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UTIMCO BOARD OF DIRECTORS
ANNUAL MEETING AGENDA
April 15,2010

UTIMCO
401 Congress Avenue, Suite 2800
Austin, Texas

Time ltem # Agenda ltem
Begin End
OPEN MEETING:
9:00 am. 9:05am. 1 Call to Order of the Annual Meeting/Discussion and Appropriate Action on Minutes of January
26, 2010 Meeting”
205pm.  915p.m. 2 Discussion and Appropriate Action Related to Corporate Resolutions:
- Election of UTIMCO Officers*
- Designation of Key Employses*
9:15am. 1045am. 3 Endowment and Operating Funds Update Report
10:45am. 11:15am. 4 Heport on Manager Risk
Recess for Briefing Session pursuant to Texas Education Code Section 66.08
(h){(2) related to Investments
i:15am. 1145am. 5 Reconvene into Open Session:
Discussion Related to Manager Concentration
11:45am. 12:30am. 6 Report from Policy Committes:
Discussion and Appropriate Action on Recommendation of Distribution Rates for the
Investment Funds*
Discussion and Appropriate Action Related to Investments for Three Mandates that
Exceed Staff's Delegated Authority*
1230 p.m. 115pm. 7 Lunch and Discussion of Investment Environment and Opportunities
1:15pm.  215pm. 8 Report on Scenario Analysis
2:t5pm.  2:30pm. 9 Report from Risk Committee
230p.m.  245pm. 10 UTIMCO Organization Update
2:45pm.  3:00pm. 11 Convene into Executive Session
: Pursuant to Section 551.074, Texas Government Code, the Board may convene in Executive
Session for the purpose of defiberating an individual personnel compensation matter related to
Eligible Position in UTIMCO Compensation Program for the 2009/2010 Performance Period,
Reconvene into Open Session
Report from Compensation Committee
Discussion and Appropriate Action Related to Change in Designation of Employee's
Eligible Position as a Participant in the UTIMCO Compensation Program for the
2009/2010 Performance Period*
3:00pm. 3:30pm. 12 Report from Audit and Ethics Commitiee
330 p.m.  400pm. 13 Educational Program for UTIMCO Directors
4:00 p.m, Adjourn

* Action by resolution required
By: The University of Texas Investment Management Company

Members of the Board may aitend the meeting by telephone conference call pursuant to Tex. Educ. Code Ann.
§ 66.08(h)(2)(B). The telephone conference will be audible to the public at the meeting location specified in this notice
during each part of the meeting that is required to be open to the public.

Next Scheduled Meeting: July 14-15, 2010
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RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors
held on January 26, 2010, be, and are hereby, approved.




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

The Board of Directors (the “Board”) of The University of Texas Investment Management Company (the
“Corporation”) convened in an open meeting at 9:08 a.m. on the 26th day of January 2010, at the offices
of the Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meeting having been called by
the Chairman, Erle Nye, 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:

Erle Nye, Chairman
J. Philip Ferguson, Vice Chairman
Francisco G. Gigarroa, M.D, Vice Chairman for Policy
Paul Foster
Printice Gary
Ardon E. Moore
Charles W. Tate

Mr. Tate attended the meeting by means of conference telephone enabling all persons participating in the
meeting to hear each other, Accordingly, a majority and quorum of the Board was in attendance. Directors
Clint Carlson and Janiece M. Longoria did not attend the meeting. Employees of the Corporation attending
the meeting were Bruce Zimmerman, CEO and Chief Investment Officer; Joan Moeller, Secretary and
Treasurer; Christy Wallace, Assistant Secretary; Cecilia Gonzalez, internal General Counsel and Chief
Compliance Officer; Lindel Eakman, Managing Director-Private Markets; Biil Edwards, Managing Director-
Information Technology; Mark Warner, Senior Director-Natural Resources Investments; Uzi Yoeli, Senior
Director-Portfolio Risk Management; Ryan Ruebsahm, Director-Marketable Alternative Investments; and
other Staff members. Other attendeas were Keith Brown of the McCombs School of Business at UT
Austin; Jerry Turner and Bob Jewell of Andrews Kurth LLP; Philip Aldridge, Charlie Ghaffin, Jim Phillips,
Moshmee Kalamkar, Miles Ragland, Anthony DeBruyn and Roger Starkey of the UT System
Administration; and Greg Anderson of Texas A&M University System. Bruce Myers and Hamilton Lee of
Cambridge Associates also attended the meeting by means of conference telephone. Mr. Nye called the
meeting to order at 9:08 a.m.

Corporate Resolutions

Mr. Nye recommended approval of two corporate resolutions, the first acknowledging Regent McHugh's
outstanding service as a member of the Board. Upon motion duly made and seconded, the following
resoifution was unanimously adopted:

WHEREAS, in recognition of her substantial background and expertise in business
and as a strategic adviser and goal-oriented lawyer, Colleen McHugh was
appointed by Governor Rick Perry to the Board of Regents of The University of
Texas System in 2005, and was appointed by the Board of Regents to the Board
of Directors of The University of Texas Investment Management Company
{("UTIMCO") in 2005, and was reappointed by the Board of Regents to serve a
second term on the UTIMCO Board in 2007; and
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WHEREAS, Ms. McHugh has provided invaluable insight and counsel, drawing on
her immense experience as a board certified attorney in Labor and Employment
Law by the Texas Board of Legal Specialization and as Vice President,
Compliance, Risk Management and Privacy Officer for CHRISTUS Spohn Health
System; and

WHEREAS, Ms. McHugh's unselfish contributions are also evidenced by her
distinguished record of public and professional service, including former President
of the State Bar of Texas; the first woman to chair the State Bar of Texas Board of
Directors; advisor o the Govemor as a member of the Governor’s Task Force on
Homeland Security; the first woman to serve on and former Chairman of the Texas
Public Safety Commission, with its diverse divisions including the Texas Highway
Patrot and the Texas Rangers; The Center for American and International Law
Board of Trustees and Executive Committee; The American Law Institute; The
Philosophical Society of Texas; a member of the American Bank, N.A. Board of
Directors; the Corpus Christi Regional Economic Development Corporation Board
of Directors; the U.S.S. Lexington Museum Board of Directors Member and Past
President; Corpus Christi Bar Association Past President; and

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

WHEREAS, Ms. McHugh's commitment and service as a Director of UTIMCO
were exemplary, reflecting her deep devotion to the education and development of
students at all levels, and further evidenced by her work with the Board of Regents
of The University of Texas System, including service as Vice Chairman of the
Board; Chair of the UT System Health Affairs Committee; member of the UT
System Academic Affairs Committee; member of the Special Compensation
Committee; and Athletic Liaison; and

WHEREAS, Ms. McHugh has provided outstanding leadership and judgment to
UTIMCO through her dedicated service as Chairman of the Policy Committee and
Member of the Board's Audit and Ethics Commitiee, Now therefore,

BE IT RESOLVED, that the Directors of The University of Texas Investment
Management Company, on behalf of the grateful people of the State of Texas,
* particularly the Boards of Regents and Administrators of The University of Texas
System and The Texas A&M University System, do hereby express to Colleen
McHugh their sincerest appreciation for her leadership and service that contributed
immeasurably to UTIMCO's success; and



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

PASSED AND ADOPTED this 26th day of January, 2010.

Mr. Nye also recommended Board approval to designate the date for the next Annual Meeting of the Board.
Upon motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the Annual Meeting of the Board of Directors will be held on April
15, 2010, in Austin, Texas.

Minutes

The next matter to come before the Board was the approval of the minutes of the meeting of the Board of
Directors held on November 20, 2009. Upon motion duly made and seconded, the following resolution was
unanimously adopted by the Board:

RESOLVED, that the minutes of the mesting of the Board of Directors held on
November 20, 2009, be, and are hereby, approved.

Investment Risk

Mr. Nye asked Mr. Zimmerman to begin the discussion on Investment Risk. Mr. Zimmerman and Mr. Yoeli
presented an overview of investment risks, beginning with a definition of risk and identifying portfolio-level
risks. They included a discussion on retumns and volatility, correlations and diversification, leverage
(derivatives), and liquidity risk. During the discussion, Mr. Zimmerman passed out the book, Against the
Gods: The Remarkable Story of Risk by Peter Bemstein, to all Board members. Mr. Zimmerman and Mr.
Yoeli answered the Directors’ questions.

Endowment and Operating Funds Update

Mr. Nye asked Mr. Zimmerman to present the Corporation’s endowment and operating funds update. Mr.
Zimmerman handed out the Corporation’s Performance Summary (Preliminary) as of December 31, 2009
He began with the net asset value and performance numbers as of December 31, 2009, and then reported
in more detail the Corporation’s Performance Summary as of November 30, 2009. The Corporation had
$21.7 billion of assets under management at the end of November 30, 2009. Of the $21.7 billion, $10.3
billion was in the Permanent University Fund (PUF), $5.9 billion in the General Endowment Fund (GEF),
$1.6 billion in the Short Term Fund (STF) and $3.9 billion in the Intermediate Term Fund's (ITF). The net
performance for the one-month period ended November 30, 2009, for the PUF was 3.03% and for the GEF
was 2.99%, versus benchmark retumns of 2.25% for each fund. The net performance for the one year
ended November 30, 2009, for the PUF and GEF were 21.04% and 20.88%, respectively, versus
benchmark returns of 17.11% for each fund. The ITF’s performance was 2.86% versus its benchmark
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return of 2.47% for the one-month period, and 26.85% versus s benchmark return of 25.55% for the one
year ended November 30, 2009. Performance for the STF was 0.02% versus 0.01% for its benchmark
return for the one-month period, and was 0.64% versus a benchmark retum of 0.20% for the one year
onded November 30, 2009. Mr. Zimmerman presented actual versus benchmark results, 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 reviewed the Funds' asset
class and investment type targets, ranges and performance objectives. He reported on the Less Correlated
and Constrained portfolio categorizations, country exposure and reviewed correlations and diversification
on a portfolio level. Mr. Zimmerman also presented risk analytics, a report on derivatives and
counterparties, manager exposure, invesiment activity as of November 30, 2009, and gave an update on
liquidity, contracts and the Intermediate Term Fund. Mr. Zimmerman provided investment team highiights,
and Mr. Zimmerman, Mr. Eakman and Mr. Buebsahm answered the Directors’ questions.

At 11:58 a.m. the open meeting of the Board recessed into a Briefing Session pursuant to Texas Education
Code Section 66.08 (h}(2) related to Investments.

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

Risk Commitiee Report

Mr. Nye asked Mr. Tate to give a report from the Risk Committee. Mr. Tate reported that the Risk
Committee met on January 19, 2010. The Committee discussed performance and risk reporting, mandate
categorization, and reviewed and discussed compliance reporting. Mr. Tate mentioned Committee
discussion of an approval request by Staff to increase investment limits for certain managers, but Mr.
Zimmerman asked that the topic be tabled at this meeting. Mr. Tate asked Ms. Gonzalez to give the
compliance report. Ms. Gonzalez reported that there were two minor items out of compliance related to the
Investment Policies Compliance Report for the Quarter Ended November 30, 2009, One manager was out
of compliance with its investment guidelines because it held 16 securities but had only been approved to
hold up to 15. The manager has since been granted approval fo hold the extra security. The other
compliance item was related to the ITF, which fell below its risk bounds for one month during the quarter
but was back in compliance at the end of the quarter. She also reported that staff discovered that a
certificate of compliance had not been sent to the newest Director prior to the funding of a new
commitment. The certificate of compliance for the funded commitment as well as the certificates of
compliance for other mandates under consideration not previously furnished to the Director were sent
immediately upon discovery. No conflicts were reported by the Director. Ms. Gonzalez stated that the UT
System is no longer requiring the Quarterly Institutional Compliance Program Report but instead will still
require that updates on the Institutional Compliance Action Plan for FY 2010 be submitted. Ms. Gonzalez
will continue to include the report in the Audit and Ethics Committee and Risk Committee meeting
materials. Mr. Tate asked that the report also be included in the Board materiais going forward, Mr. Tate
continued by reporting that the Committee approved the categorization of six new investment mandates
and discussed two mandates that are currently being waiched for re-categorization. He asked Mr.
Zimmerman to summarize the new categorizations. Mr. Zimmerman stated that all were More Correlated
and Constrained mandates, and all were straightforward categorizations. Mr. Tate asked Mr. Zimmerman
to report to the Board the action of the Corporation’s Risk Management group, led by Mr. Yoeli. Mr.
Zimmerman explained that the group documented the use of derivatives investments by sixteen external
managers operating under an Agency Agreement. Nine of the sixteen external managers had been
approved by the Chief Investment Officer to use Derivative investments. Of the nine external managers

approved to use Derivative Investments, eight are in compliance with the Policy. One manager, PIMCO, is
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engaging in Derivative Investments that are not within the delegated authority set forth on Exhibit B of the
Policy due to previously negotiated investment guidelines and restrictions contained in its Investment
Advisory Agreement effective October 1, 2003, as amended. The Committee recommended to the Board
approval to retain PIMCO as an existing mahager with PIMCO's current guidelines and restrictions on the
use of Derivative Investments. Mr. Tate stated that the Board had the authority to approve the resolution
without further approval by the UT System Board of Regents. Mr. Zimmerman, Ms. Gonzalez and Mr. Yoeli
answered the Directors’ questions. Upon motion duly made and seconded, the following resolution was
unanimously adopted by the Board:

WHEREAS, the UTIMCO Board approved an amendment fo the Derivative
Investment Policy effective August 20, 2009 (*Policy”); and

WHEREAS, the UTIMCO Board authorized the Corporation's CEO to negotiate
with each existing external manager operating under an Agency Agreement that
engages in Derivative Investments to ensure its Derivative Investments are in
compliance with the Derivative Investment Policy subject fo the requirement that
the Corporation’'s CEO must seek approval from the UTIMCO Board to allow the
retention of any existing external manager that is not in compliance with the
Derivative Investment Policy on the date of the first 2010 regular meeting of the
Corporation’s Board; and

WHEREAS, Corporation staff has reviewed all of the Corporation’s external
managers operating under an Agency Agreement that engage in Derivative
Investments for compliance with the Policy and determined that one external
manager operating under an Agency Agreement (PIMCO) is currently allowed fo
engage in Derivative Investments that are not within the delegated authority set
forth on Exhibit B of the Policy due to previously negotiated investment guidelines
and restrictions contained in its Investment Advisory Agreement effective October
1, 2003, as amended; and

WHEREAS, Corporation staff has documented and presented to the Risk
Committee its reasons for desiring fo retain PIMCO as an external manager; and

WHEREAS, the Risk Committee concurred with the reasons presented by
Corporation staff for desiring to retain PIMCO as an external manager and
recommended that the Board approve the same; and

WHEREAS, the Board concurs in the recommendation of the Risk Committee and
wishes to document its approval of retention of PIMCO as an external manager.

NOW, THEREFORE, BE IT

RESOLVED, that the retention of PIMCO as an existing external manager
operating under an Agency Agreement with the current investment guidelines and
restrictions on the use of derivatives contained in the Investment Advisory
Agreement effective October 1, 2008, as amended, is hereby approved.



Audit and Ethics Commitiee Report

Mr. Nye asked Mr. Foster o give a report on behalf of the Audit and Ethics Committee. Mr. Foster reported
that the Committee met on January 19, 2010. The Committee reviewed and heard a report from Mr.
Wagner, Deloitte & Touche LLP, regarding Deloitte & Touche LLP’s Financial Statement Audit Results and
Communications and the audited financial statements for the Corporation. The Committee also heard a
presentation of the unaudited financial statements for the Investments Funds and the Corporation for the
three months ended November 30, 2009, a report from the UT System Audit office and received a report on
other ethics and compliance activities from staff. Upon motion duly made and seconded, the resolution
was unanimously adopted by the Board:

RESOLVED, that Deloitte & Touche LLP’s Financial Statement Audit Results and
Communications for the Corporation for the year ended August 31, 2009, 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, 2009 and August 31, 2008, be,
and are hereby approved in the form as presented to the Board.

Cambridge Contract Renewal

Mr. Nye stated that Cambridge Associates has been, and continues fo be, a great partner for years, and he
would like to recommend a contract renewal with the same general terms as in the past. UTIMCO wilt
receive access, via the Cambridge Associates consulting team and Cambridge Associate’s web site, to
proprietary databases on capital markets, investment managers, and partnerships. UTIMCO will also have
access fo comparative peer performance data and quarterly and annual surveys of investment and financial
data. Also included in the contract is 24 hours of consulting time, a variety of research reports and working
papers on investment and financtal data. One change with this renewal will be that attendance at UTIMCO
Board mestings by Cambridge Associates wilt be at the discretion of the Chairman of the Board, and
attendance may be via telephone or in person by Bruce Myers or by an associate. A resolution to approve
this contract renewal was handed out at the meeting. Upon motion duly made and seconded, the following
resolution was unanimously adopted:

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

Orqanizational Update

Mr. Nye asked Mr. Zimmerman to give the Board an update on the organization. Mr. Zimmerman provided
an update on the Corporation’s first quarter fiscal year 2010 actual to budget expenses, and announced
changes in Staff. He discussed an upcoming fraining session for Staff members on interviewing techniques
and he also mentionad that for the second year in a row the Corporation would be co-sponsoring, with
Texas Teacher Retirement System, the Texas Investment Conference on January 29. Mr. Zimmerman
answered the Directors’ questions.



Investment Environment

Mr. Zimmerman began the discussion of the investment environment with the current asset allocation. He
also presented illiquid commitment activity and discussed unfunded commitments in the areas of Credit
Related, Natural Resources, Real Estate, Developed Country Equity and Emerging Markets.

QOther

As a final matter, Mr. Nye suggested that it would be useful for the organizatien to review the Code of
Ethics during the annual review of all investment Policies and the Investment Management Services
Agreement.

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 2:58 p.m.

Secretary:

Joan Moeller

Approved: Date:
Erle Nye
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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Agenda [tem
UTIMCO Board of Directors Meeting
April 15, 2010

Discussion and Appropriate Action Related to Corporate Resolutions
- Election of UTIMCO Officers

- Designation of Key Employees

Zimmerman, Gonzalez, Moeller

Zimmerman

 Action required by UTIMGO Board

- As stated in the Bylaws, there shall be an election of Officers for the ensuing year.

The Corporation's Code of Ethics requires the Board to designate, by position with

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

. Staff recommeands that the individuals designated in the resolution related to the
-election of corporation officers and the resolution refated fo the designation of key
- employees of the corporation be approved as set forth.

UTIMCO Bylaws and Code of Ethics



RESOLUTION RELATED TO CORPORATION OFFICERS

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

Name Qffice or Offices

Erle Nye Chairman

J. Philip Ferguson Vice-Chairman

Francisco G. Cigarroa Vice-Chairman for Policy

Bruce Zimmerman Chief Executive Officer and Chief Investment Officer
Cathy fberg President and Deputy Chief Investment Officer
Joan Moeller Senior Managing Director, Treasurer and Secretary
Lindel Eakman Managing Director

Bill Edwards Managing Director

Christy Wallace Assistant Secretary




RESOLUTION RELATED TO KEY EMPLOYEES OF THE CORPORATION

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

Name

Bruce Zimmerman
Cathy Iberg

Lindel Eakman

Bill Edwards

Joan Moeller
Mark Warner
Mark Shoberg
Russ Kampfe
Harland Doak
Susan Chen
Debbie Childers
Gary Hill

Melynda Shepherd
Cissie Gonzalez
Mark Newcomb
Amanda Hopper
Zac McCarroll
Christy Wallace

Title

CEOQ and Chief Investment Officer

President and Deputy CIO

Managing Director — Private Markets

Managing Director - Information Technology

Senior Managing Director - Accounting, Finance and Administration
Senior Director ~- Natural Resources Investments
Senior Director - Real Estate Investments

Senior Portfolio Manager - Fixed Income Investments
Portfolio Manager - Fixed Income Investments
Director — Public Markets Investments

Manager - Portfolio Accounting and Operations
Manager -- Investment Reporting

Manager - Finance and Administration

General Counsel and Chief Compliance Officer
Senior Associate — Public Markets Investments
Associate — Public Markets Investments

Senior Associate ~ Natural Resources Investments

Executive Assistant
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Tab 4




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

Description:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 15, 2010

Report on Manager Risk
Yoeli, Wagner, Zimmerman
Zimmerman, Yoeli
Information ltem

Staff will continue its discussion on Investment Risk which it began at the UTIMCO
Board's January meeting. This presentation will focus on manager-level risks.

None

Manager Risk presentation
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Tab 5




| Agenda ltem:
'Deveioped By:
_P;esented By:
~ Type of ltem:

| Description:

- Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting

April 15, 2010
Discussion Related to Manager Concentration
Staff
Zimmerman
Information item
Bruce Zimmerman will present the Manager Concentration presentation. This
discussion is a continuation of Staffs review of sizes and concentration of
managers.  This discussion is also to assist in preparation for the Annual
Investment Policies Review, specifically the Delegation of Authority Policy.

None

Manager Concentration presentation
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Discussion

Recommendation:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 15, 2010

Report from Policy Committee
Discussion and Appropriate Action on Recommendation of Distribution Rates
for the Investment Funds ‘
Discussion and Appropriate Action Related to Investments for Three
Mandates that exceed Staff's Delegated Authority

Staff
Longoria
Action item

The Policy Committee (‘Committee”) will meet on April 8, 2010. The Committee’s
agenda includes (1) discussion and appropriate action related to recommended
distribution rates for the Permanent University Fund (‘PUF"), Permanent Health
Fund (‘PHF"), Long Term Fund (‘LTF"), and Intermediate Term Fund (1TF")
(collectively, the “Investment Funds”); and (2) discussion related to investments for
three mandates that exceed Staff's delegated authority.

The Committee will review the proposed distribution rates for the Investment
Funds. Each of the Investment Funds’ respective Investment Policy Statement
provides the guidelines to calculate the distribution amount or rate and provides
the spending policy objectives of the Investment Fund. The recommendations for
the distribution amount and payout rates are discussed in the attached
Recommendation of Distribution Rates and are based on the Investment Policy
Statements. Mr, Zimmerman will discuss at both the Committee and the UTIMC

Board meetings the Distribution Policy presentation. :

Staff will also present to the Committee a report on three managers identified by
Staff that are currently above or near the delegated authority fimit due to
appreciation to which it would like to make additional commitments as detailed in
the Delegation of Authority Investment Mandates Under Consideration
presentation. The managers are Old Mutual Asset Manager, Och-Ziff, and
Blackrock. The Delegation of Authority Policy (‘Policy”) provides a clear
delineation between the responsibilities of the UTIMCO Board and the UTIMCO
Staff. In the Policy, the UTIMCO Board has delegated the authority to increase
investments or commitments to existing internal or external investment managers,
within certain limits, to the UTIMCO CEQ.  Staff will discuss its rationale for
increasing the investment limits for the three specific managers with the
Committee and will request approval from the UTIMCO Board to approve the
additional investments.

Staff has recommended to the Committee to approve the recommendation of
distribution rates for the Investment Funds. The Committee will request the



Agenda ltem
UTIMCO Board of Directors Meeting
April 15, 2010

UTIMCO Board take appropriate action based on the Committee’s action from its
meeting. UTIMCO staff has proposed the following for fiscal year ending August
31, 2011:

1) The distribution from the PUF to the Available University Fund be
decreased by 1.9% from $516,419,406 to $506,395,811;

2) The distribution rate for the PHF be increased from $0.0541 per unit to
$0.0554 per unit; _

3) The distribution rate for the LTF be increased from $0.3098 per unit to
$0.3172 per unit; and

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

Staff recommends to the Board the approval of the Staff's recommendation related
to the investments for the three mandates that exceed Staff's delegated authority.

Referance: Recommendation of Distribution Rates; Distribution Policy Presentation;
Delegation of Authority Investment Mandates Under Consideration Presentation



RESOLUTION RELATED TO PUF DISTRIBUTION AND
PHF, LTF AND ITF DISTRIBUTION RATES

RESOLVED, that the annual distribution amount for the Permanent University Fund be
decreased from $516,419,406 to $506,395,811 for fiscal year 2011, effective with the
September 1, 2010 distribution; the distribution rate for the Permanent Health Fund be
increased from $.0541 per unit to $.0554 per unit for fiscal year 2011, effective with the
November 30, 2010 quarterly distributions; the Long Term Fund be increased from
$0.3098 per unit to $0.3172 per unit for fiscal year 2011, effective with the November
30, 2010 quarterly distributions; and the distribution rate for the Intermediate Term
Fund remain at 3.0% per annum for fiscal year 2011, effective with the September 1,
2010 monthly distributions.

BE IT FURTHER RESOLVED, that the annual distribution amount for the Permanent
University Fund and the distribution rates for the Permanent Health Fund, Long Term
Fund, and Intermediate Term Fund be, and are hereby, approved subject to approval
by the Board of Regents of The University of Texas System.



RESOLUTION TO APPROVE INVESTMENTS FOR THREE MANDATES
THAT EXCEED STAFF'S DELEGATED AUTHORITY

WHEREAS, Corporation staff has identified three managers currently above or near
the delegated authority fimit due to appreciation to which it would like to make
additional commitments as detailed in the Delegation of Authority Investment
Mandates Under Consideration presentation made to the Board; and

WHEREAS, the Board concurs in the recommendation of Corporation staff and
wishes to document its approval to increase the investment limits for these
managers.

NOW, THEREFORE, BE IT

RESOLVED, that the investments in three mandates for certain More Correlated and
Constrained Investments and Less Correlated and Constrained Investments as
proposed by Corporation’s staff, be, and are hereby approved in the form submitted
to the UTIMCO Board of Directors.



Recommendation of Distribution Amount and Rates

PUF

The Permanent University Fund (‘PUF") Investment Policy states that the annual distribution from the PUF
to the Available University Fund {*AUF") shall be an amount equal to 4.75% of the trailing 12 - quarter
average of the net asset value of the Fund for the quarter ending February of each fiscal year unless the
average annual rate of return of the PUF investments over the trailing 12 quarters exceeds the Expected
Return by 25 basis points or more, in which case the distribution shall be 5.0% of the trailing 12 - quarter
average. "Expected Retum” is the Expected Annual Return or Benchmarks set out in Exhibit A to the PUF
Investment Policy Statement.

As shown in the table below the average annual refum of the PUF investments for the trailing twelve
guarters ending February 28, 2010 has not exceeded the Expected Retum by 25 basis poinis or more
{2.25%).

Trailing 12 -
Quarters Ending Expected or
February 28, 2010 Benchmarks Excess (Deficit)
Average Annual Rate of Return -0.48 8.86% -9.34%

Therefore, as outlined in the PUF Investment Policy, the amount fo be distributed from the PUF for Fiscal
Year 2010-2011 is $506,395,811 as calculated below:

Quarter Ended Net Asset Value
513112007 11,763,605,335
8/31/2007 11,742,780,402
1173012007 12,160,738,716
212912008 11,905,770,605
5/31/2008 12,245,951,162
8/31/2G08 11,359,463,077
11/30/2008 8,837,574,480
2/28/2009 8,286,887 451
513172009 0,143,803,884
8131/2009 9,673,908,334
11/3012609 10,341,063,437
228/2010 10,470,036,500
§ 127931573383
Number of guarers 12
Average Net Asset Value $ 10,860,964,449
Distribufion Percentage 4,75%
FY 2010-11 Distribution $ 506,395,811

Article VII, Section 18 of the Texas Constitution requires that the amount of distributions to the AUF be
determined by the Board of Regents of The University Texas System ("Board of Regents”) in a manner
intended to provide the AUF with a stable and predictable stream of annual distributions and to maintain
over time the purchasing power of PUF investments and annual distributions to the AUF. The Constitution
further limits the Board of Regents' discretion to set annual PUF distributions to the satistaction of three
tests:

1



The amount of PUF distributions fo the AUF in a fiscal year must be not less than the amount needed
fo pay the principal and interest due and owing in that fiscal year on PUF bonds and notes. The
proposed distribution of $506,395,811 is substantially greater than PUF Bonds Debt Service of
$157,437,011 projected for FY 2010-2011.

System Debt Service
u.T $ 85,837,011
TAMU 71,600,000
Total $ 157,437,011
Sources: U. 7. System Office of Finance
Texas A&M Universily System Office of Treasury
Services

The Board of Regents may not increase annual PUF distributions to the AUF (except as necessary to
pay PUF debt service) if the purchasing power of PUF investments for any rofling 10-year period has
not been preserved. As the schedule below indicates, the average annual increase in the rate of
growth of the value of PUF investments (net of expenses, inflation, and distributions) for the trailing
10-year period ended February 28, 2010 was 0.28%, which indicates that the purchasing power test
was met.

Average Annual Percent

Rate of Total Refum 5.20%
Mineral interest Receipts 2.25%
Expense Rate {0.31)% (1)
Inflation Rate (2.47)%
Distribution Rate {4.39)%
Net Real Return 0.28%

(1} The expense rate as shown is a ten year annuatized average
and Includes 2l PUF invesiment and PUF Land expenses,
inclading the UTIMCO management fee, paid directly by the
PUF. Management fees that are netted from asset valuations,
and are not paid directly by the PUF are not included, as they
are a reduction fo the Rate of Total Retum,

The annual distribution from the PUF to the AUF during any fiscal year made by the Board of
Regents may not exceed an amount equal fo 7% of the average net fair market value of PUF
investment assets as determined by the Board of Regents, (except as necessary to pay PUF
bonds debt service). The annual distribution rate calculated using the trailing 12 - quarter average
value of the PUF is within the 7% maximum allowable distribution rate.

Proposed
Distribution
as a % of Maximum
Value of PUF Proposed Value of PUF Allowed
Invesiments {1) Distribution Investmenis Rate
$10,660,964,449 $506,395,811 4.75% 7.00%

{1 Source: UTIMCO



LTF AND PHF

The spending policy objectives of the LTF and PHI- are fo

A. provide a predictable stable stream of distributions over time;

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

C. ensure that the inflation adjusted value of the assets of the LTF and the PHF, as appropriate,
after distributions is maintained over the long-term.

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

We are recommending a 2.4% increase in the LTF distribution rate from $0.3098 to $0.3172 per unit. The
increase is recommended based on the LTF's Investment Policy to increase the distributions by the
average rate of inflation for the traifing twelve quarters. The LTF's distribution rate calculated using the
prior twelve quarter average value of the LTF is 4.8%, within the range of 3.5% to 5.5% set forth in the LTF
Investment Policy. The increase in the consumer price index for the prior three years as of November 30,
2009, was 2.4%.

We are recommending a 2.4% increase in the PHF distribution rate of §.0541 to $.0554 per unit.  The

PHF's distribution rate calculated using the prior twelve quarter average value of the PHF is 4.7%, within
the range of 3.5% to 5.5% set forth in the PHF investment Policy.

ITF

We are recommending that the distribution rate for the Intermediate Term Fund (‘ITF”) remain at 3.0% for
fiscal year 2011.
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Tab 7




L -Deve!bped_ By:

= Présén_ted By:

R :_Type of ltem: -

. Description:

- Discussion: .

- Recommendation:

. Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 15, 2010

Discussion of investment Environment and Opporiunities
Zimmerman

Zimmerman

Information ltem

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

Staif hopes to get input from Board members on issues, concerns, and opportunities
in the current investment environment.

None

None



Tab 8




- Agendaitem N
o Developed By:

Presented By:
Type of —

 Desoripton:

© Recommendation:

Reference' NS

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 15, 2010

Report on Scenario Analysis

Yoeli, Wagner, Zimmerman
Yoeli, Zimmerman

Information {tem

 Staff wil present additional tail risk hedging scenarios. This discussion is also to

assist in preparation for the Annual Investment Policy Review.

None

. Scenario Analysis presentation
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Agenda ltem:

Developed By:

Presented By:

Type of item:

Description:

Discussion

Agenda ltem
UTIMCO Board of Directors Meeting
April 15, 2010

Report from Risk Committee
Staff

Tate

Discussion items

The Risk Committee (“Committee”} will meet on April 8, 2010. The Committee’s
agenda includes (1) review and discussion of performance and risk reporting; (2)
review and discussion of compliance reporting; (3) discussion and appropriate
action related to new investment mandates and annual review of mandate
categorizations, (4) discussion and appropriate action related to use of broker-
dealers; (5) discussion related to investments for three mandates that exceed
Staif's delegated authority; and (6) report on scenario analysis,

The Committes will review the quarterly risk reporting and compliance reporting.

The Committee will review and approve or re-categorize, as appropriate, the
mandate categorizations prepared by Staff for the period beginning January 9,
2010, and ending March 31, 2010, as well as mandates on the “wafch-list,” i.e.,
categorizations that may require re-categorization in the near future.  Also the
Committee’s meeting will include a presentation on the mandate categorization
annual review. Staff is requesting that the Committee approve twelve new
mandate categorizations. Staff completed its annual review of mandate
categorizations and no mandates are being recommended for re-categorization at
this time; however, three mandates are on the “watch-list” which may require re-
categorization in the near future. Two mandates have been on the “watch-list” and
one new one has been added. Mr. Zimmerman will review with the Committee the
criteria considered by Staff during the annual review to determine whether a re-
categorization is warranted. The Committee will report to the UTIMCO Board the
results of its review of the Investment Mandate Categorizations.

The Committee will review and take appropriate action on the use of Broker-
Dealers. Staff will request the Committee to approve the addition of one and the
retention of eight Broker-Dealers. Employees authorized to trade.are only
permitted to conduct frades with a Broker-Dealer on the Approved Fixed Income
Broker-Dealer List. Based on a recommendation from UT System Audit Office,
UTIMCQO developed formal procedures o approve new broker relationships prior
fo trade execution and maintain an approved broker listing. As a result, Staff
adopted an Approved Fixed Income Broker-Dealer Procedure, effective July 1,
2008 (the “Procedure™, which includes an Approved Fixed income Broker-Dealer
List {the “List”). In order to be added fo the List, a Broker-Dealer must meet the
following criteria: (1) usage of delivery versus payment; (2) documentation of



. Recommendation:

_ Reference:

Agenda ltem
UTIMCQ Board of Directors Meeting
April 15,2010

overall desirability of sales coverage; (3) adequate financials, which would require
a copy of the Broker-Dealer’s current FOCUS report on file; (4) a copy of the latest
annual report containing an unqualified auditor's opinion; and (5) trading
authorization signed by a corporate compliance officer. The Procedure also
requires an annual review of the List by a committee comprised of the UTIMCO
Traders, the CEO and Chief Investment Officer, the President and Deputy CIO,
and the General Counsel and Chief Compliance Officer using the same criteria.

Uzi Yoeli will present to the Committee a report on sector analysis. Mr. Yoeli will
also make this presentation to the UTIMCO Board (presentation is included in Tab
8 of the Board materials.)

In addition, Staff will also present to the Commitiee a report on three managers
identified by Staff that are currently above or near the delegated authority limit due
to appreciation to which it would like to make additional commitments as detailed
in the Delegation of Authority Investment Mandates Under Consideration
presentation. This presentation will be discussed in Tab 6 of the Board materials.

None

Nonhe
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Agenda ltem:

Developed By:

Presenied By:

Type of ltem:

. Description:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 15, 2010
UTIMCO Organization Update
Zimmerman
Zimmerman
Discussion item
Mr. Zimmerman will provide an update on UTIMCO’s staffing, 2 Quarter

2010 actual to budgeted expenses, constituent refations, and economic
dashboard and indicator decision support.

- UTIMCO Organization Update presentation
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| Agenda ftem:

Developed By:

Presented By:

 Type of ltem:

~ Description:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
April 15, 2010

Report from Compensation Commitiee
Discussion and Appropriate Action Related to Change in Designation of Employee’s
Eligible Position in the UTIMCO Compensation Program for the 2009/2010
Performance Period

Zimmerman, Gonzalez, Moeller

Ferguson

Action item related to Change in Designation of Eligible Positioh; information item

The Compensation Committee (‘Committee”) will meet on April 15, 2010. The

Committee's agenda includes (1) discussion and appropriate action related to change in
designation of employee’s Eligible Position as a participant in the UTIMCO Compensation
program for the 2009/2010 performance period; and, (2) discussion related to salary
benchmarking study for 2010/2011fiscal year.

Section 5.3. of the UTIMCO Compensation Program (“Plan”) provides that in order for an
employee of UTIMCO to become a Participant in the Performance Incentive Plan fora
Performance Period, the employee must be (1) employed by UTIMCO in an employment
position that is designated as an Eligible Position for the Performance Period and (2) be
selected by the UTIMCO Board as sligible to participate in the performance incentive
award opportunity available under the Plan. Effective February 16, 2010, Bruce
Zimmerman promoted Mark Shoberg to the position of Senior Director, Real Estate
investments, which is included within the Plan Eligible Position of Senior Director,
Investments. Mr. Shoberg accepted the Senior Director position previously held by Bob
Schau. Mr. Shoberg was previously the Director of Private Investments and was selected
by the UTIMCO Board in the Eligible Position of Director - Private Invesiments at its
meeting on September 10, 2009, Although Mr. Shoberg has been promoted to Senior
Director, he has retained his responsibilities related to the Venture portion of the Private
Investments portfolio. Mr. Zimmerman is recommending that Mr. Shoberg's Incentive
Award Opportunity be weighted for the time spent in sach Eligible Position for the
Performance Period ended June 30, 2010.  The blended maximum would equate to
107.5% (4% months divided by 12 and multiplied by 120%; plus 7% months divided by 12
and mulfiplied by 100%). The target would equate to 53.75%. Mr. Zimmerman is
recommending that no change be made to the asset class weightings and that the asset
class weightings and asset class measurement of the Director — Private Investments be
refained.  Mr. Zimmearman is recommending that the percentage of award deferred also
be weighted for the time spent in each Eligible Position for the Performance Period ended
June 30, 2010, i.e. 31.875%. ’



Agenda ltem
UTIMCO Board of Direciors Meeting

April 15,2010
Weighting Perceatage
Asset Class/ Incentive Award Opportunity (% of Salary) of Award
Higible Position Entity  Investment Type Indisidual  <Threshold Threshold  Target Maximum Deferred
Senior Director, Investments 25% 5% 40% 0% 0% 60% 120% 35%
Director - Private Investments 20% 30% 50% 0% 0% 50% 100% 30%

The Committee will also hear a report from Nanci Hibschman of Mercer related o the
salary benchmarking study. Ms. Hibschman will discuss and confirm the deliverables,
timing and peer group used for determining competitive compensation levels.

~ Recommendation:  The Committee will request the Board take appropriate action related to the approval of
Mr. Shoberg in the Eligible Position of Senior Director, Investments for the 2008/2010
Performance Period.

Reference: None



RESOLUTION RELATED TO CHANGE IN DESIGNATION OF ELIGIBLE
POSITION FOR A PARTICIPANT IN THE UTIMCO COMPENSATION
PROGRAM FOR THE 2009/2010 PERFORMANCE PERIOD

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 “UTIMCO Board"} as an “Eligible Position” for that Performance Period and
(2) selected by the UTIMCO Board as eligible to participate 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 Senior Director, Investments is
an Eligible Position in the Plan; and

WHEREAS, the position of Senior Director, Investments, includes the position of Senior
Director — Real Es’tate_lnvestments; and

WHEREAS, Mark Shoberg, currently designated in the Plan in the Eligible Position of
Director, Investments has been promoted to Senior Director ~ Real Estate Investments, and

WHEREAS, the Committee approved the designation of Mark Shoberg in the Eligible
Position of Senior Director, Investments for the 2009/2010 Performance Period, effective as
of February 16, 2010, and the weighting of Mr. Shoberg’s Incentive Award Opportunity and
Percentage of Award Deferred for the 2009/2010 Performance Period, based on the time
spent by Mr. Shoberg in each Eligible Position for the Performance Period ended June 30,
2010, and has recommended that the UTIMCO Board approve same.

NOW, THEREFORE, be it:

RESOLVED, that the Board approves the designation of Mark Shoberg in the Eligible
Position of Senior Director, Investments for the 2009/2010 Performance Period, effective as
of February 16, 2010, and

FURTHER RESOLVED, that the Board approves the weighting of Mr. Shoberg’s Incentive
Award Opportunity and Percentage of Award Deferred for the 2009/2010 Performance
Period, based on the time spent by Mr. Shoberg in each Eligible Position for the
Performance Period ended June 30, 2010.
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Agenda ltem:
Developed By:
Presented By:
'ifype of item:

Description:

* Discussion:

" Recommendation:

- Reference:

Agenda ltem
UTIMCO Board of Directors Mesting
April 15, 2010

Report from Audit and Ethics Committee
Staff

Foster

Information item

The Audit and Ethics Committee (“Committee”) will meet on April 8, 2010. The
Committee’s agenda includes a presentation of the unaudited financiat statements for the
six months ended February 28, 2010 for the Investment Funds, and the Corporation;
report on Enterprise Risk Management; and an update of other compliance, reporting,
and audit issues.

Routine activities of the Committee will include reviewing the unaudited financial
statements for the Investment Funds and UTIMCO Corporation, budgst to actual
expenses, capital budget, quarterly compliance reports, and other compliance activities.
Based on a request from Mr. Tate at the January UTIMCO Board meeting, the Quarterly
Reports for the Institutional Compliance Program have been included in the Board
materials.

Cecilia Gonzalez will discuss with the Committee the results of the enterprise risk
management. The charter of the Audit and Ethics Committee requires the Committee to
assist the Board in monitoring the Corporation’s Enterprise Risk Management. Enterprise
risk management assists management in achieving the Corporation’s performance goals
and prevents loss of resources; helps ensure effective reporting and compliance with laws
and regulations; and helps avoid damage to the Corporation’s reputation and associated
consequences. Enterprise risk management enables management to effectively deal with
uncertainty and associated risk and opportunity, enhancing the capacity to build value.
The Committee, along with management and other personnel, as directed by the
UTIMCO Board, is responsible for the Corporation's enterprise risk management. Ms.
Gonzalez will present to the Board the results of the enterprise risk management.

None

Enterprise Risk Management 2010 presentation; Quarterly Reports for the Institutional
Compliance Program
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QUARTERLY REPORT

INSTITUTIONAL COMPLIANCE PROGRAM



The University of Texas Investment Management Company
Institutional Compliance Action Plan

Fiscal Year 2010
# | ACTION ITEM TARGET COMPLETION
DATE STATUS
A. RISK ASSESSMENT
1. | Update risk assessment and map controls 09/30/09 Risk assessments as part
identified in the risk assessment to controls of ERM for all
identified in the process documentation departments have been
prepared by CCO,
reviewed and edited by
the responsible parties,
reviewed by the CEO and
awaiting final staff edits;
ERM draft report has
been prepared. Report
will be completed by
March 31%
2. | Reevaluate A risks 09/30/09 No change to the
compliance A risks
B. MONITORING ACTIVITIES / ASSURANCE
3. | Meet with Responsible Parties for updates On-going On-going
4. | Submit Institutional Compliance Program to | 12/31/09 Deadline pushed back to
a peer review 08/31/10 after
completion of items 1, 2,
5,and 15
5. | Revise or create monitoring plans based on | 09/30/09 Being drafted in concert
updated risk assessment with ERM; will be
completed by April 15%
6. | Inspect high risk areas A On-going On-going
7. | Work with Risk Management to enhance On-going On-going
monitoring by CCO
C. COMPLIANCE TRAINING / AWARENESS
8. | Provide Code of Ethics training and 04/30/10 Scheduled for April 6
information to improve staff awareness of and 9™, 2010; individual
compliance program sessions will be
scheduled for employees
unable to attend these
sessions
9. | Compliance Training for CCO regarding 03/31/10 Scheduled to attend IA
investments Compliance Best
Practices Summit 2010
on March 25-26, 2010
10.{ Identify and network with similarly situated | 08/31/10 On-going
compliance professionals
D. REPORTING
11.| Conduct quarterly meetings with the On-going On-going




TARGET COMPLETION

# | ACTIONITEM
DATE STATUS
internal ethics and compliance committee
12.| Provide quarterly/annual reports to the On-going On-going — UTS will be
System~wide office revising required
reporting; CCO will meet
with Larry Plutko and
David Givens to discuss
UTIMCO
participation/reporting in
Systemn-wide compliance
program
E. OTHER / GENERAL COMPLIANCE
13.1 Hotline report investigations On-going - | On-going
14.| Evaluate enterprise risk management and February 2010 Will report at April
report to UTIMCO audit and ethics Board and Committee
committee meetings
15.| Control Self Assessment of Compliance 10/31/09 Will complete after ERM
program by April 30, 2010
16.] ICAC activities: ICAC and Standing On-going On-going
Committee participation
17.] Work with IT to enable web-based 08/31/10 Email reminder sent to IT

transmission and completion of Certificates
of Compliance electronically

on 11/06/09; need to
develop progress timeline
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The University of Texas Investment Management Company
Institutional Compliance Program Quarterly Report
for the Fiscal Quarter Ended February 28, 2010

Section ¥ — Organizational Matters

e The last meeting of the Ethics and Compliance Committee was held on December 7, 2009.

Section II - Risk Assessment, Moniforing Activities and Specialized Training (Performed by

Responsible Party)

High-Risk Area #1: Investment Due Diligence
Responsible Party: Investment Managing Directors for Public Markets, Private Markets, and Marketable
Alternatives and Senior Directors for Natural Resources and Real Estate
Key “A” risk(s) identified:

s Organization could fail 10 adequately conduct due diligence on prospective managers.

»  Organization could fail to adequately conduct continual review and evaluation of external

managers hired to manage UT System investment funds. '

Key Monitoring Activities:
Public Markets: The Public Markets groups participated in 80 meetings/calls with potential managers.
Initial due diligence was performed on 59 managers and serious due diligence was performed on 10
managers. Three managers were hired. Ongoing review of active external managers included 46
meetings/calls. Additional efforts included monthly performance tracking, reviews and analyses by the team
and a quarterly portfolio review meeting.

Marketable Alternative Investments: The Marketable Alternative Investments group participated in 40
meetings/calls with potential managers. Initial due diligence was performed on four managers and serious
due diligence was performed on three managers. One manager was hired. Ongoing review of external
managers was conducted in the form of 42 meetings, conference calls, or Annual Meetings with active
managers and a quarterly portfolio review meeting.

Private Markets: The Private Markets group performed initial due diligence on 32 and serious due diligence
on 11 potential managers. One comumitment was made. The Private Markets group also participated in 76
meetings with active external managers and 72 with prospective managers, including site visits, conference
calls, and Advisory Board or Annual meetings.

Natural Resources: The Natural Resources group participated in 51 meetings/calls with potential managers.
Serious due diligence was performed on one manager. Two managers were hired. Ongoing review of active
external managers included 40 meetings/calls.

Real Estate: The Real Estate group participated in 32 meetings/calls with potential managers. No managers
were hired. Ongoing review of active external managers included 16 meetings/calls.

Specialized Training: Staff attended various industry-related conferences/forums and functions during the
guarter.

High-Risk Area #2: Investment Risk Management
Responsible Party: Senior Director, Risk Management
Key “A” risk(s) identified:
o Organization could fail to accurately perform its assessment of risk due to data and investment
instrument modeling error.
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o Organization could fail to respond to risk levels (manage risk budget).

Key Monitoring Activities:

e During the guarter, Risk Team reconciled accounting records’ market value with market values modeled by
IFS; reconciled month end values from IES to accounting records and identified reasons for all discrepancies.
The Risk Team compared each month’s risk results with both prior month results and with market activity to
determine consistency, and identified reasons for all changes; prepared monthly charts and reports based on
inputs from risk model during this quarter, including trend analysis of risk exposure and attribution, as well as
analysis of managers’ betas and correlations.

¢ Risk Team continued the renegotiations of ISDAs with our existing counterparties and with two new
counterparties.

» Risk Team confirmed each month downside risk and VaR calculations on total P&L data.

s Risk Team is re-evaluating the role and services of our Risk Analytics Provider, has issued an RFP, and is
evaluating alternative systems.

¢ Fixed income duration and tracking error is being monitored on an ongoing basis. Managers’ use of margin
and leverage is monitored on an ongoing basis.

s Derivative positions were monitored on a daily basis. External managers that may use derivatives are
monitored daily for spikes in returns or in volatility. Effects of derivatives on the overall portfolio are
monitored monthly.

» Risk Team prepared projections on portfolio risk, country exposure, liquidity, and asset allocations; updated
projections on a weekly basis.

Specialized Training: None

High-Risk Area #3: Information Technology & Security

Responsible Party: Managing Director, Information Technology

Key “A” risk(s) identified:

o Organization could fail to adequately secure nefworks and data to prevent abuse, destruction,
and/or theft.

¢ Organization could fail to manage computer software and hardware resulting in internal and
external users unable to perform necessary job duties.

Key Monitoring Activities:

s Applications that monitor virus or malicious software are running. Mechanisms are in place to provide
notification if applications are not functioning properly. Additional applications monitor server activity
and notify IT staff of any perceived problems.

» Installation of Shibboleth was completed.

¢ Annual Risk Assessments were completed.

o Random laptop security reviews to verify that laptops are physically secured continue. Violations noted
and violators notified.

¢ Compliance checks for nightly shutdown/logout and VPN access continue. Violations noted and
violators notified.

e New employee hired during the quarter was trained on information security.

s Provided topic specific email alerts to employees regarding critical updates.

» Monitoring of unencrypted electronic transmissions of social security numbers and credit card numbers is
ongoing.

» External code scan and review was completed with Denim group. Findings are being reviewed and a
plan to correct needed issues is currently being built.

Specialized Training: ISO attended meetings of the Chief Information Security Officers Council.
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High-Risk Area #4: Investment Compliance

Responsible Party: Manager - Portfolio Accounting and Operations

Key *A” risk(s) identified:

o Organization could fail to comply with investment policies, applicable laws and regulations, and
other policies.
e Organization could fail to detect non-compliance with applicable policies, etc.

Key Monitoring Activities:

e Verified that investments are in compliance with rules and guidelines in policies, rules and regulations
utilizing custodian’s software and in-house developed databases. Fine-tuning of conversion to new
custodian software (Compliance Monitor) is ongoing.

*  Work continues to verify that custodian software queries and database queries are working properly for
manager compliance, Performed cross training with employees who work on manager compliance and
will probably train a new employee next quarter.,

o Review of monthly and quarterly investment compliance reports prepared by staff.

s  All mandates submitted to the Chief Compliance Officer were reviewed and categorized pursuant to asset
class and investment type in accordance with the Mandate Categorization Procedure and approved by the
UTIMCO Risk Committee.

o Continued participation by the Portfolio Accounting and Operations staff in prospective and active
external manager investment due diligence.

s Sent 18 Annual Compliance statements to managers under agency agreements. All Annual Compliance
statements have been returned. No non-compliance noted.

e Derivative Investments Controls and Processes are being followed and work continues on improving
them.

Specialized Training: None

High-Risk Area #5: Conflicts of Interest

Responsible Party: Managing Director, Accounting, Finance and Administration

Key “A’ risk(s) identified:

o QOrganization could fail to comply with conflicts of interest provisions in Code of Ethics and
Texas Education Code section 66.08.

Key Monitoring Activities:

o Certificates of compliance were received from all UTIMCO Board members and key employees for the
seven investment managers hired and funded during the quarter. Certificates were reviewed for
completeness; no conflicts of interest were noted, i.e., no pecuniary interests identified by any UTIMCO
Board member or key employee.

s Verified that the funds committed during the year had the appropriate signed certificates of compliance.

e Internal and external managers operating under agency agreements are provided a list of publicly traded
securities of all publicly traded companies in which a UTIMCO Board member or employee has a
pecuniary interest in order to prevent the violation of UTIMCO Code of Ethics and Texas Education
Code section 66.08. During the quarter, the restricted list was updated and sent to all internal and
external managers operating under agency agreements. Staff reviews holdings for compliance with the
restricted list on a daily basis.

e One employee started employment during the quarter and the appropriate financial disclosure statement
was received within 60 days.

Specialized Training: None
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Section 111 — Monitoring and Assurance Activities (Performed by Compliance Office)

High-Risk Area #1: Investment Due Diligence

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO designee performed quarterly due diligence monitoring plan for
each Investment group. CCO designee reviewed initial due diligence for six (6) managers hired by the
Investment groups during the fiscal year. Ongoing due diligence efforts continue. The Senior Director, Risk
Management and CCO participated in the bi-weekly Investment Committee meetings, the monthly
Investment meetings, the quarterly Marketable Alternatives Group Hedge Funds review and the quarterly
Public Markets Investments portfolio review.

Significant Findings: None.

High-Risk Area #2: Investment Risk Management

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO continues to review documentation maintained by the Risk Team
evidencing risk monitoring performed by the Risk Team. Risk Team has completed documenting its
procedures. UTIMCO staff has completed work on enhanced Derivative Investments Controls and Processes
document. Controls and processes are working as expected.

Significant Findings: None

High-Risk Area #3: Information Technology & Security

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO continues to meet with ISO and Managing Director — Information
Technology regarding information technology and security practices. CCO reviews quarterly and annual
reporting to System-wide Chief Information Security Officer required by UT System policy.

Significant Findings: None

High-Risk Area #4: Investment Compliance

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO is performing monthly review of Compliance Reports. CCO
reviews the documentation and work papers supporting the various compliance reports prepared by the
Responsible Parties. Monthly report (checklist) reviewed and signed off by Debbie Childers to determine that
policy requirements have been maintained based on the activity performed by staff. Activities related to
procedures implemented as a result of Investment Training and Consulting, Inc. risk-focused audit related to
internal Fixed Income and internal Derivatives are being monitored by the CCO.

Significant Findings: None

High-Risk Area #5: Conflicts of Interest

Assessment of Contrel Structure: Well controlled

Assurance Activities Conducted: CCO designee reviewed the completed sign-offs for completeness for all
certificates of compliance received during the fiscal year. All UTIMCO Board members and employees had
approprtiately signed off and no conflicts of interest were noted. Monitoring for potential conflicts of interest
in the areas of personal securities transactions, outside erployment and business activities, and manager/third
party-paid travel, entertainment and gifts is ongoing.

Significant Findings: None
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Section IV — General Compliance Fraining Activities
One training session on the UTIMCO Code of Ethics was held for a new hire.

Section V ~ Action Plan Activities

+ Information Technology Access & Security: Staff mermber is participating in the Chief Information
Security Officers Council.

«  Quarterly meeting of the Employee Ethics and Compliance Committee was held in September.

»  CCO continues to work on Enterprise Risk Management,

Section VI —~ Confidential Reporting

UTIMCO maintains a Compliance Hotline to receive and process complaints, UTIMCO has contracted with an
outside vendor to provide the service. The chart below summarizes the calls received during the quarter:

Type Number % of Total
Employee Relations 0 0.00%
Policy Issues 0 0.00%
Hang ups or wrong numbers 7 100.00%
Total 7 100.00%

All calls are accepted by the hotline and reported to the UTIMCO Compliance Office. All reports are handled by
a S-person team comprised of the Chief Compliance Officer, Manager of Finance & Administration, the Office
Manager, the Executive Assistant to the CEO and Chief Investment Officer, and David Givens from the System-
wide Compliance Office.
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Agenda item
UTIMCO Board of Directors Meeting
April15, 2010

Educational Program for UTIMCO Directors
Turner

Tumer

Information item

The Investment Management Services Agreement between the Board of Regents
of The University of Texas System (“Board of Regents”) and UTIMCO requires
that UTIMCO provide fraining and education to members of the UTIMCO Board of
Directors as may be determined in consultation with U.T. System staff fo assure
that all duties required of directors under the Texas Non-Profit Corporation Act and
that matters related to the legal and fiduciary responsibilities of the Directors,
including current regulations for determining reasonable compensation, are
outlined and discussed fully. Board training is provided through an orientation
session when new members of the Board are selected by the Board of Regents.
This agenda item serves as an update for current Board members.

Jerry Tumer of Andrews Kurth LLP, external general counsel of UTIMCO, will
present the “Educational Program for UTIMCO Directors.”

None

Educational Program for UTIMCO Directors presentation (to be distributed at the
meeting)
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