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UTIMCO BOARD OF DIRECTORS

MEETING AGENDA
November 16, 2005

Four Seasons at Las Colinas
4150 North Mac Arthur Boulevard

irving, Texas
ltem # Agenda ltem
Begin End
9:00 a.m. 9:05a.m. 1 Call to Order/Consideration of Minutes of Octaber 7, 2005 Meeting*
9:05 a.m. 9:20 a.m. 2 Discussion and Consideration of Appointment of UTIMCO Directors, Board
Officers and Proposed Committee Assignments*
9:20 a.m. 9:50 a.m. 3 Endowment and Operating Funds Update:
- Asset Allocation and Performance
Liquidity Profile
Comprehensive Derivative Report
Report on Actions Taken Under Delegation of Authority
9:50 a.m. 10:50 a.m. 4  Executive Session:
Pursuant to 551.074, Texas Government Code, the Board of Directors may
convene in Executive Session to Consider Personnel Compensation Matters.
Reconvene into Open Session
- Consideration of Compensation Committee Report*
10:50 a.m. 11:05a.m. Break
11:05 a.m. 11:35 a.m. 5 Discussion and Consideration of New Commitiee Charter and Proposed
Changes to Existing Policy *
- Charter of the Policy Committee
- Delegation of Authority Policy
11:35 a.m. 11:55 am. 6 Report and Consideration of Items from Audit and Ethics Committeg®
1155 a.m. 1:00 p.m. Lunch
1:00 p.m. 1:30 p.m. 7 Marketable Altematives Portfolio Update
1:30 p.m. 2:00 p.m. 8  Presentation on the New Risk Dashboard
2:00 p.m. 3:00 p.m. 9 Discussion of Investment Environment and Opportunities
3:00 p.m, 3:30 p.m. 10 Presentafion on Implementation Status of Intermediate Term Fund*
3:30 p.m. 4:00 p.m. 11 IT Presentation on Transaction Interface for Intermediate Term Fund
4:00 p.m. Adjournment

* Action by resolution required

Next Scheduled Meeting: January 17, 2006




TAB 1



RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors held on
October 7, 2005, 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 2:05 p.m. on the 7th day of October 2005, by means of
conference telephone enabling all persons participating in the meeting to hear each other, which
conference telephone call was audible to the public, at the offices of the Corporation, Suite 1700, 221 West
6th Street, Austin, Texas, 78701, said meeting having been calied by the Chairman, H. Scott Caven, Jr.,
with notice provided to each member in accordance with the Bylaws. The audio portion of the meeting was
electronically recorded.

Participating in the meeting were the following members of the Board:

H. Scott Caven, Jr., Chairman
Mark G. Yudof, Vice Chairman for Policy
Clint D. Carlson
Erle Nye
Robert B. Rowling
Charles W. Tate

thus, constituting a majority and quorum of the Board. Director Woody L. Hunt and Advisory Director R. D.
Burck were not present at the meeting. Director J. Philip Ferguson joined the meeting at the point indicated
below. Also attending the meeting were Joan Moeller, Secretary and Treasurer of the Corporation; Christy
Wallace, Assistant Secretary of the Corporation; Bil Edwards, Managing Director of Information
Tachnology; Larry Goldsmith, Managing Director of Public Markets; Andrea Reed, Risk Manager; Trey
Thompson, Managing Director — Non-Marketable Alternative Investments; and Uzi Yoeli, Analyst of the
Corporation; Jerry Turner, legal counsel for the Corporation; Keith Brown of the McCombs Schoo! of
Business at UT Austin; Scott Kelley, Philip Aldridge, Amy Barrett, and Cathy Swain of UT System
Administration; and Bruce Myers of Cambridge Associates. Mr. Caven called the meeting to order at 2:05
p.m. Copies of materials supporting the Board meeting agenda were previously furnished to each Director
or distributed at the meeting.

Minutes

The first matter to come before the Board was approval of the minutes of the meetings of the Board of
Directors held on September 14, 2005. Upon motion duly made and seconded, the following resolution
was unanimously adopted:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
September 14, 2005, be, and are hereby, approved.



Intermediate Term Fund and Short Term Fund Policies

Mr. Caven began with acknowledging the time and effort made by the Corporation Staff, UT System
Oversight Staff and Dr. Brown fo finalize the documents provided to the Board for review and consideration
at this meeting. The Intermediate Term Fund (the “ITF"} Investment Policy Statement is proposed to
establish the ITF as a pooled operating fund for the collective investment of operating funds and other
intermediate and long-term funds held by UT System institutions and System Administration. The
proposed changes to the Short Term Fund (the “STF") Investment Policy Statement were for minor
language and definition changes. Discussion was held regarding the proposed policy ranges as presented
in Exhibit A, Policy Targets, Ranges and Performance Objectives for the ITF. Upon motion duly made and
seconded, the following resolution was unanimously adopted:

RESOLVED, that amendments to the Investment Policy Statement of the Short
Term Fund and the Proposed Investment Policy Statement for the Intermediate
Term as presented be, and are hereby, approved, subject to approval by the U. T.
System Board of Regents; and be it further

RESOLVED, that the resolutions of the Board adopted on January 18, 2005,
relating to Investment Policy Statements for the proposed CORE Fund, the
proposed Core Guarantee Fund, the proposed CORE Plus Fund, the proposed
Equity Fund, the Proposed Balanced Fund, a proposed Liquidity Policy for the
CORE Fund and Balanced Fund, and a proposed Swap Agreement are hereby
rescinded.

Delegation of Authority

Mr. Caven then presented the proposed changes for the Delegation of Authority Policy and the Manager
Exception List. During the past ten months, since the current policy has been in place (approved by the
Board in November 2004), certain issues have come to the Staff's attention of which the Staff is proposing
to clarify. Mr. Goldsmith and Mr. Myers answered the Directors’ questions regarding the Manager
Exception List. The Board recommended that the Manager Exception List be amended to reflect increases
in the Barclays Global Investors ("BGI") Proposed Exception Amount to 15% with a cap set at $1.75 Billion,
and the Pacific [nvestment Management Co. (‘PIMCO") to 10% with a cap set at $1.5 Billion. Upon motion
duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the Manager Exception List as designated in the Delfegation of
Authority Policy be, and is hereby, approved in the form submitted as amended, to
the Corporation’s Board of Diractors.

After discussion of the proposed amendments to the Delegation of Authority Policy, with Mr. Goldsmith
answering the Directors’ questions, the Board recommended that the Policy be approved as submitted by
the Staff with one exception. A parenthetical phrase on page 3 which read “(including short sales of
securities to offset existing long positions for risk control purposes)” will be removed. The removed
language will be reviewed and considered again at the November Board meeting. Upon motion duly made
and seconded, the following resolution was unanimously adopted:



RESOLVED, that amendments, with the noted exception, to the Delegation of
Authority Policy be, and are hereby, approved by the Corporation’s Board of
Directors.

The Delegation of Authority Policy and the Manager Exception List, as approved, are attached to these
minutes.

Derivative Investment Policy

Mr. Caven asked Mr. Goldsmith to present the proposed changes to the Derivative Investment Policy.
Discussion focused on the permitted derivative application and limitations sections of the poiicy. Mr.
Ferguson joined the meeting at this time. Mr. Goldsmith and Dr. Brown answered the Directors’ questions.
The Directors requested new language within the section Permitted Derivative Applications as follows:

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

And within the section of Limitations, the Board recommended that the net market value of all OTC
derivative positions for any individual counterparty may not exceed 1% of the total market value of the
Funds. The approved Derivative Investment Policy is attached to these minutes. Upon motion duly made
and seconded, the foliowing resolution was unanimously adopted:

RESOLVED, that amendments to the Derivative Investment Policy be, and are
hereby, approved in the form submitted to the Corporation’s Board of Directors as
amended, subject to approval of the U.T. System Board of Regents.

The Derivative Investment Policy, as a{pproved, is aftached to these minutes.

Liquidity Policy and the Charter of the Risk Committee

Mr. Caven presented proposed amendments to the Liquidity Policy and the Charter of the Risk Committee.
The proposed amendments relate to the addition of the ITF. Upon motion duly made and seconded, the
following resolution was unanimously adopted:



RESOLVED, that the amendments to the Liquidity Policy as presented be, and are
hereby, approved subject to approval by the U. T. System Board of Regents; and

FURTHER RESOLVED, that the amendments to the Charter of the Risk

Committee be, and are hereby, approved in the form submitted to the
Corporation’s Board of Directors.

Investment Management Services Aqreement

The next item to come before the Board was to ratify certain changes to the Investment Management
Services Agreement (the “IMSA”) adopted by the Board of Regents. Ms. Moefler presented amendments
proposed by the Staff to clarify language and to incorporate the ITF as a new fund to be included in the
IMSA.  She also stated that the UT System Office of General Counsel and Baker Botts are in the process
of reviewing the document and will suggest modifications in the near future to include language to
accommodate investing of outside foundations which the Board of Regents will consider at their November
meeting. Upon motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the amendments to the Investment Management Services
Agreement as presented be, and are hereby, ratified except for any additional
items approved by the Board which are subject to approval by the U. T. System
Board of Regents; and be it

FURTHER RESOLVED, that the resolution of the Board adopted on January 18,
2005, for the Investment Management Services Agreement is rescinded.

Cohen and Steers’ U.S. Total Realty Fund

Mr. Caven continued the mesting by providing background for the proposed investment for the current
internal REIT portfolio. A REIT investment altemative was necessary due to the departure of Mr. Greg Cox
wha had successfully managed the Endowments’ REIT portfolios since 1993. Mr. Goldsmith continued by
presenting details of the optimal near-term solution in bridging the gap from current to future REIT
management for the endowments and proposing a commitment of the total internal REITs assets to Cohen
& Steers’ U.S. Total Realty Fund. Upon motion duly made and seconded, the following resolution was
unanimously adopted:

WHEREAS, the Board has reviewed the Corporation's Investment
Recommendation to use PUF and GEF assets to acquire up to $722 million (total
internal REIT assets) combined institutional investment interest (the “Investment”)
in Cohen & Steers’ U.S. Total Realty Fund; and

WHEREAS, the Corporation has determined that the Investment does not
constitute an agreement or transaction entered into in violation of Subsection
66.08(i) of the Texas Education Code:




NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the
proposed investment as described in the Investment Memorandum dated
September 29, 2005 for Cohen & Steers’ U.S. Total Realty Fund be approved;
and be it further

RESOLVED, that the President and CEQ, and any Managing Director of this
Corporation be, and each of them hereby is, authorized to make such further
revisions to the terms and provisions as may be necessary or in the best interests
of this Corporation, excluding an increase in the amount of the capital commitment
to Cohen & Steers’ U.S. Total Realty Fund; and be it further

RESOLVED, that the President and CEQ, any Managing Director, and the
Secretary of this Corporation be, and each of them hereby is, authorized and
empowered (any one of them acting alone) to do or cause to be done all such acts
or things and to sign and deliver, or cause to be signed and delivered, all such
documents, instruments and certificates (including, without limitation, ali notices
and certificates required or permitted to be given or made under the terms of the
Investment), in the name and on behalf of the Corporation, or otherwise, as such
officer of this Corporation may deem necessary, advisable or appropriate to
effectuate or carry out the purposes and intent of the foregoing resolutions and to
perform the obligations of this Corporation under the Investment and the
instruments referred to therein.

Mr. Caven asked Director Nye, Chairman of the Audit and Ethics Committee, to review and consider
moving the investment risk management oversight to the responsibility of the Risk Committee at the

January Audit and Ethics Committee meeting.

Mr. Gaven announced that although Dr. Brown's Consulting Position Agreement with the Board of Directors

expired at the end of October 2005, he has agreed to continue serving for another year,

Mr. Caven also announced that he would be proposing a new standing committee for Board approval at the
next meeting. The new committee will be a Policy Committee to serve on an adhoc basis when necessary

to review existing policies and proposed changes.

There being no further business to come before the Board of Directors, the meeting was adjourned at

approximately 3:55 p.m.
Saecretary:
Joan Moeller
Approved: Date:

H. Scott Caven, Jr.

Chairman, Board of Directors of
The University of Texas Investment
Management Company



The University of Texas Investment Management Company
Delegation of Authority Policy

Effective Date of Policy: October 7, 2005

Date Approved by UTIMCO Board: October 7, 2005

Supersedes: Delegation of Authority Policy approved by the UTIMCO Board on November 15,
2004

Purpose:
The purpose of the Delegation of Authority Policy is to provide a clear delineation of responsibifities
of the UTIMCO Board of Directors and the UTIMCO staff. Section 66.08 (d) of the Texas
Education Code provides that UTIMCO's duties to the U. T. System Board of Regents with respect
to the management of investment funds shall be governed by a contract between the two parties.
UTIMCO provides various investment management services to the U. T. System Board as more
fully described in the Investment Management Services Agreement by and between the U. T.
System Board and UTIMCO. The UTIMCO Board is responsible for management and investment
oversight of UTIMCO. The UTIMCO Board recommends amendments to the Investment Policies
for approval by the U. T. System Board. The UTIMCO Board is responsible for overseeing the
investment process to execute the established Investment Policies. However, in order to enhance
the competitiveness of the investment process, improve management and operational efficiency,
and in order fo define and concentrate accountability for performance, certain duties and
responsibilities are delegated by the UTIMCO Board to UTIMCO Management. This Policy
Statement defines the delegation of authority in the two primary areas of UTIMCO operations:

(1) Management, Operations, and Finance; and

(2) Investments.

Objective:

By clearly defining the limits of delegated authority of UTIMCO Management, this Policy Statement
enhances operational efficiency and timeliness in decision making, thereby enhancing
competitiveness, as well as establishing a framework for the evaluation of UTIMCO Management
in the assigned tasks.

Scope:

This Policy applies to all matters under UTIMCO control. The only delegations of authority granted
by the UTIMCO Board are enumerated in this Policy and any authority not specifically granted in
this Policy is retained by the UTIMCO Board acting as agent for the U. T. Board of Regents,
provided that nothing contained in this Policy Statement is intended to, or shall, limit any delegation
of authority otherwise set forth in the UTIMCO Bylaws, the investment Management Services
Agreement, any Committee Charter, any Investment Policy, or any formal policy adopted by the
UTIMCO Board. '

Authority Delegated to UTIMCO Management:

The primary functions of the UTIMCO Board are to formulate, revise, implement and conduct
ongoing oversight of the policies it has established for UTIMCO. The duties and responsibilities of
the UTIMCO Board are enumerated in the UTIMCO Bylaws, Articles of Incorporation, Committee
Charters, Investment Management Services Agreement, and in UTIMCO policies. In order to more
efficiently execute its responsibilities, the UTIMCO Board has delegated the authority to implement
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The University of Texas Investment Management Company
Delegation of Authority Policy

UTIMCO policies to UTIMCO Management in two primary areas: Management, Operational, and
Financial Authority, and Investment Authority.

Management, Operational, and Financial Authority: Final authority for the functions listed
below rests with the UTIMCO Board:

Administration, Accounting and Financial Management
Systems Technology Management;

Personnel Management;

Compliance;

Client Relations and Reporting; and

Public Relations.

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

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

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

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

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

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

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

decisions regarding public refations issues, except for those issues that are reserved for decisions
by the UTIMCO Vice Chairman for Policy.
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The University of Texas Investment Management Company
Delegation of Authority Policy

In addition, in order to facilitate the execution of the authority granted above, the UTIMCO Board
hereby delegates the following specific duties and responsibilities to UTIMCO Management:

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

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

UTIMCO10/7/05

Tactical Asset Allocation: Without limitations of timing, procedures, or vehicles
utilized, decisions regarding tactical asset allocation within the ranges established in
Investment Policy Statements, including rebalancing portfolio weights to Policy
Target Weights or actively deviating from Policy Weights as market conditions
dictate, are heraby delegated to the UTIMCO Chief Executive Officer, as long as any
decisions do not violate established Investment Policies.
Risk Management: The UTIMCO Board hereby delegates all decisions regarding
the design and operation of any risk management system to UTIMCO management.
New Investment Vehicle and Manager Selection: The UTIMCO Board hereby
delegates to the UTIMCO Chief Executive Officer the authority to commit UT System
funds to new relationships with internal or external investment managers or to new
mandates with extemnal investment managers already under existing relationships
with UTIMCO, and the accompanying authority to negotiate and execute agency and
partnership agreements as necessary, subject only to the following limitations:
o Public Markets Investments: Any new commitments exceeding (i)(a)
$200 million for an individual external manager or (b) 20% of the total
assets under management under the specific asset categories of U.S.
equity, non U.S. equity, and fixed income by an external manager or
(ii) $100 million for a particular active intemal management application
will require approval under the process defined in Appendix A.
© Marketable Alternatives Investments:  Any new commitments
exceeding (i) $100 million or (ii) 20% of the total assets of the same
investment vehicle will require approval under the process defined in
Appendix A, and an opinion from the external UTIMCO consultant
shall be required for any marketable alternative investment managed
by a manager not otherwise managing marketable alternative
investments for UTIMCO. Otherwise, the decision as to whether an
opinion regarding the new investment from the external UTIMCO
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The University of Texas investment Management Company
Delegation of Authority Policy

UTIMCO10/7/05

consultant is necessary is delegated to the UTIMCO Chief Executive
Officer.

o Non-Marketable Afternatives Investments: Any new commitments
exceeding (i} $50 million or (i) 20% of the total assets of the same
investment vehicle will require approval under the process defined in
Appendix A, and an opinion from the external UTIMCO consultant
shall be required for any non-marketable altemative investment
managed by a manager not otherwise managing non-marketable
alternative investments for UTIMCO. Otherwise, the decision as to
whether an opinion regarding the new investment from the extemal
UTIMCO consultant is necessary is delegated to the UTIMCO Chief
Executive Officer. All new commitments to direct, non-marketable
investments will require approval under the pracess defined in
Appendix A.

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

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

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

Changing Allocations of Investment Funds Among Existing Internal and External
Managers and Partnerships: The UTIMCO Board hereby delegates to the UTIMCO
Chief Executive Officer the authority to increase investments or commitments to
existing internal or external investment managers, and the accompanying authority
to renegotiate existing agency and partnership agreements as necessary, subject
only to the following limitations:

© Public Markets Investments: Any increases to existing funds under
management by any individual external manager exceeding $200
million or by internal management in a particular active application
exceeding $100 million, or which increases the total assets managed
to more than (i) $400 million with an individual external manager or a
larger amount approved by the Board for manager exceptions or (ii)
20% of the total assets under the specific asset categories of U.S.
equity, non U.S. equity, and fixed income at an extemal manager
responsible for more than one UTIMCO mandate, will require
approval under the process defined in Appendix A.

o Marketable Alternatives Investments: Any increases to existing funds
under management exceeding $100 million, or which increase the
total assets managed to more than $200 million with an individual
manager or to more than 20% of the total assets in a specific
investment mandate at a manager responsible for more than one
UTIMCO mandate, will require approval under the process defined in
Appendix A.
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The University of Texas Investment Management Company
Delegation of Authority Policy

o Non-Marketable Alternatives Investments: Any increases to existing
funds under management exceeding $50 million in an existing
partnership or direct investment, or which increase the total UTIMCO
investment in a single parinership or direct investment to more than (i)
$100 million or (i) 20% of the total assets of the same investment
vehicle, will require approval under the process defined in Appendix
A

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

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

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

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

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

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

Documentation and Controls:

All UTIMCO Management decisions made under this Delegation of Authority Policy will be
manitored by UTIMCO's Chief Compliance Officer. Any exceptions to this Policy will be reported to
the Chief Executive Officer immediately,. The CEQ will develop a remedy to the exception, if
possible, and report the exception and the remedy to the UTIMCO Board promptly.

Reporting: :

The Chief Compliance Officer will provide a list of any exceptions to this policy on at least an
annual basis to the Audit and Ethics Committee of the UTIMCO Board.
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The University of Texas investment Management Company
Delegation of Authority Policy

Appendix A
investment Vehicle and Manager Selection

Except for the specific terms of delegation defined in this Policy, the UTIMCO Board shall be
respansible for the selection of intemal and exteral portfolic managers and partnerships to invest
assets managed for the U.T, Board of Regents.

The process for new manager or partnership selection shall include the following steps:

1.

2.

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

Preparation of a complete due diligence report that will be considered by the
UTIMCO Chief Executive Officer. Changes or updates to the due diligence report
may be made as a result of the CIO review.

At the discretion of the UTIMCO Chief Executive Officer, a due diligence report by
the UTIMCO extemal consuttant may be required. :
In cases in which the investment decision has been delegated to the UTIMCO Chief
Executive Officer under this Policy, a Certificate of Compliance will be sent to each
UTIMCO Board member with an executive summary of the due diligence report
prepared by the UTIMCO Staff and external consultant (if required by the CEO).

In cases in which delegation is not permitted under this Policy, a Certificate of
Compliance will be sent to each UTIMCO Board member with the complete due
diligence report prepared by the UTIMCO Staff and extemal consultant {if required
by the CEQ). The Certficate of Compliance will have a checkbox to allow any
UTIMCO Director to request a complete review of the investment at a subsequent
Board meeting prior to making the investment, and two checkboxes to delegate the
decision to UTIMCO Management, with or without a subsequent presentation of the
investment at a future UTIMCO Board meeting.

a. If any Director has requested Board review, staff will provide a complete
presentation, which may include a representative of the proposed manager or
partnership, at the next UTIMCO Board meeting. If after hearing the
presentation, a majority of Directors do not feel the investment is appropriate,
the investment will not be made.

b. If no Director has requested a prior Board Review, the investment will be
negotiated by staff and assats will be invested.

UTIMCO10/7/05
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Manager Exception List

Current Proposed
Exposure Exception
August 31, 2005 Amount
Manager ($ Millions) (3 Millions)*
Barclays Global Investors
BGI S&P 400 $ 46.8
BGI S&P 500 73.3
BGI Russell 3000 Alpha Tilts 298.1
BGI Russell 2000 Alpha Tilts 211.5
BGI EAFE Index Fund 194.8
BGI EAFE Alpha Tilts 308.2
BG! Market Neutral Overlay 65.8
BG! Emerging Structured Tier 103.2
BGI Unequitized Global Market Neutral 201.4
-3 1,503.1 $ 1,728.6

*Capsetat $1.758
Pacific Investment Management Co.

Pimco Fixed Income & 771.8
Pimco Real Return 262.9
Pimco TIPS 296.1
$ 1,330.8 $ 1,463.9

“Capsetat$1.5B

K\Files\UTIMCOmatters\BOD\2005_11 16BODMIG\TAB 1_Minutes\ExceptionList approved attached to minutes

Manager UTIMCO
Assets Ye-age
Under of

Management Manager
$ 2,187.8 2.14%
124,492 4 0.06%
11,824.6 2.52%
11,803.2 1.79%
50,688.3 0.38%
1,959.2 15.73%
1,808.1 3.45%
2,146.8 4.81%
11,803.2 1.71%
$ 1,700,000.0 0.10%
$ 346,600.0 0.22%
9,300.0 2.83%
31,400.0 0.94%
8 493,300.0 0.30%



The University of Texas Investment Management Company
Derivative Investment Policy

Effective Date of Policy: November 10, 2005
Date Approved by UTIMCO Board: October 7, 2005

Purpose:

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

Objective:

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

Scope:

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

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

External Managers:

External managers are selected 10 manage the Funds’ assets under either an Agency Agreement or through
a Limited Liability Entity. An external investment manager of public market investments employed by
UTIMCO under an Agency Agreement may engage in derivative transactions only if the transactions are
consistent with the overall investment objectives of the account. Derivative applications shall be approved
only with investment managers that demonstrate investment expertise in their use, and have appropriate
risk management policies and procedures to effectively monitor and control their use.

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

Definition of Derivatives:

Derivatives are financial instruments whose value is derived, in whole or part, from the valuc of any one or
more underlying securities or assets, or index of securities or assets (such as a bonds, stocks, commodities,
and currencies). For the purposes of this Policy, derivatives shall include futures contracts, forward
contracts, swaps and all forms of options, but shall not include a broader range of securities including
mortgage backed securities, structured notes and convertible bonds Derivatives may be purchased through
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a national exchange or through an OTC direct arrangement with a counterparty. Refer to the attached -
exhibit for a glossary of terms.

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

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

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

Documentation and Controls:

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

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

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

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

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

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

monitor compliance and will take corrective action if necessary.

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

Counterparty Risks: In order to limit the financial risks associated with derivative applications,
rigorous counterparty selection criteria and netting agrecements shall be required 10 minimize
counterparty risk for over the counter derivatives. Any counterparty in an OTC derivative
transaction with the Funds must have a credit rating of at least A- (Standard and Poor’s) or A3
(Moody’s). All OTC derivative transactions must be subject to established 1ISDA Nelting
Agreements and have full documentation of all legal obligations of the Funds under the
transactions. The net market value of all OTC derivative positions for any individual counterparty
may not exceed 1% of the total market value of the Funds.

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

Risk Management and Compliance:

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

Reporting:

UTIMCO shail provide a comprehensive report of all approved derivative applications for both internal
managers and external managers under Agency Agreements. UTIMCO shall also provide a
comprehensive report of all outstanding derivatives positions established by internal managers and external
managers under Agency Agreements. These reports will be provided at least on a quarterly basis to the
UTIMCO Board and the Risk Committee.
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Derivative Investment Policy Exhibit
Glossary of Terms

Agency Agreement — A form of legal agreement that typically grants limited investment discretion to an
external investment manager {o act as the investment agent of the Funds but does nol imit the liability of
the Funds for actions taken by that agent.

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

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

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

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

Delta Equivalent Value ~ The delta of an option is a measure of the change in price of an option with a
small change in the value of the security underlying the option as implied by the Black-Scholes theory.

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

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

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

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

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

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

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

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

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

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

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

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

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

conveys the maximum potential loss (in dollars or percent of total assets) for a particular investment
position, for a particular period of time, for a particular level of confidence.
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Agenda ltem:

Developed By:
Presented By:
Type of ltem:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board Meeting
November 16, 2005

Discussion and Consideration of Appointment of UTIMCO Directors, Board Officers
and Proposed Committee Assignments

Caven

Caven

Action required by UTIMCO Board

This agenda item seeks approval of assignments to UTIMCO Board Committees
Chairman Caven recommends approval of these assignments,

Pending approval of recommended appointments of Regent Colleen McHugh as
Regental member and Woody Hunt as external member of the UTIMCO Board of
Directors at the UT System Board of Regents Meeting on November 10, 2005,
Chairman Caven recommends the following Board Committee assignments:

Audit & Ethics Committee
Erle Nye (Chairman)
Robert B. Rowling
Woody L. Hunt

Compensation Committee
Philip Ferguson (Chairman)
Clint D. Carlson
Robert B. Rowling

Risk Committee
Charles W. Tate (Chairman)
H. Scott Caven, Jr.
Woody L. Hunt

Policy Gommittee
Robert B. Rowling (Chairman)
Erle Nye
Colleen McHugh

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

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCQ Board of Directors Meeting
November 16, 2005

Asset Allocation and Performance
Moelier, Hill

Boldt

Information lter

The reports presented are for the periods ended September 30, 2005. (Except as
noted.)

In the developed international asset class, Peter Cundhill and Associates, Inc.,
Canada mandate was terminated on October 13, 2005.

In the directional hedge fund asset class Sirios Overseas Fund was removed from
manager watch list, and Standard Pacific Capital Offshore Fund was changed from
Significant Concern; Waich List to Concern status.

No action required.

Market Exposure; UTIMCO Performance Summary; Fiscal Year Cumulative Value
Added in Endowment Funds; Fiscal Year Cumulative Value Added in Marketable
Securities; Fiscal Year Cumulative Value Added in Non-Marketable Securities;
Cumulative Value Added in Endowment Funds Since September 2002; Performance
Attribution; Performance Attribution; UTIMCO Endowment Funds vs. Cambridge
Associates Colleges and Universities Greater Than One Bilion Dollars Funds
Universe; UTIMCO Endowment Funds vs. Cambridge Associates College and
University Universe; Public Markets Managers Investment Performance Detail
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Cumulative Value Added In Endowment Funds

2005-2006 Fiscal Year

e

Value Added is a measure of the increase in dellar value

of endowment funds due to actual investment performance

exceeding the performance of the pelicy portfolio. This
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: ENDOWMENT FUNDS

VALUE ADDED

SINCE SEPTEMBER 1, 2002
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Value Added is 2 measure of the increase in dollar value
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VALUE ADDED
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L
(5]
=
«
B
[
o
e
-
w
=1
=
LH
g
poy
w
LH
-
=
L]
=
=
o
«
o
u
3
Q
w
o
[
a
[
=
LN
E
-
[=]
=]
=
L
[
[=]

a
=
=
@
>
[
o
]
=
=
[H
w
o
o
i
2]
o
«
=
b
@
d
-
=
w
L
o
g
L]
@
=
o
-
-
-«
o
3
—_
o
3

This

exceeding the perfermance of the pelicy portfolic.
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Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Agenda ltem: Liquidity Profile

Developed By: Moeller, Childers

Presented By: Boldt

Type of ltem: Information ltem

Description: The reports presented are for the period ended September, 2005.

Discussion: As of September 30, 2005 endowment fund assets classified as liquid were 79.1% of

the total assets, and those classified as illiquid were 20.9% of total assets.

Recommendation: No action required.

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



Combined Liquidity Profile
September 30, 2005

2
=
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2 50 i
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g 40
g
30
20
10 <
0 T
Liquid Niquid
Current:
9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 11,782,595,847.10 79.1 11,568,174,061.71 79.1
Miquid 3,1%@65.08 20.9 3,050,194,227.97 20.9
14,887,779,612.18 100.0 14,618,368,280.68 100.0
— — _%
Approved but not yet invested illiquid marketable investments:
9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 11,282,804,276.10 75.8 11,508,174,061.71 78.7
Iliquid 3,604,975,336.08 24.2 3,110,194,227.97 21.3
14,887,779,612.18 100.0 14,618,368,289.68 100.0
—_— e e W Nt a— L

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

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

shyeriod of 1ithe byaccepting a discount of more than 10%.
I, /;é Y? » a5 Risk Manager, certify that I have reviewed the liquidity categories provided by the

Managing Directors and concur with the classifications,

1, » 88 Chief Compliance Qfficer and MD of Accounting, Finance and Administration,
ify that I have verified that the Managing Directors' liquidity classifications have been accurately reported and

that the percentage calculations are accurate.

1, » as President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.




PUF Liquidity Profile
September 30, 2005

100 . I
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Liquid Wiquid
Current;
9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 7,712,007,607.27 79.4 7,641,252,042.73 79.6
Illiquid 1,996,558,069.19 20.6 1,962,955,627.08 20.4
9,708,565,676.46 100.0 9,604,207,669.81 100.0
% e ——
Approved but not yet invested illiquid marketable investments:
9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 7,391,466,811.27 76.1 7,602,252,042.73 79.2
Iliquid 2,317,098 865.19 239 2,001,955,627.08 20.8
9,708,565,676.46 100.0 9,604,207,669.81 100.0
- ——— — -

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

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

shorter period of time byaccepting a discount of more than 10%.
I, M, as Risk Manager, certify that I have reviewed the liquidity categories provided by the

Managing Directors and concnr with the classifications.

» as Chief Compliance Officer and MD of Accounting, Finance and Administration,
that I have verified that the Managing Directors' liquidity classifications have been accurately reported and
that the percentage calculations are accurate,

I, <ﬁ,7 m » s President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.




GEF Liquidity Profile
September 30, 2005

Percent of Total Portfolio
3

20
10 i
0 T j
Liquid Wiguid
Current:
9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 4,070,588,239.83 78.6 3,926,922.,018.98 78.3
Hliquid 1,108,625,695.89 21.4 1,087,238,600.89 21.7
5,179,213,935.72 100.0 5,014,160,619.87 100.0
% e ——

Approved but not yet invested illiquid marketable investments:

9/30/2005 8/31/2005
Market Value Percent Market Value Percent
Liquid 3,891,337,464.83 751 3,905,922,018.98 71.9
Miguid 1,287,876,470.89 24.9 1,108,238,600.89 22.1
5,179,213,935.72 100.0 5,014,160,619.87 100.0

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

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

L/ < » as Risk Manager, certify that I have reviewed the liquidity categories provided by the
Managing Directors and concur with the classifications.

I, » as Chief Compliance Officer and MD of Accounting, Finance and Administration,
certify that I have verified that the Managing Directors' liquidity classifications have been accurately reported and
that the percentage calculations are accurate,

1zl et st President of UTIMCO, certify that I have reviewed the liquidity categories, classifications by
Managing Directors and the method of calculating statistics presented in this report and concur with the information presented.




Liquidity Profile for GEF and PUF
September 30, 2005

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

K% rd D T Larry Goldsmith, Managing Director - Public Markets

/> /7// / o Date

! i)
’ / A N “/ . -
-2 AR VWA A S Cathy Iberg, Managing Director - Marketable Alternatives
- ] 7

SO o (,)
/'.'_. /.’}"t,’f/ { = Date
- ’
1/‘-‘44 W Trey Thompsan, Managing Director - Non-Marketable Alternatives

\J
[D ’alf-’ DS Date
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Agenda Item:
Developed By:
Presented By:
Type of Item:

Description:

Discussion:

Recommendation:

Reference:

Agenda item
UTIMCO Board of Directors Meeting
November 16, 2005

Comprehensive Derivative Report
Goldsmith, Shah, Childers, Reed
Boldt

Information ltem

The UTIMCO Board approved amendments to the Derivative Investment Policy
("Policy”) at its October 7, 2005 board meeting. The amended Policy requires that
UTIMCO provide a comprehensive report of all approved derivative applications for
both internal managers and external managers under agency agreements and also
provide a comprehensive report of all outstanding derivatives positions established
by intemal managers and external managers under agency agreements. Staff has
also prepared a report on counterparties. The reports presented are for the period
ended September 30, 2005.

As of September 30, 2005, net mark-to-market values of derivatives (intemal and
external) was negative $31.1 million.

The mark-to-market value of over-the-counter options was negative $21.2 million.
While $32.3 million was owed to counterparties by the PUF and GEF (Funds),
$11.1 million was owed by counterparties 1o the Funds. This $11.1 miilion owed to
the Funds represents the Funds' counterparty risk. There were no counterparties
with exposure to the Funds in excess of 1% of the Funds' value.

No action required.

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

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Report on Actions taken under the Delegation of Authority Policy
Staff

Boldt

Information item

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

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

None

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

Manager Activity Taken Under the Delegation of Authority; New Contracts and
Existing Contract Renewals, Leases, and Other Commercial Arrangements
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Report on
New Contracts and Existing Contract Renewals, Leases, and Other Commercial
Arrangements
For Period September 8, 2005 through November 2, 2005
(Total Obligation per Agreement less than $1 million)

Annual
Agreement Purpose Contract Term Amount
MSCI MSCT REIT Index 9/23/2005 to 9/22/2006 $2.500

Annual renewal




TAB 4



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

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Report from UTIMCO’s Compensation Committee
Boldt, Moeller

Ferguson

Action Item; Action Required by UTIMCO Board

The CGompensation Committee {the “Committes”) will meet on November 16, 2005 to
approve the performance compensation awards under the UTIMCO Compensation
Program for all eligible employees except the President and Chief Executive Officer.
The Committee will review the performance compensation award of the President
and Chief Executive Officer and will recommend to the UTIMCO Board a proposed
award. UTIMCO staff will forward supporting materials to the Board members for
Executive Session discussion. Cambridge Associates has certified the peer
universe performance data and a copy of the memorandum from Bruce Myers and
Hamilton Lee is attached.

The Committee will review an additional item related to the 2005/2006
Compensation Program. In addition to the eligible participants approved by the
Committee and the Board in September 2005, three additional employees have filled
analyst positions in the Non-Marketable and Risk Management area. The
Committee will review the goals recommended by the President and CEQ for these
positions and the Committee will request that the Board approve the employees as
eligible to participate in the UTIMCO 2005/2006 Compensation Program as provided
in the attachment.

The Committee will also review the peer group for the 2005/2006 Compensation
Program as determined by Cambridge Associates.

The Committee recommends that the UTIMCO Board approve the 2004/2005
performance compensation award totals, the performance compensation award
proposed for the President and CEQ of UTIMCO, the peer group for the 2005/2006
Plan Year and the additional eligible Compensation Program participants for
2005/2006.

Certification of Peer Universe Performance Data memorandum; Schedule reporting
emplayees, eligible positions, performance goals weights, and incentive award
opportunities for three employees; Gompensation Plan Universe (2005/2006 Peer
Group)



RESOLUTIONS
TO BE DISTRIBUTED

AT THE MEETING
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CAMBRIDGE ASSOCIATES LLC

2001 Ross Avenue. Suite 3155
Dallas, Texas 75201

tel 214.468.2800 fax 214.468.2801
www.cambridgeassociates.com

MEMORANDUM

TO: H. Scott Caven, Jr. Chairman
Bob L. Boldt, Chief Executive Officer
The University of Texas Investment Management Company

FROM: Bruce Myers
Hamilton Lee
DATE: November |, 2005
RE: Certification of Peer Universe Performance Data

Over the past few weeks we have assembled the performance numbers for fiscal year 2003, 2004, and 2005
for the 36 institutions which comprise the UTIMCQ peer group universe for UTIMCO Compensation Plan
purposes. (The names of those 36 institutions are provided below). The results were as follows:

1 yr 2 yr 3yr
(% (% (%
Return  tile) Return tile) Return tile)
Maximum 19.47 19.54 5.32
25th percentile 17.62 17.30 12.16
Median 13.94 15.21 11.64
75th percentile 11.28 13.97 10.06
Minimum 2.66 848 2.88
# of portfolios 36 36 36
UT System
Total
Endowment
Funds 13.5 58% 16.7 33% 11.7%  42%

Thirty-four of the institutions represented above reported performance information directly to Cambridge
Associates. For the two institutions in the peer group who are not Cambridge clients (Ohio State and the
University of Rochester) we independently verified the returns by contacting finance staff at those
institutions. We would also like to point out that with respect to the 3-year number, a very small change in
return could mean a meaningful move in ranking. For example, a change of 10 basis points in return could
casily move an institution 5 percentile points up or down in ranking,

BOSTON | DALLAS | MENLOQ PARK | WASHINGTON DC | LONDON | SINGAPORE



Bob Boldt November 1, 2005
Scott Caven Page 2
‘The University of Texas Investment Management Company

The Peer Group

An institution was included in the peer group universe if it reported, for three consecutive fiscal years,
endowment assets of greater than $1 Billion. Harvard and Yale were excluded. For fiscal year 2005 those
institutions were:

Brown University

California Institute of Technology
Case Western Reserve University
Columbia University

Cornell University

Dartmouth College

Duke University

Emory University

Grinnell Coliege

Johins Hopkins University
Massachusetts Institute of Technology
New York University

Northwestern University

Ohio State University and Foundation
Princeton University

Purdue University

Rice University

Sanford University

Texas A&M University System and Foundations
The Rockefeller University

UNC at Chapel Hill and Foundations
University of California

University of Chicago

University of Michigan

University of Minnesota and Foundation
University of Notre Dame

University of Pennsylvania
University of Pittsburgh

University of Rochester

University of Southern California
University of Virginia

University of Washington

Vanderbilt University

Washington University (St. Louis)
Wellesley College

Williams College

We would be happy to answer any questions about the calculation of this year’s return.

Ce: Joan Moeller, Managing Director for Accounting, Finance and Administration
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Compensation Plan Universe

The following institutions had market values over $1 Billion as of July 1, 2003, July 1, 2004,
and July 1, 2005 and represent the peer group universe for the 2005-2006 compensation period.

I Princeton University
2 Stanford University
3 Massachusetts Institute of Technology
4 University of California
5 Columbia University
6 Emory University
7 The Texas A&M University System and Foundations
8 University of Pennsylvania
9 University of Michigan
10 Washington University
11 University of Chicago
12 Northwestern University
13 Duke University
14 Rice University
15 Comeil University
16 University of Notre Dame
17 Dartmouth College
18 University of Southemn California
19 Vanderbilt University
20 University of Virginia
21 Johns Hopkins University
22 Brown University
23 University of Minnesota and Foundation
24 Case Western Reserve University
25 The Rockefeller University
26 New York University
27 Ohio State University and Foundation
28 University of Pittsburgh
29 California Institute of Technology
30 University of Rochester
31 Grinnell College
32 University of Washington
33 UNC at Chapel Hill and Foundations
34 Williams College
35 Purdue University
36 Wellesley College

Source: NACUBQ
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Agenda Item:

Developed By:
Presented By:
Type of ltem:

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Discussion and Consideration of New Committee Charter and Proposed Changes to
Existing Policy

Staff
Boldt
Action item; Action Required by UTIMCO Board

UTIMCO staff is presenting a new committee charter for the Policy Committee.
During the UTIMCO Board meeting held on October 7, 2005, Chairman Caven
requested staff to prepare a charter for the Policy Committee. Members of the
committee will be appointed during today's meeting, November 16, 2005.

The Delegation of Authority Policy is to provide a delineation of responsibilities of the
UTIMCO Board and staff and has one proposed change,

UTIMCO staff recommends approval of the Charter of the Policy Committee and an
amendment to the Delegation of Authority.

The purpose of the of the Policy Committee is to provide oversight and monitor (1)
the development and amendments of UTIMCO Board Policies and Corporate
Documents; (2) the development and amendment of the investment-related polices
of the Board of Regents of The University of Texas System (U.T. Board) related to
the management of funds under the control and management of the U.T. Board, and
(3) the amendment of the Investment Management Services Agreement (the
“IMSA"), Code of Ethics, and Bylaws. The proposed Charter enumerates the duties
and responsibilities of the Policy Committee.

The UTIMCO Board considered language in the Delegation of Authority related to
tactical asset allocation in the Investment Authority section at its meeting on October
7, 2005. The UTIMCO Board requested that staff redraft the proposed language
related to using short sales of securities to offset existing long positions for risk
control purposes. This new proposed language is the only recommended change to
the Delegation of Authority,

Charter of the Policy Committee; Delegation of Authority



RESOLUTION RELATED TO THE PROPOSED CHARTER OF THE
POLICY COMMITTEE

RESOLVED, that the Proposed Charter of the Policy Committee be, and

is hereby, approved in the form submitted to the Corporation’s Board of
Directors.




RESOLUTION RELATED TO DELEGATION OF AUTHORITY POLICY

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

and is hereby, approved in the form submitted to the Corporation’s Board
of Directors




The University of Texas Investment Management Company
Charter of the Policy Committee

Background

The Board of Directors (the “Board”) of The University of Texas Investment Management
Company (the “Comoration”) has established a Policy Committee (the “Committee”). This
Charter, adopted by the Board on November 16, 2005, sets forth the responsibilities of the
Committee.

Purpose

The primary purposs of the Committee is to provide oversight and to monitor:

1. The development and amendment of UTIMCO Board Policies and Corporate
Documents;

2. The development and amendment of investment-related polices of The University
of Texas System Board of Regents (U.T. Board) related to the management of
funds under the control and management of the U.T. Board; and

3. The amendment of the Investment Management Services Agreement (the
“IMSA"), Code of Ethics, and Bylaws.

Any decisions made by the Committee regarding the above responsibilities will be
submitted to the Board for approval.

Composition

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

Meetings; Quorum; Etc.

The Corporation’s Bylaws state that any committee created by the Board, including the
Committee, shall (i) have a chairman designated by the Board, (i) fix its own rules or
procedures, (iii) meet at such times and at such place or places as may be provided by
such rules or by resolution of the Committee or resolution of the Board, and (iv) keep
regular minutes of its meetings and cause such minutes to be recorded in books kept for
that purpose in the principal office of the Corporation, and report the same to the Board at
its next succeeding meeting. At every meeting of the Committee, the presence of a
majority of all the members thereof shall constitute a quorum, and the affirmative vote of a
majority of the members present shall be necessary for the adoption by it of any action,
unless otherwise expressly provided in the Committee's rules or procedures or the Bylaws
of the Corporation or by the Board. The Board may designate one or more Directors as
altemate members of the Committee, who may replace any absent or disqualified member



of the Committee. In the absence or disqualification of a member of the Committee, the
member or members present at any meeting of the Committee and not disqualified: from
voting, whether or not constituting & quorum, may unanimously appoint the designated
alternate Director to act at the meeting in the place of the absent or disqualified member.

Duties and Responsibilities

UTIMCO Board Policies and Corporate Documents
The Committee has the following duties and responsibilities with respect to its oversight
and monitoring of UTIMCO Board Policies and Corporate Documents (excluding the IMSA,
Code of Ethics, Bylaws and any other corporate documents requiring U.T. Board
approval):
* Review any UTIMCO Board Polices developed by UTIMCO staff and provide
guidance and suggested language when necessary;
* Determine which internal policies and procedures should be considered UTIMCO
Board Policies;
 Recommend to the Board the approval of any new UTIMCO Board Policies: and
Review suggested amendments to UTIMCO Board Policies and Corporate
Documents and provide guidance and suggested language when necessary.

In discharging its responsibilities, the Committee may accept comments and suggestions
from Board consultants, U.T. System staff, and other individuals as it deems necessary.

Investment Polices of the U.T. Board

The Board has been delegated certain responsibilities by the U.T. Board including the
development and review of investment policies with respect to the investment
management of funds under the control and management of the U.T. Board, including
asset allocation, distribution (spending) guidelines, long-term investment retum
expectations and expected risk levels, asset allocation targets and ranges, and other
matters as the U.T. Board requests. Upon its review and approval, the Board shall present
the investment polices to the U.T. Board for approval.

The Committee has the following duties and responsibilities with respect to its oversight
and monitoring of the investment policas of the U.T. Board related to the investment
management of the funds under the control and management of the U.T. Board:
* Review U.T. Board investment polices developed by UTIMCO staff and
provide guidance and suggested language when necessary;
* Recommend to the Board the approval of any new U.T. Board Policies:
* Review suggested amendments to U.T. Board Policies and provide
guidance and suggested language when necessary; and
* Recommend to the Board the approval of amended U.T. Board Policies.



In discharging its responsibilities, the Committee may accept comments and suggestions
from Board consultants, U.T. System staff, and other individuals as it deems necessary.
The investment policies of the U.T. Board require U.T. Board approval,

Amendments of the IMSA, Code of Ethics, Bylaws and other Corporate documents
requiring U.T. Board approval

The Committee has the following duties and responsibilities with respect to its oversight
and monitoring of the amendments of the IMSA, Code of Ethics, Bylaws and other
Corporate documents requiring U.T. Board approval:

» Review amendments to Corporate documents prepared by UTIMCO staff
requiring U.T. Board approval and provide guidance and suggested
language when necessary; and

» Recommend to the Board the approval of such amendments

Upon its review and approval, the Board shall present the amendments to the U.T. Board
for approval. In discharging its responsibilities, the Committee may accept comments and
suggestions from Board consultants, U.T. System staff, and other individuals as it deems
necessary.



The University of Texas Investment Management Company
Delegation of Authority Policy

Effective Date of Policy: Novembet 16. 20050staber 7. 2005

Date Approved by UTIMCO Board: November 16, 200506iober 7. 2005

Supersedes: Delegation of Authority Policy approved by the UTIMCO Board on Octobe: 7.
2005Nevember 15,2004

Purpose:
The purpose of the Delegation of Authority Policy is to provide a clear delineation of responsibilities
of the UTIMCO Board of Directors and the UTIMCO staff. Section 66.08 (d) of the Texas
Education Code provides that UTIMCO's duties to the U. T. System Board of Regents with respect
to the management of investment funds shall be governed by a contract between the two parties.
UTIMCO provides various investment management services to the U. T. System Board as more
fully described in the Investment Management Services Agreement by and between the U. T,
System Board and UTIMCO. The UTIMCO Board is responsible for management and investment
oversight of UTIMCO. The UTIMCO Board recommends amendments to the Investment Policies
for approval by the U. T. System Board. The UTIMCO Board is responsible for overseeing the
investment process to execute the established Investment Policies. However, in order to enhance
the competitiveness of the investment process, improve management and operational efficiency,
and in order to define and concentrate accountability for performance, certain duties and
responsibilities are delegated by the UTIMCO Board to UTIMCO Management. This Policy
Statement defines the delegation of authority in the two primary areas of UTIMCO operations:

(1) Management, Operations, and Finance; and

(2) Investments.

Objective:

By clearly defining the limits of delegated authority of UTIMCO Management, this Policy Statement
enhances operational efficiency and timeliness in decision making, thereby enhancing
competitiveness, as well as establishing a framework for the evaluation of UTIMCO Management
in the assigned tasks.

Scope:

This Policy applies to all matters under UTIMCO control. The only delegations of authority granted
by the UTIMGO Board are enumerated in this Policy and any authority not specifically granted in
this Policy is retained by the UTIMCO Board acting as agent for the U. T. Board of Regents,
provided that nothing contained in this Policy Statement is intended to, or shall, limit any delegation
of authority otherwise set forth in the UTIMCO Bylaws, the Investment Management Services
Agreement, any Committee Chater, any Investment Policy, or any formal policy adopted by the
UTIMCO Board.

Authority Delegated to UTIMCO Management:

The primary functions of the UTIMCO Board are to formulate, revise, implement and conduct
ongoing oversight of the policies it has established for UTIMCO. The duties and responsibiities of
the UTIMCO Board are enumerated in the UTIMCO Bylaws, Articles of Incorporation, Committee
Charters, Investment Management Services Agreement, and in UTIMCO policies. In order to more
efficiently execute its responsibilities, the UTIMCO Board has delegated the authority to implement
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UTIMCO policies to UTIMCO Management in two primary areas: Management, Operationai,'and
Financial Authority, and Investment Authority.

Management, Operational, and Financial Authority: Final authority for the functions listed
below rests with the UTIMCO Board:

Administration, Accounting and Financial Management
Systems Technology Management;

Personnel Management;

Compliance;

Client Relations and Reporting; and

Public Relations.

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

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

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

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

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

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

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

decisions regarding public relations issues, except for those issues that are reserved for decisions
by the UTIMCO Vice Chairman for Policy.

UTIMCO11/16/05 2 Delegation of Authority
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In addition, in order to facilitate the execution of the authority granted above, the UTIMCO Board
hereby delegates the following specific duties and responsibilities to UTIMCO Management:

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

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

UTIMCO11/16/05

Tactical Assst Allocation: Without limitations of timing, procedures, or vehicles
utilized, decisions regarding tactical asset allocation within the ranges established in
Investment Policy Statements, including rebalancing portfolio weights to Poiicy
Target Weights or actively deviating from Policy Weights as market conditions
dictate, are hereby delegated to the UTIMCO Chief Executive Officer, as long as any
decisions do not violate established Investment Policies. Short sales of securties
(ncluding exchange baded funds, and individual comnion stocks and bonds, bul
excluding derivative instruments) to offset existing long positions for rsk control
burboses may also be utilized as a vehicle in tactical asset allocation,  Priot ta
Implementation of any short security sale strateqy. a risk analysis shall be perormed
that docuinients the expected risk reducing impac! of the proposed strategy, The
sum of all shorl security sales strategies shall not exceed 5% of the nel asset valug
¢f the Funds.
Risk Management: The UTIMCO Board hereby delegates all decisions regarding
the design and operation of any risk management system to UTIMCO management.
New Investment Vehicle and Manager Selection: The UTIMCO Board hereby
delegates to the UTIMCO Chief Executive Officer the authority to commit UT System
funds to new relationships with intemal or external investment managers or to new
mandates with external investment managers already under existing relationships
with UTIMCO, and the accompanying authority to negotiate and execute agency and
partnership agreements as necessary, subject only to the following limitations:
o Public Markets Investments: Any new commitments exceeding (i)(a)

$200 million for an individual external manager or {b) 20% of the total

assets under management under the specific asset categories of U.S.

equity, non U.S. equity, and fixed income by an extemal manager or

{iiy $100 million for a particular active internal management application

will require approval under the process defined in Appendix A.

o Marketable Altematives Investments:  Any new commitments
exceeding (i) $100 million or (ii) 20% of the total assets of the same
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investment vehicle will require approval under the process defined in
Appendix A, and an opinion from the external UTIMCO consultant
shall be required for any marketable alternative investment managed
by a manager not otherwise managing marketable alternative
investments for UTIMCO. Otherwise, the decision as to whether an
opinion regarding the new investment from the external UTIMCO
consultant is necessary is delegated to the UTIMCO Chief Executive
Officer.

o Non-Marketable Altematives Investments: Any new commitments
exceeding (i) $50 million or (i) 20% of the total assets of the same
investment vehicle will require approval under the process defined in
Appendix A, and an opinion from the exteral UTIMCO consultant
shall be required for any non-marketable altemative investment
managed by a manager not otherwise managing non-marketable
alternative investments for UTIMCO. Otherwise, the decision as to
whether an opinion regarding the new investment from the external
UTIMCO consultant is necessary is delegated to the UTIMCO Chief
Executive Officer. All new commitments to direct, non-marketable
investments will require approval under the process defined in
Appendix A.

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

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

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

Changing Allocations of Investment Funds Among Existing Intemal and Extemnal
Managers and Partnerships: The UTIMCO Board hereby delegates to the UTIMCO
Chief Executive Officer the authority to increase investments or commitments to
existing internal or external investment managers, and the accompanying authority
to renegotiate existing agency and partnership agreements as necessary, subject
only to the following limitations:

o Public Markets Investments: Any increases to existing funds under
management by any individual external manager exceeding $200
million or by interal management in a particular active application
exceeding $100 million, or which increases the total assets managed
to more than (i) $400 million with an individual extemnal manager or a
larger amount approved by the Board for manager exceptions or (i)
20% of the total assets under the specific asset categories of U.S.
equity, non U.S. equity, and fixed income at an external manager
responsible for more than one UTIMCO mandate, will require
approval under the process defined in Appendix A.
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o Marketable Altematives Investments: Any increases to existing funds
under management exceeding $100 million, or which increase the
total assets managed to more than $200 million with an individual
manager or to more than 20% of the total assets in a specific
investment mandate at a manager responsible for more than one
UTIMCO mandate, will require approval under the process defined in
Appendix A.

o Non-Marketable Alternatives Investments: Any increases to existing
funds under management exceeding $50 million in an existing
partnership or direct investment, or which increase the total UTIMCO
investment in a single parinership or direct investment to more than (i)
$100 miflion or (ii} 20% of the total assets of the same investment
vehicle, will require approval under the process defined in Appendix

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

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

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

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

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

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

Documentation and Controls:

All UTIMCO Management decisions made under this Delegation of Authority Policy will be
monitored by UTIMCQ's Chief Compliance Officer. Any exceptions to this Policy will be reported to
the Chief Executive Officer immediately. The CEQ will develop a remedy to the exception, if
possible, and report the exception and the remedy to the UTIMCO Board promptly.

Reporting:
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The Chief Compliance Officer will provide a list of any exceptions to this policy on at least an
annual basis to the Audit and Ethics Committee of the UTIMCO Board.

Appendix A
Investment Vehicle and Manager Selection

Except for the specific terms of delegation defined in this Policy, the UTIMCO Board shall be
responsible for the selection of internal and external portfolio managers and partnerships to invest
assets managed for the U.T. Board of Regents,

The process for new manager or partnership selection shall include the following steps:

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

2. Preparation of a complete due diligence report that will be considered by the
UTIMCO Chief Executive Officer. Changes or updates to the due diligence report
may be made as a resuit of the CIO review.

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

4. Incases in which the investment decision has been delegated to the UTIMCO Chief
Executive Officer under this Policy, a Certificate of Compliance will be sent to each
UTIMCO Board member with an executive summary of the due diligence report
prepared by the UTIMCO Staff and external consultant {if required by the CEQ).

3. In cases in which delegation is not permitted under this Policy, a Certificate of
Compliance will be sent to each UTIMCO Board member with the complete due
diligence report prepared by the UTIMCO Staff and extemal consultant (if required
by the CEQ). The Certificate of Compliance will have a checkbox to allow any
UTIMCO Director to request a complete raview of the investment at a subsequent
Board meeting prior to making the investment, and two checkboxes to delegate the
decision to UTIMCO Management, with or without a subsequent presentation of the
investment at a future UTIMCO Board meeting.

a. If any Director has requested Board review, staff will provide a complete
presentation, which may include a representative of the proposed manager or
partnership, at the next UTIMCO Board meeting. If after hearing the
presentation, a majority of Directors do not feel the investment is appropriate,
the investment will not be made.

b. If no Director has requested a prior Board Review, the investment will be
negotiated by staff and assets will be invested.
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Agenda Item
UTIMCO Board of Directors Meeting
November 16, 2005

Report on Audit and Ethics Committee meeting
Moeller

Nye

Action required by UTIMCO Board

The Audit and Ethics Committee mesting was held on November 3, 2005, to
approve the audited financial statements of the Permanent University Fund, General
Endowment Fund, Permanent Health Fund, Long Term Fund, Short Intermediate
Term Fund, and the Statement of Performance Statistics. The Audit and Ethics
Committee approved the financial statements as presented.

The financial statements were audited by Emst & Young, LLP. Ricky Richter,
coordinating partner, presented Emst & Young's Audit Results and Communications
letter as well as answering questions related to the financial statements. Emst &
Young issued unqualified opinions on the August 31, 2005 financial statements.
The opinions were dated October 21, 2005. A copy of the Audit Results and
Communications is included. Because of the voluminous nature of the statements,
they are not included in the Board book. However, the complete audited financial
statements are available on UTIMCO'’s website, www.utimco.org.

The Committee recommends that the Board approve the audited financial
statements.

Audit Results and Communications



RESOLUTION RELATED TO FINANCIAL STATEMENTS

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
Short Intermediate Term Fund, each for the fiscal years ended August 31,
2005 and August 31, 2004 and the Statement of Investment Performance
Statistics for the year ended August 31, 2005 be and are hereby approved
in the form as presented to the Board.




ASSURANCE AND ADVISORY

BUSINESS SERVICES

OCTOBER 21, 2005 "

Sl ERNST & YOUNG

Quality In Everything We Do

Investment Funds under Fiduciary Responsibility of
The University of Texas System Board of Regents

Audit Results and Communications
Report to:
Audit. Compliance and Management Review Committee of The University of
Texas System Board of Regents
Auditand Fthics Committee of The University of Texas [nvestment
Management Company



Elf ERNST& YOUNG = Emst & Young LLP u Phone:(542) 478-9881

Suite 1400 Fax: (512) 473-3499
700 Lavaca WWW. ey.Com

Auslin. Texas 78701

October 21, 2005

The Audit, Compliance and Management Review Committee of The Board of Regents of The University
of Texas System

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

We are pleased to present the results of our audits of the financial statements of the following funds for the
year ended August 31, 2005:

e  Permanent University Fund,

¢ The University of Texas System General Endowment Fund,
e Permanent Health Fund,

e The University of Texas System Long Term Fund,

® The University of Texas System Short Intermediate Term Fund (collectively, the “Funds™).

This report to the Audit, Compliance and Management Review Committee and the Audit and Ethics
Committee is organized into the following sections:

s Required Communications

s Report on Internal Control

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

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

Very truly yours,

P, Pesg

Ricky L. Richter



REQUIRED COMMUNICATIONS

Statement on Auditing Standards No. 61 (as amended) and other professional standards require the
auditor to communicate certain matters to the Audit Committee that may assist the Committee in
overseeing management’s financial reporting and disclosure process. Below we summarize these
required communications as they apply to the Funds,

Area

Auditors’ Responsibilities Under Generally Accepted Auditing Standards
(GRAS)

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

Comments

We issued unqualified opinions on the August 31, 2005
financial statements.

Our Judgments About the Quality of the Company’s Accounting Principles
We discuss our judgments about the quality, net just the acceptability, of
the accounting policies as applied in the Funds' financial reporting,
inciuding the consistency of the accounting pelicies and their application
and the clarity and completeness of the financial statements and related
disclostires.

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

Sensitive Accounting Estimates

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

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

As part if our audit, we reviewed and tested the market values
af non-marketable altemative investments. Based on our
testing, we conciuded the Funds’ recorded investment values
were fairly stated.

The Adoption of, or a Change in an Accounting Principle

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

During fiscal year 2005, the Funds adopted GASB 40 which
required additional footnote disclosure regarding credit,
interest, custodial and foreign currency risk

Methods of Accounting for Significant Unusual Transactions and for
Controversial or Emerging Areas

We determine that the Audit Committee is informed about the methods
used to account for significant unusual transactions and the effects of
significant accounting policies in controversial or emerging areas for which
there is a lack of autheritative guidance or consensus.

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

Significant Audit Adjustments

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

There were no recorded audit adjustments related to the fiscal
year 2005 audit.




Area

Unadjusted Audit Differences Considered by Management to Be
Immaterial

We inform the Audit Committee about unadjusted audit differences
accumulated by us (e, adjustments either identified by us or brought to
our attention by management) during the curment audit and pertaining to the
|atest period presented that were determined by management to be
immaterial, both individually and in the aggregate, to the financial
statements as a whole.

Comments

There were no unadjusted audit differences related to the
fiscal year 2005 audit.

Fraud and Hiegal Acts

We report to the Audit Committee fraud ard illegal acts involving senior
management and fraud and illegal acts {whether caused by senior
management or other employees) that cause a material misstatement of
the financial statements,

We are not aware of any fraud or illegal acts.

Material Wealmesses in Internal Control

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

No material weaknesses were idenfified.

Disagreements with Management flone.
Serious Difficulties Encountered in Dealing with Management when None.
Performing the Audit

Major Issues Discussed with Management Prior to Retention None.

Consultation with Other Accountants

None of which we are aware.

Other Matters

None.

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

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




i’l ERNST& YOUNG = Ernst & Young LLP & Phone (512) 478-9881

Suite 1400 Fax  (512) 473-3499
700 Lavaca wWwWW By Com
Austin, Texas 78701

The Audit, Compliance and Management Review Committee of The Board of Regents of The
University of Texas System

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

In planning and performing our audits of the financial statements of the Permanent University
Fund, The University of Texas System General Endowment Fund, the Permanent Health
Fund, The University of Texas System Long Term Fund and The University of Texas System
Short Intermediate Term Fund (collectively, the “Funds™) for the year ended August 31,
2005, we considered their internal control to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control. Our consideration of internal control would not necessarily disclose all
matters in internal control that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements caused by errors or fraud in
amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving internal control and its
operation that we consider to be material weaknesses as defined above.

This report is intended solely for the information and use of the Audit, Compliance and
Management Review Committee, the Audit and Ethics Committee, and management of the
Funds. We would be pleased to discuss the above matters or to respond to any questions, at

your convenience.
Banet ¥ MLP

October 21, 2005
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Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Agenda ltem: Marketable Alternatives Portfolio Update

Developed By: Cathy Iberg

Presented By: Cathy Iberg

Type of ltem: Information ltem

Description: The presentation is a curent update on UTIMCO's Marketabie Altematives

Program, focusing on the overall hedge fund industry, portfolio performance and
composition, pooling of hedge fund managers, near-term plans for the Program, and
Q&A session.

Discussion: None

Recommendation: None

Reference: None
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TAB 8



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

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Mesting
November 16, 2005

Presentation on the New Risk Dashboard

Boldt and Reed

Boldt and Reed

Information Item

UTIMCO has developed a set of standardized charts and graphs that will be
provided to the Board on a monthly basis presenting a comprehensive risk analysis
of the Endowment Funds.

The “Risk Dashboard” is an expansion of the risk reporting that has been included in
the Endowment Funds Update. The role of the Dashboard is to give Board
Members a comprehensive view of risk as it relates to the Endowment Funds. We
consider this an evolving document and will welcome all requests for additional
analyses or revisions of the ones provided.

None

None
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TAB 9



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

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Discussion of Investment Environment and Opportunities
Boldt

Boldt

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.

None

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

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

Description:

Recommendation:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

Presentation on Implementation Status of Intermediate Term Fund
Goldsmith/lberg/Moeller

Goldsmith/lberg

Action Required by UTIMCO Board

The timeline we have developed to implement the new Intermediate Term Fund will
be presented and discussed. To effectively utilize select incumbent active
Endowment managers in the proposed ITF, a Board exemption, to raise the
investment ceiling beyond current Delegation of Authority limits is being requested on
a named manager-by-manager basis.

UTIMCO staff recommends approval of the new ceiling limits on specified managers
as prescribed in the attached.

UTIMCO staff believes that the Endowments' current active manager line-up
represents a cross-section of best-in-class talent. In order to leverage this talent on
behalf of the proposed ITF, staff would like to extend this talent pool to manage a
portion of assets consistent with their proportional management share in the
Endowment pools. In so doing, several managers would exceed their maximum
allocable thresholds as currently defined in the Delegation of Authority. Staff is
requesting an extension of that ceiling maximum, for prescribed managers, in
prescribed amounts, as set forth herein in the attached documentation.

Delegation of Authority Policy; ITF Timeline, Detailed Manager Spreadsheet



RESOLUTION RELATED TO MANAGER EXCEPTION LIST FOR THE
INTERMEDIATE TERM FUND

RESOLVED, that the Manager Exception List for the Intermediate Term

Fund be, and is hereby, approved in the form submitted to the
Corporation’s Board of Directors
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TAB 11



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

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 16, 2005

IT Presentation on Transaction Interface for Intermediate Term Fund

Edwards

Edwards

Information tem

UTIMCO has developed a single integrated online system to facilitate the trading
and reporting requirements for the Institutions’ holdings of the Short Term Fund
(STF) and the Intermediate Term Fund (ITF). The presentation will be a
demonstration using the actual system.

The system is available and has been demonstrated to the largest Institutions. An
autonated data feed to Dreyfus Corporation and new reporting requirements are
being analyzed and developed. Training will be provided to the Institutions in
January 2008, prior to the implementation of the ITF.

None

None
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