UTIMCO invests excess cash in an interest-bearing money market account.

Prepaid expenses and other assets

Prepaid expenses consist of expenses paid in advance for insurance and various services. The
prepaid expenses will be ratably expensed over the period to which they relate.

Investrments

Investments are carried at market, and realized and unrealized losses on investments are
reflected in the statement of revenues, expenses and changes in net assets.

10



TUE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY
Notes to Financial Statements (continned)

Property and equipment, net of accumulated depreciation

Property and equipment consists of office furniture, office equipment, software, and
leasehold improvements and is stated at cost. Depreciation and amortization is computed
using the straight-line method over the useful lives of the assets. The following is a schedule
of the property and equipment at August 31, 2006 and 2005.

2006 2005
Office furniture $ 717,214 $ 351,823
Office equipment 1,181,260 812,834
Software 237,971 226,124
Leasehold improvements 2.797.213 916,465
Total property and equipment 4,933,658 2,307,246
I.ess accumulated depreciation (1,266,928) (1,322.348)
Net property and equipment $3.666,730 § 984898

Tncome tasxes

The exclusive purposes for which UTIMCO is organized and is to be operated are charitable
and educational within the meaning of secton 501(c)(3) of the Internal Revenue Service
Code, and therefore, UTTMCO is not subject to federal income taxes on normal operations.
UTIMCO may, howevet, incur fedetral income taxes on unrelated business income.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from these estimates.

Reclassifications

Certain items in the prior year financial statements and related notes have been reclassified
to conform with 2006 classification.

Note 3 - Related Party Transactions

a) Investment Management Setvices Agreement - The Investment Management Services
Agreement has appointed UTIMCO as the Board of Regents’ investment manager with
complete authority to act for the Board in the investment of all funds. As of February 1,
2006, UTIMCO began managing a newly created fund, The University of Texas System
Intermediate Term Fund. The University of Texas System Short Intermediate Term Fund
was liquidated as of January 31, 2006. The amount of the management fee for the periods

B!



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY
Notes tv Financial Statements (continned)

ended August 31, 2006 and 2005 were $11,434,302 and $10,450,615, respectively. This
represents fees for the following:

2006 2005
Permanent University Fund $ 5,591,136 § 5,790,979
The University of Texas System Long Term Fund 3,259,091 3,483,456
Permanent Health Fund 704,817 686,338
The University of Texas System Intermediate Term Fund 1,682,315 -
The University of Texas Systemn Short Intermediate Term 196,943 489.842

Fund
$.11,434,302 $10450615

b) UTIMCO conttacts for internet and mainframe connection services with The
University of Texas System and The University of Texas at Austin. The expense for these
services for the periods ended August 31, 2006 and 2005 were $14,612 and $12,057,

respectively.

¢)  During the current fiscal year, UTIMCO sold office furniture to The University of
Texas System and received proceeds of $29,000. The original cost of the furniture was
$200,179 and had a remaining book value of §7,975 at the time of the sale.

Note 4 — Deposits and Investments

Custodial credit risk for deposits is the risk that in the event of the failure of a depository
financial institution, UTIMCO will not be able to recover its deposits. The custodial credit
risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, UTIMCO will not be able to recover the value of its investment or collateral
securities that are in the possession of another party. UTIMCO does not have a deposit
policy fot custodial ciedit risk. The FDIC insures deposits up to $100,000. As of August 31,
2006 and 2005, UTIMCO had no uninsured deposits. Additionally, UTIMCO does not have
any investments that are exposed to custodial credit risk.

UTIMCO invested funds in The University of Texas System Short Intermediate Term Fund
(SITF). The SITF invested in high grade fixed income obligations. The SITF carried an
AAA¢ credit quality rating and a bond fund volatility rating of S from Standard & Poor’s,
Inc. The investment was liquidated as of January 31, 2006. The investment’s cost and market
value at August 31, 2005 were $7,507,498 and $7,429,273, respectively.

12



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY
Notes to Financial Statements (continued)

Note 5 - Deferred Revenue

UTIMCO assesses on or before the first day of The University of Texas System’s fiscal
quarter one-fourth of the annual management fee. The fee is deferred and 1s ratably credited
to revenue monthly. For the petiods ended August 31, 2006 and 2005, there was no
deferred revenue.

Note 6 - 403(b) Plan

Effective March 1, 1996, UTIMCO established a tax-sheltered annuity arrangement, which
provides retirement benefits for its employees by contributing to a custodial account
invested in mutual funds. The employer matches 8.5% of gross compensation on behalf of
an employee. Employees are required to contribute 6.5% of their total gross compensation
to receive the company match. Employer contributions for the periods ended August 31,
2006 and 2005 were $327,724 and $304,359, respectively.

Note 7 - Lease Expense

In priot fiscal years, UTIMCO leased office space and parking from an unrelated landlord.
The 60-month lease commenced January 15, 2001 and expired January 15, 2006. The
minimum  rental committment was $33,923 per month. Additionally, UTIMCO was
responsible to the landlord for its share of operating expenses related to the rental property.
The lease expense, including parking expense, and operating expenses paid were §171,749,
and $79,727, respectively, for the period ended August 31, 2006, and $422,212 and $171,789,
respectively, for the period ended August 31, 2005.

UTIMCO’s deposit of $89,954 with the previous landlord was received in Aprl 2006, plus
interest of $13,947. There is not a deposit with the landlord for the new lease.

Effective September 1, 2005, UTIMCO entered into an eleven year lease for its office space
and parking with an unrelated party. Under the terms of the lease, the lease expense and
building operating expenses for the first 14 months were provided by the new landlord as a
lease incentive, except for specific electricity costs incurred by UTIMCO. Parking expense
for the new lease expense was $51,601 for the period ending August 31, 2006. The lease
expense incentive is recorded as a deferred rent liability as detailed in Note 8.
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The 132 month lease expires August 31, 2016. Commencing November 1, 2006, the
minimum rental commitment is $43,135 per month through December 31, 2007. The
commitment increases to $47,773 per month effective January 1, 2008, with the increase in
rentable space. The following is a schedule by years of the future minimum lease payments
under the lease term:

Years ending August 31,
2007 $ 431,351
2008 554,722
2009 573,272
2010 573,272
2011 573,272
Thereafter 2.860.361
Total 85,572,250

Note 8 — Deferred Rent

Under the terms of the new office lease effective September 1, 2005, the landlord provided
UTIMCO with rent holidays and a tenant improvement allowance. The new property was
placed in setvice on November 14, 2005. UTIMCO has recorded the rent holidays and
tenant improvement allowances as a deferred rent liability.

As of August 31, 2006, the total deferred rent was $1,951,631. The portion of the deferred
rent related to the rent holidays is $462,722. The remaining portion of the deferred rent is
$1,488,909 and relates to the tenant improvement allowance. UTIMCO was provided an
allowance of §1,612,985 to be used and applied toward the cost of leasehold improvements
in the new space. The deferred rent is amortized over the term of the lease.

Note 9 - Management Fee Rebate

UTIMCO rebated $4 million back to The University of Texas System investment funds. The
rebate amounts were determined as set forth in the Investment Management Services
Agreement between UTIMCO and the UT System Board of Regents. The rebates were
returned to the funds in the amounts detailed below:

2006 2005
Permanent University Fund $ 2,344,400 $ 2,390,343
Long Term Fund 1,293,600 1,246,673
Permanent Health Fund 176,800 169,581
Short Intermediate Term Fund 185,200 193,403
Total Rebate $ 4,000,000 $ 4,000,000
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Agenda ltem:
Developed By:
Presented By:
Type of ltem:

Discussion:

Recommendation:

Reference:

Agenda item
UTIMCO Board of Directors Meeting
April 10, 2007

Report from Risk Committee
tberg

Tate

No action required.

The Risk Committee met in Houston on March 1, 2007. Gifford Fong presented
his findings from a thorough review process of UTIMCC's current risk process. He
commended the Risk Group for their analytics and cutting edge outlook. He
reported that UTIMCO has a very vital risk management program in place. The
presentation continued to cover how UTIMCO was valuing its investments. He
stated that the Committee should take comfort that pricing is being reported
correctly and values are in line. He stated that the Risk Dashboard is a good
management and reporting tool, and made some suggestions that could be
incorporated o further complement the reporting. As a means of further
understanding the process, Cathy Iberg answered questions regarding the hedge
fund risk procedures and due diligence process.

The discussion then turned to Asset Allocation. Cathy Iberg reviewed the current
investment policy and discussed dollar alfocation vs. risk allocation.  Cathy
identified key issues for discussion of the allocation process, such as allocation
parameters, and associated investment and derivative policies.

The meeting included routine review of the Liguidity Profile, Risk Dashboard,
Comprehensive Derivative Report, and Derivative Compliance reporting, as well
as an update on investment compliance reporting and a summary of the
Investment Compliance Report for quarter ending November 2006.

In addition to the Risk Committee Meeting on March 1, 2007, the Risk Committee
will meet felephonically on April 5, 2007. Charles Tate will provide the Board with
an update of the meeting.

None

None
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Agenda ltem
UTIMCO Board of Directors Meeting

April 10, 2007
Agenda ltem: Asset Allocation Discussion
Developed By: Iberg
Presented By: Iberg
Type of ltem: Information item
Description: -~ Presentation will be given during the meeting.

Recommendation: None

Reference: None



