The University of Texas Investmen
anagement Company

Presentation Materials

Board of Directors Meeting

February 5, 2009

Part One



UTIMCO BOARD OF DIRECTORS

MEETING AGENDA
February 5, 2009

UTIMCO

401 Congress Avenue, Suite 2800

Austin, Texas

Time ltem # Agenda ltem
Begin End
10:00 am.  10:05am. 1 Convene in Open Session:
Call to Order/Discussion and Appropriate Action Related to Minutes of
November 7, 2008 Meeting*
10:.05am.  10:10am. 2 Discussion and Appropriate Action Related to Corporate Resolutions:
- Election of UTIMCO Officer”
- Designation of Annual Meeting of the UTIMCO Board*
16:10am, 11:.00am. 3 Endowment and Operating Funds Update Report
Recess for Briefing Session pursuant to Texas Education Code
Section 66.08(h)(2) related to Investments
1:15am.  11:40am. 3 Reconvene into Open Session:
Endowment and Operating Funds Update Report
11:40am.  12:00 p.m. 4 Report from Risk Committee
12:00p.m.  1:00 p.m. 5 Presentation by Mohamed A. El-Erian of PIMCO
1:00p.m.  2:00 p.m. 6 Lunch and Discussion of Investment Environment
2:00 p.m. 2:15 p.m. 7 Report on and Discussion and Appropriate Action related to Items from
Policy Committee™
2:15 p.m. 2:30 p.m. 8 Report on and Discussion and Appropriate Action related to ltems from
Compensation Committee*
2:30 p.m. 2:50 p.m. 9 Report on and Discussion and Appropriate Action related fo ltems from
Audit and Ethics Committee”
2:50 p.m. 3:00 p.m. 10 Discussion and Appropriate Action related to Cambridge Contract
Renewal”
3:00 p.m. 3:45 p.m. 11 UTIMCO Organization Update
3:45 p.m. 4:05 p.m. 12 Overview of UT System Debt Programs
4:05 p.m. Adjourn

*Action by resclution required

Next Scheduled Meeting: April 23, 2009 (Annual Meeting)




TAB 1



RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors held on
November 7, 2008, 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 8:12 a.m. on the 7th day of November 2008, at the offices
of the Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meeting having been called by
the Chairman, Robert B. Rowling, 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:

J. Philip Ferguson, Vice Chairman
Kenneth |. Shine, Vice Chairman for Policy
Clint Carlson
Paul Foster
Ardon E. Moore
Erle Nye
Charles W. Tate

Accordingly, a majority and quorum of the Board was in attendance. Director Colleen McHugh did not
attend the meefing. Employees of the Corporation attending the meeting were Bruce Zimmerman, CEQ
and Chief Investment Cfficer; Cathy Iberg, President and Deputy ClO; Joan Moeller, Secretary and
Treasurer; Christy Wallace, Assistant Secretary; Cecilia Gonzalez, internal General Counsel and Chief
Compliance Officer; Lindel Eakman, Managing Director - Private Markets; Bill Edwards, Managing Director
- Information Technology;, Mark Wamner, Senior Director - Natural Resources Investments; Bob Schau,
Senior Director - Real Estate Investments; Uzi Yoeli, Director - Portfolio Risk Management; and other Staff
meimbers; Keith Brown of the McCombs Scheol of Business at UT Austin; Jerry Turner of Andrews Kurth
LLP; William Volk of Vinson & Elkins LLP; Jim Phillips, Charles Chaffin, Philip Aldridge, Moshmee
Kalamkar, Miles Ragland, Barry McBee and Roger Starkey of UT System Administration; Bruce Myers, Jeff
Mansukhani and Hamilton Lee of Cambridge Associates; Greg Anderson of Texas A&M University System;
and Tom Wagner of Deloitte & Touche LLP. Robert Rowling, Chairman of the Board, joined later in the
meeting as noted in the minutes. Mr. Ferguson called the meeting fo order at 8:12 a.m.

Minutes

The first matter to come before the Board was the approval of the minutes of the meeting of the Board of
Directors held on July 23, 2008, and the Joint Meeting of the Board and UT System Board of Regents held
on July 24, 2008. Upon motion duly made and seconded, the following resolution was unanimously
adopted by the Board:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
July 23, 2008, and the Joint Meeting with the Board of Regents of The University
of Texas System held on July 24, 2008, be, and are hereby, approved.



Legal Counsel Selection

Mr. Ferguson asked Mr. Zimmerman to discuss external legal counsel. Mr. Zimmerman stated that he and
Staff recommended that the Board hire Andrews Kurth LLP fo provide guidance and assistance fo the
Board, its individual members, and Staff in matters related to the Corporation’s business.  Mr. Rowling
joined the meeting at this time. Upon motion duly made and seconded, the foliowing resolution was
unanimously adopted by the Board:

RESOLVED, that the Board approves the selection of Andrews Kurth LLP as
external general counsel of the Corporation; provided that the Corporation CEO
may appoint other fawyers or firms of lawyers deemed necessary or appropriate to
assist the Corporation Staff in connection with the discharge of their investment
activities on behalf of the Corporation.

Endowment and Operating Funds Update

Mr. Rowling asked Mr. Zimmerman to present the Corporation’s endowment and operating funds update.
Mr. Zimmerman reported performance numbers as of the fiscal year end, August 31, 2008, and also
reported September 2008 numbers and preliminary numbers for October 2008. The net performance for
the one-month period ended August 31, 2008, for the Permanent University Fund (PUF) was -2,14% and
for the General Endowment Fund (GEF) was -2.16%, versus benchmark returns of -2.38% for each fund.
The net performance for the one-year period ended August 31, 2008, for the PUF and GEF were -3.34%
and -3.09%, respectively, versus benchmark returns of -5.20% for each fund. The Intermediate Term
Fund’s (ITF) performance was -1.79% versus its benchmark return of -2,14% for the one-month period, and
was -0.71% versus its benchmark return of -4.15% for the one-year pericd ended August 31, 2008.
Performance for the Short Term Fund (STF) was 0.23% versus 0.15% for its benchmark return for the one-
month period, and was 3.97% versus a benchmark return of 2.99% for the one-year period ended August
31, 2008. Mr. Zimmerman 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. Mr. Zimmerman reported on risk and leverage, and reviewed a comprehensive derivative report as
of August 31, 2008. Mr. Zimmerman reviewed the funds comparing asset class and investment type
targets, ranges and performance objectives. Also presented was manager exposure, liquidity and
investment activity as of August 31, 2008. Porffolio updates on Less Correlated & Constrained Investments
and Private Investments were also provided. Mr. Zimmerman, Ms. lberg, Mr. Eakman, and Mr.
Mansukhani answered the Directors’ questions,

Overview of Public Markets Portfolio

Mr. Rowling asked Ms. Iberg to proceed to the overview of the Public Markets Portfolio, Ms. Iberg began
by introducing the Public Markets staff. She reviewed performance as of August 31, 2008, and reviewed
aflocation of capital, the year in review and future plans for the Portfolio. Presentations were given on
current opporfunities in Residential Mortgage-Backed Securities and Special Equity Portfolio. M.
Zimmerman and Ms. Iberg answered questions of the Directors.

At 11:40 a.m. the open meeting of the Board recessed into a Briefing Session pursuant to Texas Education
Code Section 66.08 (h)(2) related fo a Private Investment,

The open meeting of the Board reconvened in open session at 1:30 p.m,
2



Executive Session

Mr. Rowling, at 1:30 p.m., announced that, “The Board of Directors of The University of Texas Investment
Management Company having been duly convened in Open Session and nofice of this meeting having
been duly given, | hereby announce the convening of a closed meeting as an Executive Session to receive
the advice of legal counsel and to consider individual personnel compensation matters. The time is now
1:30 p.m. and the date is November 7, 2008. This Executive Session meeting of the Board is authorized by
Texas Government Code Sections 551.071 and 551.074."

Reconvene in Open Session

The Board reconvened at 3:05 p.m. in open session and Mr. Rowling announced that, “The Open Session
of the Board of Directors of The University of Texas investment Management Company is now reconvened.
The date is November 7, 2008, and the time is now 3:05 p.m. During the Executive Session, the Board
received the advice of legal counsel and discussed individual personnel matters, but did not take any final
action or votes, or make any decisions.” Mr. Nye left the meeting at this fime.

Compensation Committee Report

Mr. Rowling discussed the UTIMCO Peer Group, which is updated annually by Cambridge Associates, the
Board's external investment advisor, at the beginning of each Performance Period, and Appendix B is
updated accordingly. The Peer Group is no longer used in the calculation of entity performance in
accordance with section 5.8(a) of the UTIMCG Compensation Program however, effective with the
Performance Period beginning July 1, 2008, performance relative to the Peer Group may be included as a
Qualitative Performance Goal. Effective July 1, 2008, the definition of the UTIMCO Peer Group set forth in
Appendix B of the Plan was changed fo a peer group of endowment funds maintained by the Board's
external investment advisor that is composed of all endowment funds with more than 10 full-time employee
positions, allocations to alternative assets in excess of 40%, and with assets greater than $2.5 billion,
determined as of the last day of each of the three immediately preceding Performance Periods, excluding
the Total Endowment Assets (PUF and GEF). The Compensation Plan Universe for 2008/2009 was
provided by Cambridge Associates and will be used as the peer group for Appendix B. The amended
Appendix B is attached fo these minutes.

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

WHEREAS, Section 8.14 of the UTIMCO Compensation Program (the ‘Plan’)
provides that the "Peer Group” will be updated annually at the beginning of each
Performance Petiod, and Appendix B (UTIMCO Peer Group) will be amended
accordingly; and

WHEREAS, Section 7.2 of the Plan provides that the Board has the right fo amend
the Plan or any pottion thereof from time to time; and

WHEREAS, the Board wishes to amend Appendix B fo conform to the updated
Peer Group.



NOW, THEREFORE, be it:

RESOLVED, that the updated and amended Appendix B (UTIMCO Peer Group), a
copy of which is attached hereto, is hereby adopted and approved as part of the
Plan to replace the current Appendix B, effective as of July 1, 2008.

Mr. Rowling asked Mr. Foster to report from the Audit and Ethics Committee regarding the Performance
Incentive Award for Ms, Gonzalez, General Counsel and Chief Compliance Officer. Mr. Foster stated that
the Audit and Ethics Committee met the day before, November 8, 2008 and as part of that meeting, the
Audit and Ethics Committee concurred with the Compensation Committee’s recommendation to the Board
and approved the Performance Incentive Award for the General Counsel and Chief Compliance Officer for
the 2007/2008 Performance Period subject to the approval of the Board.

Mr. Rowling asked Mr. Ferguson fo report from the Compensation Committee. Mr. Ferguson reported that
the Compensation Committee had also met the day before, November 6, 2008, and unanimously approved
the Performance Incentive Awards for the Participants for the 2007/2008 Performance Period in the fotal
amount of $2,336,697. Upon motion duly made and seconded, the following resolution was unanimously
adopted by the Board:

WHEREAS, Section 5.5(d) of the UTIMCO Compensation Program (the “Plan”)
provides that, at the end of each Performance Period, the Compensation
Committee will determine the level of achievement of each Participant against the
Performance Goals of the respective Participant and determine the Participant's
level of achievement of his or her Performance Goals; and

WHEREAS, in accordance with Section 5.5(d} of the UTIMCO Compensation
Program (the "Plan"), the Compensation Committee has determined each
Participant's level of achievement of his or her Performance Goals for the
2007/2008 Performance Period, and

WHEREAS, Sections 5.5(e) and 5.5(f) of the Plan provide that, based on the
percentage achieved of each Participant's Performance Goals for a Performance
Period, a Performance Incentive Award will be calculated for each Participant for
such Performance Period in accordance with the calculation methodology set forth
in Appendix A of the Plan; and

WHEREAS, Section 5.5(f) of the Plan provides that the Compensation Committee
will review all calculations of Performance Incentive Awards, based on the
certification of its advisors, make any changes it deems appropriate, and submit its
recommendation to the Board for approval; and

WHEREAS, the Compensation Committee has reviewed the Performance
Incentive Awards for all Participants who have met or exceeded their performance
benchmarks for the 2007/2008 Performance Period based on the certification of its
advisors, made changes it deemed appropriate, approved such Performance
Incentive Awards, and recommended that the Board approve the same.

NOW, THEREFORE, be it:



RESOLVED, that the Performance Incenlive Awards for the Participants for the
2007/2008 Performance Period in the tofal amount of $2,336,697 are hereby
approved.

Mr. Ferguson continued with the next recommendation from the Compensation Committee for approval of
the CEO’s Performance Incentive Award for the 2007/2008 Performance Period. Upon motion duly made
and seconded, the following resolution was unanimously adopted by the Board:

WHEREAS, in lieu of participation in the UTIMCO Compensation Program for the
2007/2008 Performance Period, the CEQO participates in a special Performance
Incentive Award Plan as atfached in Attachment 2 of the Offer of Employment
Letter (“Letter’) for Bruce E. Zimmerman; and

WHEREAS, the Individual Performance Goals for the CEOQ for the Pericd of July 1,
2007 through June 30, 2008 were established in Attachment 1 of the Letter ; and

WHEREAS, the Board will determine the level of achievement of the CEO relative
to his Performance Goals for such Performance Period as provided in the Letter
and based on the recommendation of the Compensation Committee; and

WHEREAS, Attachment 2 of the Letter provides that, based on the percentage
achieved of the CEO’s Performance Goals for the 2007/2008 Performance Period,
a Performance Incentive Award will be calculated for the CEO for such
Performance Period in accordance with the calculation methodology set forth in
Attachment 2 of the Lefter; and

WHEREAS, the Compensation Committee has reviewed the actual performance
of the CEO during the Performance Period and has compared such actual
performance relative to each Performance Goal for the CEO against his
corresponding Performance Goal for such Performance Period and recommended
that the Board review the same; and

WHEREAS, the Compensation Committee has reviewed the calculation of the
Performance Incentive Award for the CEO of the Corporation, approved such
calculation, and recommended that the Board approve the CEQ’s Performance
Incentive Award.

WHEREAS, the Board has reviewed the actual performance of the CEO during the
Performance Period and has compared such actual performance relative to each
Performance Goal for the CEO against his corresponding Performance Goal for
such Performance Period.

NOW, THEREFORE, be it:

RESOLVED, that the Board approves the CEQ’s Performance Incentive Award for
the 2007/2008 Performance Period in the amount of $1,050,000.

The final recommendation from the Compensation Committee for Board approval was that Susan Chen,

Director - Public Markets, be designhated as a "Participant” in the Plan in the Eligible Position of Director,

Investment for the 2008/2009 Performance Period, effective as of September 22, 2008, and approval of her
5



Qualitative Performance Goals for the 2008/2009 Performance Period. Upon motion duly made and
seconded, the following resolution was unanimously adopted by the Board:

WHEREAS, Section 5.3(a) of the UTIMCO Compensation Program (the "Plan”)
provides that, in order to become a Participant in the Plan for a Performance
Period, a UTIMCO employee must be (1) employed in a position designated by the
Board of Directors of UTIMCO (the "Board"} as an Eligible Position for that
Performance Period and (2) selected by the Board as a Participant for that
Performance Period; and

WHEREAS, the Compensation Committee of the Board of Directors of UTIMCO
(the "Committee”) has previously determined that the position of Director,
Investment is an Eligible Position in the Plan; and

WHEREAS, the position of Director, Investment, includes the position of Director -
Public Markets Investments; and

WHEREAS, the Compensation Commitiee of the Board has recommended that
Susan Chen, as Director - Public Markets Investments, become a Participant for
the 2008/2009 Performance Period; and

WHEREAS, the UTIMCQ Board has determined that Susan Chen may become a
Participant for the 2008/2009 Performance Period.

NOW, THEREFORE, be it:
RESOLVED, that Susan Chen be designated by the UTIMCO Board as a

Participant in the Plan in the Eligible Position of Director, investment for the
2008/2009 Performance Period, effective as of September 22, 2008.

Key Employees

Mr. Rowling asked Mr. Zimmerman to present the recommendation for Key Employees, The Corporation’s
Code of Ethics requires the Board to designate, by position with the Corporation, the employees who
exercise significant decision-making authority. Staff is recommending three additional employees, by virtue
of their position with the Corporation, be designated as Key Employees. Upon mofion duly made and
seconded, the following resolution was passed unanimously:

RESOLVED, that, as required by the Corporation's Code of Ethics, the following
persons are designated, by position, as key employees of the Corporation.

Mark Warner  Senior Director ~ Natural Resources Investments
Robert Schau  Senior Director — Real Estate Investments
Susan Chen  Director — Public Markets Investmants



Audit and Ethics Committee Report

Mr. Rowling asked Mr. Foster fo complete his report on behalf of the Audit and Ethics Commitiee. Mr.
Foster asked Tom Wagner, engagement partner, to give a brief update of the financial statements audited
by Deloitte & Touche LLP. Mr. Wagner presented Deloilte & Touche LLP’'s Financial Statement Audit
Results and Communications and the audited financial statements of the Permanent University Fund
{("PUF"), General Endowment Fund {"GEF”), Permanent Health Fund ("PHF"), Long Term Fund (“LTF"),
Intermediate Term Fund ("ITF"), and the Statement of Performance Statistics for the year ended August 31,
2008. Mr. Wagner answered questions related fo the audit. Mr. Foster made a recommendation from the
Audit and Ethics Committee to adopt Deloitte & Touche LLP’s Financial Statement Audit Resulis and
Communications letter. Upon motion duly made and seconded, the following resolution was unanimously
adopted:

RESOLVED, that Deloitte & Touche LLP's Financial Statement Audit Results and
Communications on the Investment Funds Under Fiduciary Responsibility of The
University of Texas System Board of Regents for the year ended August 31, 2008,
be, and is hereby approved in the form as presented to the Board; and

FURTHER RESOLVED, that the separate annual financial statements and audit
reports for the Permanent University Fund, the Permanent Health Fund, The
University of Texas System Long Term Fund, The University of Texas System
General Endowment Fund, and The University of Texas System Intermediate
Term Fund each for the fiscal years ended August 31, 2008, and August 31, 2007,
and the Statement of Investment Performance Statistics for the year ended August
31, 2008, be, and are hereby approved in the form as presented to the Board.

Policy Committee Report

Mr. Rowling asked Mr. Foster fo give a report on behalf of the Policy Committee. Mr. Foster stated that the
Policy Committee had also met the day before. The Committee discussed and approved a proposed
amendment to the Corporation’s Travel Guidelines. Mr. Foster asked Mr. Zimmerman fo summarize the
requested change. Mr. Zimmerman stated that the proposed amendment was based on the
recommendation of the UT System Audit Office. The Audit Office recommended that UTIMCO add
provisions related to ground transportation costs, in particular, private car services, in the UTIMCO Travel
Guidelines. UTIMCO Travel Guidelines provide UTIMCO employees with information regarding and
guidance about the procedures and responsibilities for fraveling on company business. Mr. Zimmerman
and Mr. Chaffin answered the Committee Members’ questions.

Mr. Foster asked Mr. Zimmerman to present the proposed amendment to the Delegation of Authority Policy
that was discussed and approved at the Policy Committee meeting. Mr. Zimmerman stated that af a
previous Risk Committee meeting, the Directors requested that UTIMCO staff return to the Board at a
future meeting with a policy recommendation that would address handling of manager mandates that
exceed the limits of delegated authority in the Delegation of Authority Policy due fo appreciation of the
investment. The proposed amendments fo the Delegation of Authority Policy were also reviewed and
approved by the Risk Committee, subject to approval by the Board.

Mr. Zimmerman continued by explaining the proposed changes to the Master Investment Management
Services Agreement (IMSA) between UTIMCO and the UT System Board of Regents that were also
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approved by the Policy Committee. Mr. Zimmerman explained that the UTIMCO Code of Ethics was
approved by the UT Board at their August 14, 2008 meeting, subject fo an amendment proposed by Regent
Janiece Longoria and the requirements that UTIMCO (1) maintain a log of (a) all agreements and
transactions between UTIMCO and a Director or Employee and (b) ail investments in the private
investments of a business entity in which a Director or Employee then owns a private investment, or is then
co-investing, in the same business enfity as UTIMCO, which annually shall be reviewed by the UTIMCO
Board of Directors and reported to the UT Board; and (2) report fo the UT Board annually on compliance
with the UTIMCO Code of Ethics and any recommended changes to the UTIMCO Code of Ethics following
review by the UTIMCO Board of Directors. UTIMCO staff drafted changes to the IMSA, consistent with the
above requirements, which were also reviewed and approved by UT System staff. On behalf of the Policy
Committee, Mr. Foster recommended approval of the changes by the Board. If approved, these changes
will need further approval from the UT System Board of Regents af a future meeting. Mr. Zimmerman
answered the questions of the Board Members. Mr. Tumer left the meeting at this time. Upon motion duly
made and seconded, the following resolutions were unanimously adopted:

RESOLVED, that the Master Investment Management Services Agreement with
UTIMCO {"IMSA") be, and is hereby, approved in the form submitted to the
Corporation’s Board, subject to approval by the Board of Regents of The
University of Texas System.

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

Risk Committee Report

Mr. Rowling asked Mr. Tate fo report on the last meeting of the Risk Committee. Mr. Tafe stated that the
Risk Committee last met on October 23, 2008. He reported that the Committee reviewed compliance
reporting, reviewed and discussed risk reporting, and discussed and approved mandate categorizations.
Also at the Committee meeting, Mr. Zimmerman reported that in August all asset classes and investment
types were within ranges. However, when final net asset values for the PUF and GEF for September 30,
2008 became available, Private Investmenis exceeded the ranges set by the Investment Policy
Statements. As required by the Investment Policy Statements, Ms. Gonzalez, CCO, nofified the Chairs of
the Audit and Ethics Committee and the Risk Committee. Also as required by the Investment Policy
Statements, the CEQ and Chief Investment Officer notified the Chairman of the Board and proposed a plan
of action fo bring Private Investments back within the ranges. The CEO and Chief Investment Officer also
discussed the proposed plan of action with the Committee Chairs. The Chairman of the Board and the
Committee Chairs agreed with the proposed plan of action and it is being followed. Mr. Tate asked Mr.
Zimmerman to give a report to the Board on the Geographic Sector Exposure presentation he gave at the
Committee meefing. Mr. Zimmerman began by explaining that questionnaires had been sent to all
managers and 85% had responded with detailed exposure, The exposures of the endowment funds
(excluding the ITF) were as of June 30, 2008. He reviewed a chart that compared fotal equity country
exposure against fotal endowments, market cap, MSCI All Country World Index, and other indices.
Although Staff noted that the conclusions of this report were interesting, they did not recommend spending
the time and effort involved to provide this information fo the Committee and Board more frequently than
once a year and the Committee concurred, but did ask that the presentation be given fo the full Board. Mr.
Zimmerman answered the Directors’ questions.



QOrganization Update

Mr. Rowling asked Mr. Zimmerman to give an organization update for the Corporation. Prior fo Mr.
Zimmerman's report, Dr. Shine mentioned that in conjunction with the travel guidelines he would like to
mention that the Govemor sent out a request to lower costs for travel. He asked Mr. Zimmerman fo look at
the travel budget and asked that the Corporation to be responsive to this request by looking closely at
future travel expenses. Mr. Zimmerman agreed, concurring with Dr. Shine that cutbacks would not
undermine productivity or office morale. He confinued with providing the Board an update on the
Corporation's 2008 Actual vs. Budget, current organization chart, current projects, and the 2008 Annual
Report. ‘

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 4:10 p.m.

Secrefary:

Joan Moeller

Approved: Date:
Robert B. Rowling
Chairman, Board of Directors of
The University of Texas Investment
Management Company




Appendix B

UTIMCO Peer Group
= Columbia University *  University of California
*  Cornell University »  University of Chicago
*  Emory University »  University of Michigan
»  Harvard University *  Unjversity of Notre Dame
= Massachusetts Institute of »  University of Pennsylvania
Technology »  University of Virginia Investment
»  Northwestern University Management Company
= Princeton University »  Vanderbilt University
=  Rice University »  Washington University in St. Louis
=  Stanford University *+  Yale University

*  The Duke Endowment

Source: Cambridge Associates. Represents endowment funds {excluding the Total Endowment Assets) with
more than 10 full-time employee positions, allocations to alternative assets in excess of 40%, and with assets
greater than $2.5 billion, all to be determined as of the last day of each fiscal year end June 2006, 2007, 2008.
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Agenda ltem:

Developed By:
PresentedkBy:
Type of ltem:

Description:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Discussion and Appropriate Action Related to Corporate Resolutions: Election of
UTIMCO Officer and Designation of Annual Meeting of the UTIMCO Board

Staff

Rowling

~ Action required by UTIMCO Board

With the appointment of Dr. Francisco Cigarroa as Chancellor of The University of
Texas System, Chairman Rowling will recommend the appointment of Dr. Cigarroa
as Vice Chairman for Policy of the Corporation in accordance with the UTIMCO
Bylaws. Chairman Rowling will also designate the annual meeting of the Board of
Directors of the Corporation.

Chairman Rowling will recommend approval of the appointment of Vice Chairman
for Policy and designation of the annual meeting.

none



RESOLUTION RELATED TO CORPORATION OFFICER

RESOLVED, that Franciso G. Cigarroa is hereby appointed to the office of Vice
Chairman for Policy of the Corporation, to serve until the next Annual Meeting of the
Corporation or until his or her eatlier death, resignation or removal.

RESOLUTION RELATED TO ANNUAL MEETING

RESOLVED, that the Annual Meeting of the Board of Directors will be held on April
23, 2009, in Austin, Texas.
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Report on

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

Arrangements

For Qctober 21, 2008 through January 20, 2009

(Total Obligation per Agreement greater than $50,000)

Annual
Agreement Purpese Contract Term Amount
$40,000 one time $54.000
Application Experts, LL.C Client Relationship and Investment Workflow | development cost + . ’ .
(includes one time
Management System $14,000 annual vser
’ development cost)
icense
- Provide independent qualitative and
Credit Sights quantitative credit research for corporate bond 9/1/2008 to 9/1/2009 $56,000
investing
Services that renew via invoice on a monthly or quarterly basis:
Annual
Agreement Purpose Contract Term Amount
Bloomberg Portfolio Order Management System izr;?;? quarterly via $100,000
. ; . Renews quarterly via
Bloomberg Aii-m-.one investment platform for trading, invoice and may be $309,840
analysis and information .
canceled at any time
Quarterly invoice — fees
Intemational Fund Services Risk System increased ag accounts are $434,000
added
Factset Research Systems Analytical tool for performance Monthly invoice $283,766
Albourne America LLC Advisor to Marketable Alternative staff Monthly invoice $400,000

61




TAB 4



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

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Report from Risk Commiitee
Staff

Tate

Discussion item

The Risk Committee ("Committee”) will meet on January 29, 2009 and will meet in a Joint
Meeting with the Poficy Committee on February 5, 2009. The Committee's agenda for the
January 29" meeting included {1} review and discussion of risk reporting; (2) review and
discussion of compliance reporting; and (3) discussion and appropriate action related fo
categorization of new investment mandates and re-categorization of investment mandates.
The Joint Meeting agenda included (1) a report from the Internal Credit Committee; (2)
discussion related to Less Correlated and Constrained Investments’ benchmark; and (3)
discussion and appropriate action related to proposed amendments fo exhibits of the
investment policy statements for the Permanent University Fund (PUF), General
Endowment Fund (GEF), Permanent Heaith Fund (PHF), Long Term Fund (LTF), and the
Intermediate Term Fund {ITF). ‘

The Committee will review and take appropriaie action refated fo the mandate
categorizations and re-categorizations prepared by staff for the period beginning October 1,
2008, through January 15, 2009. The Mandate Categorization Procedure (Procedure}
requires that all new mandates be categorized by the Managing Directors, and that the
Chief Compliance Officer provide the Chief Investment Officer histher agreement or
recommended categorization, after which the Chief Investment Officer will designate the
Asset Class and Investment Type and report to the Risk Committee at its next regular
meeting for the Commitiee’s approval or re-categorization. The Procedure also requires
staff to recommend re-categorizations of any existing mandate if after the initial or annual
categorization the Chief Investment Officer, a Managing Director, or the Chief Compliance
Officer become aware of a change(s) in the investment characteristics of the mandate that
warrant a re-categorization. Staff requested that the Commitiee approve eight mandate
categorizations and two re-categorizations. The Committee will report to the UTIMCO
Board the resuits of its review of the Investment Mandate Categorizations. Routine
activities of the Committee include reviewing the quarterly risk reporting and compliance
reporting.

The Committee will have a joint meeting with the Policy Committee fo discuss staffs
recommended amendments to the Exhibits of the Investment Policy Statements of the PUF,
GEF, PHF, LTF, and ITF. Staff will present fo the Committees a plan fo increase the
maximum ranges for the Credit-Related Fixed Income asset class based on an internal staff
working group formed to analyze opportunifies in the credit-related fixed income area. Also,
staff is recommending a new benchmark to replace the current Less Correlated and
Constrained Investments' benchmark as the current benchmark, the MSCI Investable
Hedge Fund Index, was discontinued by MSCI on January 21, 2G09.  Finally, staff is
recommending a name change for the Lehman Brothers indices which are now owned and
managed by Barclays Capital. The discussion of the Investment Policy Statements is
covered in the Report from the Policy Committee under Tab 7 of these materials.

None

None



TAB S



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

Description:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Presentation by Mohamed A. El-Erian of PIMCO
Zimmerman

Zimmerman

Information ltem

Mohamed A. El-Erian, CEQ and co-CIO of PIMCO, will share his views on the global
economic environment and the chailenge and opportunities it presents o investors.

None

None



TAB 6



Agenda ltem:
Deve!oped By:
Presented By:
Type of ltem:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Discussion of Investment Environment

Zimmerman

Zimmerman

information item

This agenda item is intended to provide an opportunity for an open-ended discussion
on issues, expectations, and opportunities in the current investment environment.
Mr. Zimmerman will lead a discussion related to the investment environment,
specifically related to Investment Grade Fixed Income, Public Equities, Real Estate
and Natural Resources.

Staff hopes to get input from Board members on issues, concerns, and opportunities
in the current investment environment. The conversation will be unstructured and
open-ended.

None

Investment Environment presentation
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Agenda Item:

Developed By:

Presented By:
Type of ltem:

Description:

Discussion:

Agenda Item
UTIMCO Board of Directors Meeting
February 5, 2009

Report on and Discussion and Appropriate Action related fo ltems from Policy Committee
Staff

McHugh

Discussion item

The Policy Committee and Risk Committee will meet in a Joint Meeting on
February 5, 2008. The agenda includes (1) a report from the Internal Credit
Commiitee; (2) discussion related fo Less Correlated and Constrained
Investments’ benchmark; and (3) discussion and appropriate action related to
proposed amendments o exhibits of the investment policy statements. Staff is
recommending amendments to the Exhibits of the Investment Policy Statements of
the Permanent University Fund, General Endowment Fund, Permanent Health
Fund, Long Term Fund and the Intermediate Term Fund. Staff will present to the
Committees a plan to increase the maximum ranges for the Credit-Related Fixed
Income asset class based on an internal staff working group formed to analyze
opportunities in the credit-related fixed income area. Also, staff is recommending
a new benchmark to replace the current Less Correlated and Constrained
Investments’ benchmark effective January 1, 2009. The current benchmark, the
MSCI Investable Hedge Fund Index, was discontinued by MSC! on January 31,
2009. January 1, 2009 is recommended as the first starting date for the new
benchmark, the Hedge Fund Research Indices (HFRI} Fund of Funds Composite
Index, as this date coincides with the last full month that the MSCI index will be
published. Finally, staff is recommending that the names of the Lehman Brothers'
benchmarks (indices) be changed to Barclays Capital consistent with the
rebranding of the Lehman Brothers’ indices in November 2008, resuiting from the
acquisition of Lehman Brothers by Barclays Capital, Inc. The composition of the
indices will not change.

Exhibit A of the Invesiment Policy Statements of the PUF, GEF and ITF and

- Exhibit B of the Investment Policy Statements for the PHF and LTF will be
_amended fo reflect the proposed changes. The attached Exhibit 1 reflects these

proposed changes to the PUF, GEF, PHF, and LTF. Exhibit 2 reflects the
proposed changes to the [TF. The maximum range for the Credit-Related Fixed
Income for the PUF, GEF, PHF, and ITF has been increased to 22.5% for each of
the fiscal years ended August 31, 2009, 2010, and 2011.  The maximum range for
the ITF's Credit-Related Fixed income has been increased to 12.5% for each of
the fiscal years ended August 31, 2009, 2010 and 2011. The Lehman Brothers
Global Aggregate Index has been changed to the Barclays Capital Global
Aggregate and the Lehman Brothers Global High-Yield index has been changed to
the Barclays Capital Global High-Yield. The MSCI Investable Hedge Fund Index
has heen changed fo the Hedge Fund Research Indices Fund of Funds Composite

Index. '



Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Recommendation: The Policy Committee will recommend appropriate action related to the amendments fo

the Exhibits of the PUF, GEF, PHF, LTF, and ITF (the *Funds”) Investment Policy
Statements.

Reference: Exhibits of the Investment Policy Statements of the PUF, GEF, PHF, LTF and ITF.



RESOLUTION RELATED TO INVESTMENT POLICIES

RESOLVED, that amendments to the Exhibits A of the Investment Policy
Statements of the Permanent University Fund, General Endowment Fund,
and Intermediate Term Fund and Exhibits B of the Investment Policy
Statements of the Permanent Health Fund and Long Term Fund, as
presented be, and are hereby, approved, subject to approval by the Board
of Regents of The University of Texas System.
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The University of Texas Investmen
Management Company

Presentation Materials

Board of Directors Meeting

February 5, 2009

Part Two



UTIMCO BOARD OF DIRECTORS

MEETING AGENDA
February 5, 2009

UTIMCO
401 Congress Avenue, Suite 2800
Austin, Texas

Time ltem # Agenda ltem
Begin End
10:00 a.m.  10:05a.m. 1 Convene in Open Session:
Cali to Order/Discussion and Appropriate Action Related to Minutes of
November 7, 2008 Meeting”
10:05 a.m. 10:10 a.m. 2 Discussion and Appropriate Action Related to Corporate Resolutions:
- Election of UTIMCO Officer*
- Designation of Annual Meeting of the UTIMCO Board®
10:10a.m.  11:.00 a.m. 3 Endowment and Operating Funds Update Report
Recess for Briefing Session pursuant to Texas Education Code
Section 66.08(h){2) related to Investments
11:15am.  11:40am. 3 Reconvene into Open Session:
Endowment and Operating Funds Update Report
11:40am. 1200pm. 4 Report from Risk Committee
12:00pm.  1:00 pm. 5 Presentation by Mohamed A. El-Erian of PIMCO
1:00pm. 2:00 pm. 6 Lunch and Discussion of Investment Environment
2:00 p.m. 2:15 p.m. 7 Report on and Discussion and Appropriate Action related to ltems from
Policy Committee”
215 p.m. 2:30 p.m. 8 Report on and Discussion and Appropriate Action related to ltems from
Compensation Committee*
2:30 p.m. 2:50 p.m. 9 Report on and Discussion and Appropriate Action related to items from
Audit and Ethics Committee*
2:50 p.m. 3:00 p.m. 10 Discussion and Appropriate Action related to Cambridge Contract
Renewal*
3:00 p.m. 3:.45 p.m. 11 UTIMCO Organization Update
3:45 p.m. 4:05 p.m. 12 Qverview of UT System Debt Programs
4:05 p.m. Adjourn

*Action by resolution required

Next Scheduled Meeting: April 23, 2009 (Annual Meeting)




TAB 8



Agenda ltem:

Developed By:
Presented By:

Type of ltem:

Description:

Recommendation:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Report on and Discussion and Appropriate Action related to Items from
Compensation Committee

Staff
Ferguson

Action ltem; Action Required by UTIMCO Board

The Compensation Committee (the “Committee”) will meet on February 5, 2009,
The Committee will consider and take appropriate action related to amendments to
Appendix D of the UTIMCO Compensation Program, The UTIMCO Compensation
Program is effective July 1, 2008 (the “Plan”} and consists of two elements: base
salary and an annual incentive plan. The UTIMCO Board has the discretion to
interpret the Plan and may from time to time adopt such rules and regulations that it
may deem necessary to carry out the Plan as well as amend the Plan. UTIMCO
staff Is requesting that Appendix D, Table 2 of the Plan be amended effective
January 1, 2009.

The Committee will recommend appropriate action related to the amendments to
Appendix D of the UTIMCO Compensation Program effective January 1, 2008.

During this meeting, the UTIMCO Board will take appropriate action related fo the
Policy Committee’s request in Tab 7 o approve a new benchmark for the Hedge
Funds {Less Correlated & Constrained Investments or “LCC”). The new benchmark
being recommended by Staff is the Hedge Fund Research Indices ("HFRF") Fund of
Funds Composite Index. The approval of the change in Table 2 of Appendix D from
the MSCI Investable Hedge Fund Index to the HFRI Fund of Funds Composite Index
is subject fo the approval of the benchmark change in the Investment Policy
Statements for the Permanent University Fund, General Endowment Fund, and
Infermediate Term Fund by the UTIMCO Board and the Board of Regents of The
University of Texas System at their respective meetings.

If the HFRI Fund of Funds Composite Index benchmark is approved by the UTIMCO
Board and the Board of Regents of The University of Texas System, Staff also
requests that the Compensation Committee and the UTIMCO Board amend the
Target and Maximum Performance Standards of the LCC, currently 125 bps and
250 bps, respectively. During the Compensation Committee meeting, Mr.
Zimmerman will discuss the LCC and Total Fund Benchmarks presentation to
support the recommended changes. Staff proposes that the Performance
Standards Target and Maximum be changed fo 76 bps and 150 bps, respectively,
because the Top Quartile Fund of Hedge Fund has outperformed the median Fund
of Hedge Fund by approximately 150 bps over the longer term. Based on the
methodology previously employed fo develop the Performance Standards under the
Plan a change fo the Target and Maximum Performance Standards for the Entity
1



Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Benchmarks: Total Endowment Funds and intermediate Term Fund is required. The
Total Endowment Funds’ Target and Maximum Performance Standards would need
to be decreased to 62.5 and 125.0 bps, respectively, and the Infermediate Term
Fund's Target and Maximum Performance Standards wouid be decreased to 37.5
and 75.0 bps, respectively.

Staff also requests that the names of the Lehman Brothers’ indices benchmarks in

Appendix D, Table 2 be changed fo Barclays Capital consistent with the rebranding
of the Lehman Brothers’ indices in November 2008, resuiting from the acquisition of
Lehman Brothers by Barclays Capital, Inc. in September 2008. The composition of
the indices and benchmarks will not change.

Appendix D of the UTIMCO Compensation Program



RESOLUTION RELATED TO UTIMCO COMPENSATION PROGRAM
APPENDIX D, TABLE 2

WHEREAS, Section 7.2 of the UTIMCO Compensation Program (the “Plan”} gives the
Board the right in its discretion to amend the Plan or any portion thereof from time fo time, o
suspend it for a specified period, or to terminate it entirely or any portion thereof; and

WHEREAS, the current benchmark for the Less Correlated and Constrained Investments
(‘LCC"), MSC!I Investable Hedge Fund Index, was discontinued by MSCI on January 21,
2009, which necessitates the selection of a replacement benchmark for the LCC; and

WHEREAS, the Lehman Brothers' indices benchmarks set forth in Appendix D, Table 2
have been rebranded as Barclays Capital indices due to the acquisition of Lehman Brothers
by Barclays Capital, Inc. in September 2008; and

WHEREAS, Sections 5.8(a) and (b} of the Plan provide that the benchmarks and Threshold,
Target, and Maximum Performance Standards for the Total Endowment Assets,
Intermediate Term Fund, and the Asset Class/investment Type will be set forth on Appendix
D, Table 2; and

WHEREAS, subject to the approval of the the Board of Regents of The University of Texas
System, the UTIMCO Board has approved amendments to Exhibit A to the Investment
Policy Statements for the Permanent Endowment Fund, the General Endowment Fund, and
the Intermediate Term Fund to replace the LCC benchmark with the HFRI Fund of Funds
Composite Index benchmark; and

WHEREAS, the change in the LCC benchmark necessitates changes to the Entity
Benchmarks: Total Endowment Funds and Intermediate Term Fund; and

WHEREAS, the UTIMCO Board has reviewed the proposed changes to the Target and
Maximum Performance Standards for the LCC, Total Endowment Assets, and Intermediate
Term Fund, and the name change of the Lehman Brothers' indices as set forth on the
proposed Appendix D, Table 2; and

WHEREAS, the UTIMCO Board wishes fo document its approval of the amendments to
Appendix D, Table 2, subject to the approval by the Board of Regents of The University of
Texas System of the amendments to Exhibit A to the Investment Policy Statements for the
Permanent Endowment Fund, the General Endowment Fund, and the Intermediate Term

Fund.



NOW, THEREFORE, be it

RESOLVED, the amended Appendix D, Table 2, in the form attached hereto, is hereby
adopted and approved as part of the Plan, fo be effective as of January 1, 2009.
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| Agenda ltem:

Developed By:
Presented By:

Type of ltem:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Report on and Discussion and Appropriate Action related to ltems from Audit and Ethics
Committee

Staff

Nye

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

The Audit and Ethics Committee ("Committee”) will meet on January 29, 2008. The
Committee’s agenda includes (1) the review and consideration of Deloitte & Touche LLP’s
Financial Statement Audit Results and Communications and Audited Financial
Statements for the Corporation; (2) a presentation of the unaudited financial statements
for the three months ended November 30, 2008, for the Investment Funds and the
Corporation; (3} a report by the UT System Audit Office; and (4) an update of other
compliance, reporting, and audit issues.

The UTIMCO financial statements were audited by Deloitte & Touche LLP. Deloitte &
Touche LLP issued an unqualified opinion on the August 31, 2008 and 2007 financial
statements. Tom Wagner, the engagement pariner, is scheduled to present to the
Committee the Deloitte & Touche LLP's Audit Results and Communications letter and
answer questions related to the financial statements. A copy of the Audit Results and
Communications and the audited financial statements are included.

Charles Chaffin, UT System Audit Office (*Audit”), is scheduled to discuss with the
Committee a planned audit of the intemal controls of the Permanent University Fund and
Audit’s recommendation to the U.T, System Board of Regenis of the renewal of Deloitte &
Touche LLP’s contract for the audit of the Investment Funds for the year ended August
31, 2009. Cissie Gonzalez will report on the audit of ethics policies for trustee investing
practices at UTIMCO by the State Auditor's Office.-

Routine activities of the Commiitee will include reviewing the unaudited financial
statements for the first quarter for the Funds and UTIMCO Corporatlon and the quarterly
compliance reports.

Staff recommends the Commiitee approve Deloitte and Touche LLP’s Financial
Statement Audit Results and Communications, and the audited financial statements and
audit report for the Corporation. The Commitiee will request the UTIMCO Board take
appropriate action based on the Committee’s action from its meeting.

Audit Results and Communications; Audited financial statements and audit report for the
Corporation



RESOLUTIONS RELATED TO AUDIT OF THE CORPORATION FOR
FISCAL YEAR 2008

RESOLVED, that Deloitte & Touche LLP’s Financial Statement Audit
Results and Communications for the Corporation for the year ended
August 31, 2008, be, and is 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 fiscal years ended August 31, 2008 and August 31,
2007, be, and are hereby approved in the form as presented to the Board.




Deloi
e o I tte & Deloitte & Touche LLP

Suite 1700

400 West 15th Street
Austin, TX 78701
USA

Tel: +1 512 691 2300
wwuwy.deloitte.com

January 16, 2009

Mr. Bruce Zimmerman
CEO and Chief Investment Officer
The University of Texas Investment Management Company

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

401 Congress Avenue, Suite 2800

Austin, TX 78701

Dear Mr. Zimmerman and Members of the Audit and Ethics Committee of the Board of Directors of The
University of Texas Investment Management Company:

We have performed an audit of the financial statements of The University of Texas Investment
Management Company (the “Company™) as of and for the year ended August 31, 2008, in accordance
with auditing standards generally accepted in the United States of America and have issued our report
thereon dated January 16, 2009.

We have prepared the following comments to assist you in fulfilling your obligation to oversee the
financial reporting and disclosure process for which management of the Company is responsible.

Our Responsibility under Generally Accepted Auditing Standards

Our responsibility under auditing standards generally accepted in the United States of America has been
described in our engagement letter dated August 8, 2008. As described in that lefter, the objective of a
financial statement audit conducted in accordance with auditing standards generally accepted in the
United States of America is to express an opinion on the fairness of the presentation of the Company’s
financial statements for the year ended August 31, 2008 in conformity with accounting principles
generally accepted in the United States of America (“generally accepted accounting principles™), in ali
material respects. Our responsibilities under generally accepted auditing standards include forming and
expressing an opinion about whether the financial statements that have been prepared by management
with the oversight of the Audit and Ethics Comumittee are presented fairly, in all material respects, in
conformity with generally accepted accounting principles. The audit of the financial statements does not
relieve management or the Audit and Ethics Committee of their responsibilities.

We considered the Company’s internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Company’s internal control over financial reporting. Qur
consideration of internal control over financial reporting would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material weaknesses.

Member of
Deloitte Touche Tohmatsu



Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are ordinarily based on knowledge and
experience about past and current events and on assumptions about future events. Significant accounting
estimates reflected in the Company’s 2008 financial statements include the recoverability of long-term
assets such as property and equipment and liabilities related to accrued compensation and related
accounts. During the vear ended August 31, 2008, we are not aware of any significant changes in
accounting estimates or in management’s judgments relating to such estimates.

Significant Accounting Policies

The Company’s significant accounting policies are set forth in Note 2 to the Company’s 2008 financial
statements. During the year ended August 31, 2008, there were no significant changes in previously
adopted accounting policies or their application, nor were there any unusual transactions during the
period.

Critical Accounting Policies and Practices

Critical accounting policies are those that are (1) most important to the portrayal of UTIMCO’s financial
conditions and the results of its operations and (2) require management’s most difficult, subjective, or
complex judgments, often as a result of the need to make estimates about the effect of matters that are
inherenily uncertain.

UTIMCO’s critical accounting policies and practices include its deferred rent liability and lease expenses
as disclosed in the footnotes to UTIMCO’s financial statements as of and for the year ended August 31,
2008.

Alternative Accounting Treatments

We had no discussions with management regarding alternative accounting treatments within accounting
principles generally accepted in the United States of America for policies and practices related to material

items, including recognition, measurement, and disclosure considerations related to the accounting for
specific transactions as well as general accounting policies, related to the year ended August 31, 2008.

Disagreements with Management

We have not had any disagreements with management related to matters that are material to the
Company’s 2008 financial statements.

Consultation with Other Accountants

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2008.



Significant Issues Discussed, or Subject of Correspondence, with Management
Prior to Our Initial Engagement or Retention

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management regarding the application of accounting principles or anditing standards in connection with
transactions that have occurred, transactions that are contemplated, or reassessment of current
circumstances. In our judgment, such discussions or correspondence were not held in connection with our
retention as auditors.

Other Significant Issues Discussed, or Subject of Correspondence, with
Management

Throughout the year, routine discussions were held, or were the subject of correspondence, with
management. In our judgment, such discussions or correspondence did not involve significant issues
requiring communication to the Audit and Ethics Committee.

Significant Difficulties Encountered In Performing the Audit

In our judgment, we received the full cooperation of the Company’s management and staff and had
unrestricted access to the Company’s senior management in the performance of our audit.

Management’s Representations

We have made specific inquiries of the Company’s management about the representations embodied in
the financial statements. Additionally, we have requested that management provide to us the written
representations the Company is required to provide to its independent auditors under generally accepted
auditing standards. We have attached to this letter, as Appendix A, a copy of the representation letter we
obtained from management.

w ok ok kR R
This report is intended solely for the information and use of management, the Audit and Ethics
Committee of the Board of Directors of The University of Texas Investment Management Company, and

others within the organization and is not intended to be and should not be used by anyone other than these
specified parties.

Yours truly,

W?M Ler



e Appendle

January 16, 2009

Deloitte & Touche LLP

JP Morgan Chase Tower

2200 Ross Avenue, Suite 1600
Dallas, TX 75201-6778

- We are providing this letter in connection with your audit of the balance sheet and
statement of revenues, expenses and changes in net assets, and cash flows of the
University of Texas Investment Management Company ("UTIMCO"™) for the purpose of
expressing an opinion as fo whether the financial statements present fairly, in all material
respects, the financial position, the results of its operations, changes in its net assets, and
its cash flows in conformity with accounting principles generally accepted in the United
States of America. We confirm that we are responsible for the following:

a. The fair presentation in the financial statements of financial position,
results of operations, changes in net assets, and cash flows, in conformity
with accounting principles generally accepted in the United States of
America (“GAAP”).

b. The design and implementation of programs and controls to prevent and
detect fraud.

¢. Establishing and maintaining effective internal control over financial
reporting.

Certain representations in this letfer are described as being limited to matters that are
material. ltems are considered material, regardless of size, if they involve an omission or
misstatement of accounting inforiation that, in light of surrounding circumstances,
‘makes it probable that the judgment of a reasonable person relying on the information
would be changed or influenced by the omission or migstatement,

We confirm, fo the best of our knowledge and belief, the following representations made
to you during your audits.

1. The financial statements referred to above are fairly presented in confdrmity with
GAAP.

2. UTIMCO has made available to you all:

a. Financial records and related data.




b. Minutes of the meetings of directors/trustees, and committees of
directors/irustees; or summaries of actions of recent meetings for which
minutes have not yet been prepared.

c. Information relating to contracts with and results of work by specialists.

3. There have been no communications from regulatory agencies concerning
noncompliance with or deficiencies in financial reporting practices.

4. We have assessed risk, including risk that the financial statements may be materially
misstated as a result of fraud and have made available to you or have discussed with
you the results of such assessment.

5. We have no knowledge of any fraud or suspected fraud affecting UTIMCO involving
(a) management, (b) employees who have significant roles in UTIMCO’s internal
control over financial reporting, or (c) others if the fraud could have a materlal effect
on the financial statements.

6, We have no knowledge of any allegations of fraud or suspected fraud affecting
UTIMCQO as received in communications from employees, former employees,
analysts, regulators, short sellers, or others.

7. There are no unasserted claims or assessments that legal counsel has advised us are
probable of assertion and must be disclosed in accordance with Financial Accounting
Standards Board ("FASB") Statement No.5, dccouniing for Contingencies.

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

Except where otherwise stated below, matters less than $25,000 collectively are not
considered to be exceptions that require disclosure for the purpose of the following
representations. This amount is not necessarily indicative of amounts that would require
adjustment to or disclosure in the financial statements.

9. There are no transactions that have not been properly recorded in the accounting
records underlying the financial statements.

10. We have disclosed to you any change in UTIMCO?’s internal control over financial
reporting that occurred during the year ended August 31, 2008, that has materially
affected, or is reasonably likely to materially affect, UTIMCO’s internal control over
financial reporting.

11. UTIMCO has no plans or intentions that may affect the carrying value or
classification of assets and liabilities.



12. With regard to the fair value measurements and disclosures of certain assets and
liabilities we believe that:

a.

The measurement methods, including the related assumptions, used in
determining fair value were appropriate and were consistently applied.

The completeness and adequacy of the disclosures related to fair values
are in conformity with GAAP,

No events have occurred subsequent to August 31, 2008 that require
adjustment to the fair value measurements and disclosures included in the
financial statements.

13. The following, to the extent applicable, have been appropriately identified, properly
recorded, and disclosed in the financial statements:

4.

Related-party transactions and associated amounts receivable or payable,
including sales, purchases, loans, transfers, leasing arrangements, and
guarantees {written or oral).

Guarantees, whether written or oral, under which UTIMCO is
contingently liable.

Restricted securities that may not be publicly sold without registration
under the federal Securities Act of 1933,

Arrangements with financial institutions involving compensating balances
or other arrangements involving restrictions on cash balances, line-of-
credit, or similar atrangements.

All derivative financial instruments (e.g., futures, options, swaps),
including outstanding commitments to purchase or sell securities under
forward placement and standby commitments.

Financial instruments with significant individual or group concentration of
credit risk whether from an individual counterparty or group of
counterparties,

14. In preparing the {inancial statements in conformity with GAAP, management uses
estimates. All estimates have been disclosed in the financial statements for which
known information available prior to the issuance of the financial statements indicates
that both of the following criteria are met:

a.

It is at least reasonably possible that the estimate of the effect on the
financial statements of a condition, situation, or set of circumstances that
existed at the date of the financial statements will change in the near term

- due to one or more future confirming events.



b. The effect of the ¢hange would be material to the financial statements.

15. Risks associated with concentrations, based on information known to management,
that meet all of the following criteria have been disclosed in the financial statements:

" a. The concentration exists at the date of the financial statements.

b. The concentration makes the enterprise vulnerable to the risk of a near-
term severe impact.

¢. Itis at least reasonably possible that the events that could cause the severe
impact will occur in the near term.

16. There are no:

a. Violations or possible violations of laws or regulations whose effects
should be considered for disclosure in the financial statements or as a basis
for recording a loss contingency.

b, Other liabilities or gain or loss contingencies that are required to be
accrued or disclosed by FASB Statement No. 5, Accounting for
Contfingencies.

¢. The UTIMCO has satisfactory title to all owned assets, and there are no
liens or encumbrances on such assets nor has any asset been pledged as
collateral.

17. UTIMCO has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets nor has any asset been pledged as collateral.

18. UTIMCO has complied with all aspects of contractual agreements that may have an
effect on the financial statements in the event of noncompliance.

19. No events have occurred subseguent to August 31, 2008 that require consideration as
adjustmentssto or disclosures in the financial statements.

Brdce Zmmerman
CE@yand Chief Investment Officer

Wl
Joai Moeller
Managing Director-Accounting, Finance, Administration




THE UNIVERSITY OF TEXAS
INVESTMENT
MANAGEMENT COMPANY

FINANCIAL STATEMENTS

For the years ended August 31, 2008 and 2007



The University of Texas Investment Management Company

Financial Statements

Years Ended August 31, 2008 and 2007

Contents
Independent Auditors’ REPOLT .o sn s 1
Management’s Discussion and Analysis (unandited) ..o 2
Audited Financial Statements
Balanee SHECES ..vcivieiiriii v e 6
Statements of Revenues, Expenses and Changes in Net ASSets .o, 7
Statements of Cash FLOWS...o e oo 8

Notes 0 the FINnancial Statemeit o iiiniosrrerer s rsssrssesstsssssessessatsssssessssssereessenssessessesessessras 10



Deloi
e o I tte & Deloitte & Touche LLP

Suite 1700

400 West 15th Street
Austin, TX 78701
USA

Tel: +1 512 691 2300
wenw.deloitte.com

Independent Auditors’ Report
The Board of Directors of The University of Texas Investment Management Company

We have audited the accompanying Balance Sheets of The University of Texas
Investment Management Company (“UTIMCO™), as of August 31, 2008 and 2007, and
the related Statements of Revenues, Expenses and Changes in Net Assets for the years
then ended. These financial statements are the responsibility of 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 of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing the audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of UTIMCO’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, 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 present fairly, in all material respects, the
financial position of UTIMCO as of August 31, 2008 and 2007, and the changes in its
financial position for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Management’s discussion and analysis on pages 2 through 5 is not a required part of the
basic financial statements, but is supplementary information required by the
Governmental Accounting Standards Board. This supplementary information is the
responsibility of management. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

De boctle i orcade core

January 16, 2009

Member of
Deloitte Touche Tohmatsu



MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
(Unaudited)

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
year ended August 31, 2008. This discussion was prepared by UTIMCO management and
should be read in conjunction with the UTIMCO financial staternents and notes. UTIMCO
is 2 501(c) (3) investment management corporation whose sole purpose is the management
of investment assets that are 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 a
public university system. It invests endowment and operating funds in excess of $23 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 representative from the Texas A&M University System}. The
UTIMCO Board and the UT Board have entered into 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 increased by $2.0 million from §7.4 million to $9.4 million, or approximately
27.0%, for the year ended August 31, 2008. This is compared to an increase of $2.3 miliion
from $5.1 million to $7.4 million, or approximately 45.1%, for the year ended August 31,
2007. The change in net assets from year to year is mainly attributable to persennel costs
which were not incurred. The management fees received are based on the expense budget
approved by the UTIMCO Board and the UT Board. During FY 2007, warnover created
reduced personnel costs and although UTIMCO has hired additional staft during FY 2008,
personnel costs were less than budget as a result of the actual timing of additions to staff and
related expenses.

Use of Financial Statements and Notes

UTIMCO financial statements are prepared In accordance with standards issued by the
Governmental 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.
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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:

2008 2007 2006

Asscts
Cash & Cash Equivalents $ 10,907,042 # 8,046,839 $ 5,568,970
Other Assets 4,043 880 3.641.367 3,981.382

Total Assets $14.950922  §11688206  § 9550352

Liabilities & Net Assets
Accounts Payable &

Defersred Compensation Plan Obligations § 3,779,637 $ 2,409660 $ 2,495,053
Deferred Rent 1,801,948 1,834,112 1,951,631
Unrestricted Net Assets 9,369,337 7,444 434 5,102,668

Total Liabilities & Net Assets 314950922 $11.688 206 39550352

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

o Other Assets increased dusing fiscal year 2008 by approximately $403,000
primarily as a result of net increases in property and equipment related to
purchases of leasehold improvements, furniture, and computer equipment for
UTIMCOs expansion in leased facilities. Additionally, UTIMCO added a
deferred compensation program in FY 2008, which caused an increase in both
other assets and other accrued expenses. Other assets decreased during fiscal
year 2007 by approximately $340,000 primarily as a result of several fixed assets
becoming fully depreciated.

* Accounts payable and deferred plan obligations increased i 2008 as a result of
the increase in personnel and operating expenses associated with the increase in
headcount between years from 47 at August 31, 2007 to 59 at August 31, 2008,
These costs include an increase related to the newly implemented deferred
compensation plan, In accrued compensation and in other personnel related
accounts,



Statements of Revenues, Expenses and Changes in Net Assets

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

2008 2007 2006
Revenue
Management Fees $ 15377329 § 13,948,138 § 11,441,802
Non-operating Revenues 424,065 457,335 264415
15,801,394 14,405,473 11,706,217
Expenses
Salaries & Benefiis 9,702,764 8,078,314 7,705,543
General Operating 1,952,991 1,747,925 1,683,029
Depreciation and Amortization 548,487 565,569 516,693
Other 1,672,249 1.671.899 1.434.873
13,876,491 12,063,707 11,338,138
Management Fee Rebate - - (4,000,000
Increase/(Decrease) in Unrestricted Net Assets 1,924,903 2,341,766 (3,631,921
Net Assets, Beginning of Year 7.444,434 5.102,668 8,734,589
Net Assets, End of Year $1.93692337 37444434 § 5102668

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

® Management Fees revenue for cach 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.

o Salary and Benefit expenses increased primarily for cost of living adjustments in
fiscal years 2007 and 2008 and as a result of staff additions and promotions in fiscal
year 2008,

¢ General Operating FExpenses remamed flat in fiscal 2007 as a result of several
vacancies at the senior management level and the related decreases in expenses tied
to these positions. For fiscal year 2008, this trend reversed as UTIMCO became
fully staffed during the course of the year.



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:

2008 2007 2006
Cash Flows from Operating Activities
Proceeds from management fees $ 15,377,329  § 13,955,638  § 11,434,302
Other proceeds - 47,646 1,551,505
Payments to and for employees (8,774,725 (8,098,106)  (8,120,4249)
Other payments (3,318,350 (3755640  (2.818.813)

3,084,256 2,149,538 2,046,570
Cash Flows from {(used for) Noncapital,
Capital and Investing Activities

Purchase of property & equipment, net (656,081) 79,865y  {(3,186,472)
Sale of investments, net - - 7,356,538
Management fee rebate - . {4,006,000%
Interest 432028 408,196 346,275
(224,053 328,331 516,341

Net Change in Cash & Cash Equivalents 2,860,203 2,477 869 2,562,911
Cash & cash equivaleats, beginning of year 8.046.839 5,568,870 3,006,059
Cash & cash equivalents, end of year 810907042 §8046 839§ 5568970

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

® Purchases of property and equipment increased in fiscal year 2008 as the
organization completed the expansion of leased facilities. Additionally, 2006
purchases reflect the completon of the move into new leased facilities.

»  During fiscal year 2006, investments were liquidated.
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 inquiries may be directed to UTIMCO via
WWW.UMCO.OLg,




THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Starements

Balance Sheets
August 31, 2008 and 2007

Assets

Current Assets:
Cash and cash equivalents
Prepaid expenses and other assets
Total Cutrent Assets
Non-Current Assets:
Assets of deferred compensation plan
Property and equipment, net of accumulated depreciation
of $2,188,223 and $1,703,450, respectively
Total Non-Current Assets

Total Assets

Liabilities and Net Assets
Current Liabilities:
Accounts payable and accrued expenses
Current portion - defesred rent
Total Current Liabilities
Non-Current Liabilities:
Deferred compensation plan obligations
Long-term portion - deferred rent
Total Non-Current Liabilities
Total Liabilities
Net Assets:

Unrestricted

Total Liabilities and Net Assets

2008

$ 10,907,042
653,764
11,560,806

107,966

3.282,550
3,390,116

$ 3,671,671
225,577
3,897,248

107,966
1,576,371
1,684 357
5,581,585

_9.362.337

S dicconmpernying woles are i intgred part of these fincncial steteaents.

i

—2007.

§ 8,046,839

458 848
8,505,687

3,182,519

-3.182.519
£11,688,200

$ 2,409,660
203,790
2,613,450

_1.630.322

1,630,322

4,243,772

7,444 434

311.688.200



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Statements of Revenues, Expenses and Changes in Net Assets
For the years ended Angust 31, 2008 and 2007

2008
Operating Revenues
Management fee $ 15,377,329
Miscellaneous income -
Total Operating Revenues 15,377,329
Operating Expenses
Salaries 8,393,026
Employee benefits 914,825
Payroll taxes 394,313
General operating 1,952,991
Depreciation and amortization 548,487
Lease 974,920
Professional fees 455,041
Insurance 242.288
Total Operating Expenses 13,876,491
Operating Income 1,500,838
Nonoperating Revenues
Interest 432,028
Gain/(Loss) on disposal of equipment {1,963)
Net Nonoperating Revenues 424,065
Increase in Unrestricted Net Assets 1,924,903
Net assets at begi!ming of year 7 44d 434

Net agsets at end of year $02369.337

Ve aacvaaperizying wofes are an fitearal potet of these firancial statements.

7

2007

$ 13,048,138
47 646
13,995,784

6,991,521
749,676
337,117

1,747,925
565,569
777,062
644,542
250,205

12,063,707

1,932,077
408,196
1.493

409,689

2,341,766

2,102,668

§ 7.444.434



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Statements

Statements of Cash Flows
For the yearr ended Augnsr 31, 2008 and 2007

Cash flows from operating activities:
Proceeds from management fees
Proceeds from miscellaneous revenues
Receipt/ {payment) from deposits
Payments to suppliess for goods and services
Payments for facihity
Payments to employees
Payments for employees

Net cash provided by operating activities

Cash flows from investing activities:
Interest
Purchase of property and equipment
Proceeds from sale of property and equipment

Net cash {used in)/provided by investing activities

Net Increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2008 2007
$15377,329  § 13,955,638
. 47,646

10,132 (10,132)
(2,521,399) (2,851,276)
(1,007,083) (894,232)
(7,464,581) (7,012,810)
(1,310,142) (1,085.296)
3,084,256 2,149,538
432,028 408,196
(656,081) (82,869)

- 3,004

(224,053) 328,331
2,860,203 2,477,869
8,046,839 5,568,970

310.907.042

£ 8046839

Vhe wcenspanying soles are an futegyal peart of these financial stonents.,
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THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Financial Scatements

Statements of Cash Flows, Continued

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

Operating income
Adjustiments to reconcile operating income to net cash provided
by operating activities:

Depreciation and amortization
Change in assets and liabilities:

Increase in prepaid expenses and other assets
Increase /(decrease) in accounts payable and accrued expenses

Decrease in deferred rent

Net cash provided by operating activities

Ve cocepmpeeizsing antes are an Sitegral part of these finangial satomenls,

7

2008

2007

$ 1,500,838

§ 1932077

548,487 565,569
(194,916)  (144,196)
1,262,011 (86,393)

(32,164) _(117,519)

$3084.256 $2.149.538




THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Notes to Financial Statements

Note 1- Organization

The University of Texas Investment Management Company (UTIMCO) is a not-for-profit
corposation otganized to invest funds that are under the control and management of the
Board of Regents of The University of Texas System (UT Board). UTIMCO commenced
business on March 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
Barsis of Accounting

"The financial statements of UTIMCO are 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
Interpretations issued on or 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 purchased with an orziginal maturity of three months or less to be cash
equivaients. UTIMCO invests excess cash in an interest-bearing money market account.

Pmpm’z/ expenses and other assels

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

Property and equipnmeent, net of accumitiated depreciation

Net property and equipment consists of office furniture, office equipment, software, and
ieaschold improvements and is stated at net book value. 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, 2008 and 2007.

2008 2607
Office furniture $ 841241 $ 722,630
Office equipment 1,218,903 1,118,370
Software 259,100 244,228
.casehold nprovements 3151124 2,800,741
Total propesty and equipment 5,470,373 4,885,969
Less sccumulaied depreciation (2,188,223 (1,703,450}
Net property and equipment $ 3,282 150 $.3.182.519
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THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Notes to Financial Statements

Tucome taxes

The exclusive purposes for which UTIMCO is organized and is to be operated are charitable
and educational within the meaning of section 501{c)(3) of the Internal Revenue Service
Code, and therefore, UTIMCO is not subject to federal income taxes on normal operations.
UTIMCO may, however, incur federal 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 Habilities 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 2607 classification.

Note 3 - Related Party Transactions

a) Pursuant to a Master Investment Management Services Agreement with UTIMCO,
the UT Board has appointed UTIMCQO as its investment manager with complete authority
10 act for the UT Board in the investment of all funds. The amount of the management fees
for the periods ended August 31, 2008 and 2007 were $15,369,829 and $13,940,638,
respectively. This represents fees for the following:

2008 2087
Permanent University Fund $ 7,541,715 $ 6,481,749
The University of Texas System Long Term Fund 4,380,276 3,860,575
Permanent FMealth Fund 005,220 839,949
The University of Texas System Intermediate Term Fund 2,542,618 2,758.365
$.15,369.829 $13.940.638

by  UTIMCO contracts for internet and mainframe connection services with The
University of Texas Systemn and The University of Texas at Austin. The expense for these
services for the periods ended August 31, 2008 and 2007 were $44,718 and $21,900,
respectively,

¢y Asof August 31, 2008, UTIMCO had pass-through receivables for legal fees due from
UT System of approximately $236,000. The fees were incurred by UT System in connection
with the West Texas Lands project. The law firms billed UTIMCO for these legal fees, and
in turn UTIMCO paid the fees and then subsequently billed UT System for reimbursement.



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Notes to Financial Statements

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
tisk 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 of collateral
securities that are in the possession of another party. UTIMCO does not have a deposit
policy for custodial credit risk. As of August 31, 2008, the FDIC insures deposits up to
$100,000. As of August 31, 2008, there were no uninsured deposits and as of August 31,
2007, UTIMCO had uninsured deposits of §69,893. Additionally, UTIMCO does not have

any investments that are exposed to custodial credit risk.

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 is ratably credited
to revenue monthly. As of August 31, 2008 and 2007, there was no deferred revenue.

Note 6 — Deferred Compensation Plans

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 o contribute 6.5% of their total gross compensation
to receive the company match. Employer contributions for the periods ended August 31,
2008 and 2007 were $404,671 and $329,083, respectively.

Effective December 1, 2007, UTIMCO adopted a deferred compensation plan under
Internal Revenue Code Section 457(b) (the Plan). The UTIMCO Plan is an unfunded
deferred compensation plan that is established and maintained for a select group of
management employees. Participants are determined by the Administrative Plan Committec.
Participants are permitted to make tax-deferred contributions to the Plan, but until Plan
benefits are paid out, these contributions remain part of UTIMCO’s general assets and can
be used to satisfy claims of the general unsecured creditors of UTIMCO. The assets and
obligations of the Plan are reported on the balance sheets at current values.

Note 7 - Lease Expense

Effective September 1, 2005, UTIMCO entered into an eleven year lease for its office space
and parking with a third 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. The lease expense
incentive is recorded as a deferred rent liability as detailed in Note 8.

i7



THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

Notes to Financial Statements

UTIMCO began paying lease and operating costs related to UTIMCO’s current lease
effective November 2006, For the periods ended August 31, 2008 and 2007, related
operating expenses were $525,769 and $368,426, respectively. The net lease expense related
to the lease incentive and amortization of the tenant allowance for the periods ending
August 31, 2008 and 2007 was $349,144 and §313,832, respectively. For the periods ended

August 31, 2008 and 2007, parking expense was $100,007 and $94,804.

The 132 month lease expires August 31, 2016, Commencing November 1, 2006, the
minimum rental commitment was $43,135 per month through December 31, 2007. The
commitment increased to $47,773 pet month etfective 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,

2009 $ 573,272
2010 573,272
2011 573,272
2012 573,272
2013 573,272
Thereafter 1,719.817
Total $4.586 177

Note 8 — Deferred Rent

Under the terms of the office lease effective September 1, 2005, the landlord provided
UTIMCO with rent holidays and a tenant improvement allowance. The property was placed
in service on November 14, 2005. Additional tenant improvement allowance was provided
in August 2008 in connection with the expansion. UTIMCO has recorded the rent holidays
and tenant improvement allowances as a deferred rent liability.

As of August 31, 2008 and 2007, the total deferred rent was $1,801,948 and $1,834,112,
respectively. The portion of the deferred rent related to the rent holidays as of August 31,
2008 and 2007 was $439,194 and $494,094, respectively. The remaining portion of the
deferred rent as of August 31, 2008 and 2007, was $1,362,754 and $1,340,018, respectively,
and relates to the tenant improvement allowance. UTIMCO was initially provided an
allowance of $1,612,985 to be used and applied toward the cost of leasehold improvements
in the new space. In August 2008, an additional allowance of $156,074 was provided in
connection with the expansion. The deferred rent is amortized over the term of the Jease.

seestksdoR
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Agenda tem:
Developed By:
Preseﬁted By:
Type of ltem:

Description:

Recommendation;

Discussion:

Reference:

Agenda Item
UTIMCO Board of Directors Meeting
February 5, 2009

Discussion and Appropriate Action Related to Cambridge Contract Renewal
Staff

Zimmerman

Action required by UTIMCO Board

In accordance with the Delegation of Authority, the UTIMCO Board executes the investment
copsultant contract. The UTIMCO Board approved retaining Cambridge Associates as its
investment consultant during its September 22, 2006, board meeting.  This agenda item
renews the coniract expiring on November 30, 2008. The renewal contract is for the twelve
month period beginning December 1, 2008.

Staff recommends the approval of the extermnal investment consultant confract with
Cambridge Associates.

Cambridge Associates has served as UTIMCO's consultant since its inception in 1996.
Under the terms of the current contract with Cambridge, UTIMCO receives access via the
Cambridge Associates consulting team and Cambridge Associate’s web site fo proprietary
databases on capital markets, investment managers, and partnerships. UTIMCO also has
access to comparative peer performance data and quarterly and annual surveys of
investment and financial data. Also included in the confract is 24 hours of consulfing time, a
variety of research reports and working papers on investment and financial data, and
attendance at UTIMCO Board meetings.

The prior Cambridge Associates contract was for $310,000 annually. The renewal contract
proposed by Cambridge is $119,500 annually, a net decrease of $190,500. The non-
marketable services have been eliminated.

In addition, the attendance at the Board and Committee meetings has been reduced from six
in-person and two conference calis to four board meetings.

Additional consulting services, if any, wili be provided and billed at Cambridge Associate’s
standard fees.

Contract with Cambridge Associates



RESOLUTION REGARDING RENEWAL OF CAMBRIDGE
ASSOCIATES CONTRACT

RESOLVED, that the contract renewal of Cambridge Associates as the external
investment consultant be, and is hereby, approved in the form submitfed to the
Board.



CAMBRIDGE ASSOCIATES LLC

100 Summer Street
Boston, Magsachusetts o2110-2712

TEL B27.457.7500 FAX G17.457.7501
www.cambridgeassociates.com

January 14, 2009

Mr. Robert B. Rowling

Chair

The University of Texas Investment Management Company
401 Congress Avenue, 28" Floor

Austin, TX 78701

Dear Mr. Rowling:

I am writing to confirm that within the context of the existing Agreement with Cambridge Associates
(“CA") dated December 1, 2002, the generalist 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, 2008,

General Consulting Services

» Access via the CA consulting team and CA's web site to proprietary databases on capital markets,
investment managers, and partnerships. Additionally, the Client will have access to comparative
peer performance data and quarterly and annual surveys of investment and financial data.

+ Twenty-four (24) hours of consulting time for miscellaneous communications and inquiries.
e A variety of research reports and working papers on investment and financial issues.

» Attendance at up to four (4) UTIMCO Board meetings (in-person in Texas) per year to discuss
investment strategy, asset allocation, performance, market environment, best practices of peer
institutions and investment manager selections.

These services will be provided for a Fee of $119,500. This Fee will be payable in four equal
installments; guarterly in advance, The 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
Apnual 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.,

ARLINGTON BOSTON i DALLAS ; LONDON MENLD PARK SINGAPORE SYDWNEY



Robert B. Rowling
Januvary 14, 2009
Page 2 of 2

We greatly value our relationship and look forward to continuing to work with you. If you are in
agreement with these terms, please sign and return one fully executed copy of this letter, keeping an
original for your records. A self-addressed envelope is enclosed for your convenience. Thank you.

Sincerely,

4o 26>

Steven Y. Quintero

General Counsel
APPROVED:

Date:

By: Robert B. Rowling

Chair

The University of Texas Investment
Management Company

SEEN AND ACKNOWLEDGED:

Date:

By: Bruce Zimmerman

Chief Executive Officer

The University of Texas Investment
Management Company
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Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Agenda ltem: UTIMCO Organization Update
" Developed By: Zimmerman

Presented By: Zimmerman

Type of ltem: Discussion item

Description: Mr. Zimmerman will provide an update on the following:
- UTIMCO QTR 1 FY 2009 actual versus budget.
. Staff
. Investment Best Practices
+ CRM
. Technology Peer Review

Annual Report

Reference: UTIMCO Update presentation
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Agenda ltem
UTIMCO Board of Directors Meeting
February 5, 2009

Agenda ltem: Overview of UT System Debt Programs

Developed By: Aldridge

Presented By: Aldridge

Type of ltem: Information Item

Description: The UT System Office of Finance will present an overview of the System’s debt

programs and how they interrelate with UTIMCQO’s investment activities.

Discussion: The UT System Office of Finance manages a $5.7 billion debt portfolio supported
by two distinct credit sources, the Revenue Financing System and the Permanent
University Fund. The portfolio includes fixed rate debt, variable rate bonds, and
commercial paper, and is integrated with $2.0 billion of interest rate swaps. The
Office of Finance interacts with UTIMCO staff in four key debt-related areas; (1)
Credit ratings and the ratings process; (2) Liquidity to “backstop” variable rate
debt; (3) the investment of debt proceeds, and; (4) the maintenance of PUF debt
capacity. Each will be discussed in this presentation.

Recommendation: None

Reference: Debt overview presentation
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CIP as of November 30, 2008

ion

$8.9 bil

PUF Debt

$802 MM

9%

s
8=
2%
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46%

RFS Debt
$3,993 MM

45%
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