 MINUTESOFMEETINGOFTHE -~
AUDIT AND ETHICS COMMITTEEOF THE -~
| BOARDOFDIRECTORSOF = = =
THE UNIVERSITY.OF TEXAS INVESTMENT MANAGEMENT COMPANY .~ =~

A meeting of the-Audit and. Ethics Committee {the “Committee’) of The Uniiré}si_ijk:_df._féﬁas 'i'nvé_s'trﬁé'n.t o

Management Company (the "Corporation’} convened in open session on January 31, 2017, by means of S

conference telephone enabling all persons pariicipating in the meeting fo hear each other, at the offices of
the Corporation, Suite 2600, 401 Congress Avenue, Austin, Texas, sald meeting having been called by the
Committee Chair, David J. Beck, with notice provided to each member in accordance with the Corporalion's -

Bylaws. The audio portion of the meeting was electronically recorded. Participating In the meeting were the. L

following members of the Committee: _ _
David J. Beck, Chair .~
Phil Addams ~ -
R Steven Hicks

thus constituting -a majority and quorum of the Committee, Empioyées'_of'the 'C{)r'pci_réiié'r_i "atieﬂ_dir_x:g t_he_:

meeting were Mark Wamer, Interim CEO and’ Chief Investment ‘Officer; Joan Moeller, Treasurer-and o
Secretary; Cecilia Gonzalez, Corporate Counsel and Chief Compliance Officer; Uzi Yoeli, Managing Director . .
~ Risk Management; Russ Kampfe, Managing Director - Fixed-Income; Eddie Lewis, Senior Director - Real - -

Estate; Amanda Hopper, Senior Direstor — MCC; Gary Hill, Senior Manager - Investment Reporting; and .. -

other staff members. Other attendees were Michael Peppers, Eric Polonski, and Roger Starkey of The. " .

University of Texas System (‘UT System’) Administration; Jerry Turner and Bob Jewell of Andrews Kurth -

Kenyon LLP; David Rejino of The Texas A&M Universily. System; Hillary Eckford of the Texas State Audifor's -

Office; and Robert Cowiey and Christee Sneed.of Deloitie & Touche LLP. Committee Chair (“Chairman’) -

Beck called the mesting to order at 8:03 am. Copies of materials supporting the Commiitee meeting agenda - B
were previotisly fuinished to each Committee member. P I T T

Approval of Minutes

The first matter to come before the Committee was the approval of the mindtes of ihe Audit and Ethics.

Committee meeting held on November 17, 2016. Upon motion duly made and seconded, the following
resolution was unanimously adopted by the Gommittee: T L e R

RESOLVED, that the minutes of the Meeting of the Audit and Ethics Commiltee of - e
the Board of Directors hield on Novernber 17, 2016, be, and are hereby, approved.

Audit Results and Communications and Audited Financial Stafémér_its'fbr'thé" (_ﬁ_o_?pzofaftion' S

Chairman Beck asked Mr. Robert.Cowley, engagement partner from the 'ind_épénd'e:ri't_ar.céunti_hg firm of

Deloitie & Touche LLP, to present the audit results and communications for the FY 2016 audit of the . -

Corporation. Mr. Cowley confirmed that Deloitte & Touche LLP issued an ungualified opinion on the August -

31, 2016 and 2015 Financial Statements, and that the accounting principles utilized by management are of

good quality, are acceptable, and have been consistently applied under accounting principles ‘generally : ..

accepted in the United States. Mr. Cowley noted one significant change lo the Accounting Policies, which
was the adoption of GASB Statement No. 72, Fair Value Measurement and Application... Mr. Cowley noted

1



that the adoplion of GASB Statement No. 72 has nio effect on the financial position or resulls for the -~

Corporation, Mr. Cowley stated that the Corporation's Financial Statements and disclosures were compiele .-

in all material respects and there were no material weaknesses regarding intemal controls found during thir -~

audit procedures. Mr. Cowley reported that there were no concerns regarding management. He also stated = '
they had no difficulties to reporl and was very complimentary of tfie Corporation's staff, and the cooperation SR
that Deloitte & Touche: LLP had received throughout the audit process. “Ms. Mogller and Mr. Cowley =~ -
answered the Commitiee Members questions.” Chairman Beck called for appraval of the audit results and . -
communications for the Corporation for the fiscal ‘year ended August 31, 2016, and the '_"c_lLiditEd.ﬁn'an{:i_a_l
statements and audit feport for the Corporation for the fiscal years ended August 31,2016 and August 31,

2015. Upon motion duly made and adopted, the following resolution was approved unanimously: ..
RESOLVED, that Deloitte & Touche LLP's Finencial Staterrent Audit Resulis and
Communications on the Corporation for the year ended August 31, 2016, be,and is
hereby approved in the:form as presented fo the Audit ‘and-Ethics Commitiee,
subject to approval by the Corporation’s Board. B IR b

And | ' L B AL IR Pt

RESOLVED, that the annual financial statements and -audit report for .the |

Corporation for the years ended August 31, 2016, and August 31, 2015, be, and are AT

hereby approved in the form as presented to the Audit and Ethics Committee, - . SRR

subject to approval by the Corporation's Board.

UT System Audit Office Report

Chairman Beck asked Mr. Peppers, Chief Audit Executive of the UT System Audit Office, to provide anupdate

on the Travel and Expense Audit Report for FY 2016. Mr. Peppers discussed the audit objectives. M

Peppers explained that the audit resulls system-wide had not been significant and as such the Board of . -
Regents had decided that a bi-annual review is adequate. ‘The next anticipated -audit would be FY 2018.

Mr. Polonski, Associate Director of Audits of the UT System Audit Office, then discussed the audit results,
including UTIMCO's implementation of a Business-Related Entertainment: Expenses Guidelines, expense

monitoring activities, and staff training. The Audit Offics recommended that UTIMCO clearly document the - S
business purpose for entertainment or recreation, that -additional approval by the .Corporation’s -Chief: - -

Compfiance Officer be obtained in certain circumstances, and that adequale supporting documentation for. - |
travel and enteriainment expenses be maintained. Finally, Mr. Polonski noted that all recommendations from -
the previous audit had been implemented. Mr.. Warner, Mr. Peppers and Mr. Polonski answered the = -

Commiitee Members! guestions.

Update on Compliance, Reporting and Audit Matters

Chairman Beck asked Ms. Gonzalez fo provide an update on compliance and reporting matters. * Ms.
Gonzalez discussed the Investment Policies Compliance Report for the Quarter Ended November 30, 2016,
noting that UTIMCO is in compliance with all of the Board of Regents investment policies and guidelines, - -
custodian compliance with security lending guidelines, compliance with the liquidity policy, and compliance -
with the Code of Ethics -and Delegation of Authorily. Ms. Gonzalez presented to the Committee the
Institutional Compliance Program Report for the Quarter Ended November 30, 2016, She reported on two,

minor compliance violations regarding unencrypted personal information being sent over the internel byan

ermployee and one employee using unapproved ]  vio ! essed and
Ws. Gonzalez continued her report on compliance matters, including the status of employee training, pre-

software. These violations were addressed and resolved. -



clearance of trades, staff outside employment appfovals and the Corporat on's Compilance Holime actlviiy

Ms. Gonzalez then updated the Board on the stalus of the instututional Comphance Act;on P an. for Flsca!_ -

Year 2017,

Ms. Gonzalez also reported on comphance viclations by an extemat manager of the Denvahve investment f: '
Policy (“Policy’) and the external manager's investment- gmdelmes Mr. Warner, ‘Ms. Gonzatez, ‘and Ms.©

Hopper then discussed the detalils of the compi:ance violations. This manager ;nvesteci in a security, not T
required to be traded under an ISDA in the local market, but which was not excepted. from bemg traded under

an ISDA in the Policy as currenﬂy drafted. The violation was initially flagged in January 2018 biit staffwas -
-to¥d that the security traded was a parttc:patory note, which is excepted from’ the Pehcy so ho further follow- .-

up was performed by staff. ‘When an accounting staff member flagged the violation again in November 2016, -

the situation was investigated and staff began fo formulate a remedy. Mr: Warner. expiamed that staﬂ’s R
proposed remedy was to formally request from the Board of Directors Chairman 2 temporary waiver for.this
manager to continue using this security to access the regmnal market. Staff also plans to recommend an.
améndment fo.the Policy to address these and similar types of ms{ruments which are not: reqmred tobe
traded under 1SDAs. Ms. Hopper went on-to explain that the manager had. been further instructed to exit ==
current positions with Deutsche Bank because the bank is rated below the Policy requnrement ofanA-rating ...
of above. Addilional invesiment guidelines will be incorporated into UTIMCO's Invesiment Advisory - -
Agreement with this manager to further address counterparty risk. Ms Gonza!ez and Mr Wamer answered_-:f’-'f: o

the Committee Members’ questions.

Unaudited Financial Statements

Chairman Beck asked Ms. Moegiter to present the separaie unauduted f nanczai statements for the Pe{manent = s

University Fund ("PUF"), the General Endowment Fund ("GEF"), Permanent University Fund {*PHF?); Long =
Term Fund ("LTF?), and the Intermediate Term Fund {1TF") for the three months ended November 30, 2016. S

Ms: Moetler provided highlights of the statements, wzth no new utems or Sign;f canl changes reported

Ms. Moeller then discussed the Corporation’s unaudited fi nancua! statements for 2he 1hree months ended - o

November 30, 2016 and 2015, Ms. Moeller highlighted three areas mcludmg cash and cash equwaients an

operating loss representing the vested award payout of the former CEO and Chief Investment Officer, and '

the depreciation of an IT asset, which will ullimately be fully depreciaied. and removed from lhe UT!MCO '
balance sheet. Mr. Wamer and Ms. Moeller answered the Gommlttee Members questsons o i

Execufive Session

Chairman Beck announced that, “The Audit and Ethics. Committee of the Board of Dzrectms of The Unwersﬂy R
of Texas Investment Management Company having been duly convened j in Open Session and notice of this .
meeting having been duly given, | hereby announce the convening of a closed meetmg as an Executive
Session of the Commitlee, for the purpose of deliberating individual personne! compensahon and evaluation -
matlers related to the Corporate Counsef and Chief Compliance Officer. This Executive Session meeting of

the Commiltee is authorized by Texas Government Code Section 551.074 (Persormei Matters). The dateis -
January 31, 2017, and the fime is now 8:55 a.m.” With the excephon oi Mr. Turner Mr Wamer and Ms
Moeller, all other staff members lefi the meeting. : o :



Open Session

The Committee reconvened in open session and Chairman Beck announced thai "The Open Sessmn of the' S

Augit and Ethics Committee of the. Board of Directors of The University of Texas lnvestment Management' _
Company is now reconvened, The date is January 31, 2017,-and the fime is pow 9:07 am. During the

Executive Session, the Committee deliberated individual personnel compensatlon and evaluation matters - .
related fo the-Corporate Counsel and Chief Complrance Officer, but no action was taken_nor dec:snons made Lo

and no vote was called for or had by the Committes in Executive Sessmn U

Officer

Chairman Beck recommended that the Audit and Ethics Cammntﬁee and the !ntenm CEO ]omtly recommend.. L
to the Compensation Committee, subject lo approval by the UTIMCO Board, the “incentive ‘award -

Incentive Award Opportunmes for the. thnble Posntlon of Corporate Counse! and Chlef Compiiancef'_. -: .

opportunities for the eligible position of Corporate Counsel and Chief Compliance Ofﬁcer By mohon duly' _ i

made and seconded, the following resolution was unanzmousiy adopted

WHEREAS, the UTIMCO Board has estabi;shed a UTiMCO Compensatson ngram (the
“Plan”) for. certain employees of the: Corporat;on and L N

WHEREAS, the Plan requires Table 1 .of the Plan 1o be rewsed as ﬂecessary. for
subsequent Performance Periods fo set forth any changes or- additions 1o the Ehg|ble R
Positions, the weightings for the Eligible Positions, the Incentive Award Oppoﬂumtles and o
any Appitcabie Deferral Percentage for each Eligible. Position, for that Performance Pericd

as soon as administratively practicable after confirmation of such Eligible- Positions by the
Board for such Pérformance Period and fo be altached as. Appendix Cto the Plan; provided
that, in the case of the Chief Compliance Officer, any such ad;ustmeni shai! be. based on the_ e
joint recommendation of the Committee and the CEQ; and PRI '

WHEREAS, subject to the concurrence of the Campensauon Comm;itee and approvat by_ e
the UTIMCO Board, the Audit and Ethics Commitiee has reviewed. ‘and approves ‘the -
incentive Award Opportunities for the Eligible Position of Corporate Counsel and Chief
Compliance Officer as presented by the Interim CEO to the Audtt and Ethics Commlttee

NOW, THEREFORE, be it I 3j_:3

RESOLVED, that the Commiltee and the interim CEO hereby ;omﬂy recommend H ihe-
Compensation Commities that the Incentive Aviard Opportunities for the Eligible Posiionof .
Corporale Counsel and Chief Compliance Officer ‘as presented to the Committee in =
Appendix C, Table 1, be approved by the Cempensat;on Cammltiee effectwe September 1,
2016. S '




Adjourn

There being no further business to come before the Committee the meetmg was adjourned at appmxemateiy
9:09 a.m. v

Secretary:
JoanfMoeller

Approved:; _ L‘fy s _ e Neee T 2017
David J. Beck, Chair e e A

Audit add Ethics Committee of the Board of D:rectors of -
The Unwersnty of Texas Investment Management. Company




