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Time

ltem #

UTIMCO BOARD OF DIRECTORS
MEETING AGENDA
July 9, 2009

UTIMCO

401 Congress Avenue, Suite 2800
Austin, Texas

Agenda ltem

Begin

1:00 p.m.

1:.05 p.m.
2:00 p.m.

2:30 p.m.

245 p.m.

3:00 p.m,

315 p.m.

4£15pm.  445pm.
445pm. 500 pm.

500 p.m.

End

1:05 p.m.

2:00 p.m.
2:30 p.m.
245 p.m.
3.00 p.m.

315 o,

4:15 p.m.

L5 N R L S

8
9

* Aclion by resolution required
** Resolution requires further approval from the Board of Regents of The University of Texas Syslem

OPEN MEETING:
Call to Order of the Meeting/Discussion and Appropriate Action related to Minutes of June 8,
2009 Meeting*

Endowment and Operating Funds Update Report
Discussion of Investment Strategy Review 2009
Report from Risk Commiltee

Report from Policy Committee

- Discussion and Appropriate Action Relaied to Investment Policy Statements®,*

- Discussion and Appropriate Action Related to the Liquidity Policy™,™

- Discussion and Appropriate Action Related to the Derivative Invesiment Policy™,**
- Discussion and Appropriate Action Related to the Delegation of Authority Policy*

Report from Audit and Ethics Committee
- Discussion and Appropriate Action Related to Corporate Auditor

Report from Compensation Committee:

Executive Session

Pursuant to Section 551.074, Texas Government Code, the Board of Directors may convene
in Executive Session to deliberate individual personnel matters,

Reconvene into Open Session

- Discussicn and Appropriate Action Related to the CEO's Base Salary for 2009-10 fiscal
year”*

- Discussion and Appropriate Action Related to CEQ's Performance Goals for the 2009-10
Performance Period*

- Discussion and Appropriate Action Related to the UTIMCO Compensation Program,
Amended and Restated effective July 1, 2009, including Exhibits*,*

Discussion and Appropriate Action Related to UTIMCO 2009-10 Budget* *

Discussion and Appropriate Action Related to CEO Service as a Trusiee on the Board of
Trustees of The Common Fund”

Adjourn

Next Scheduled Meeting: November 20, 2009
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RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meeting of the Board of Directors
held on June 8, 2009, be, and are hereby, approved.




MINUTES OF THE ANNUAL 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 3:07 p.m. on the 8t day of June 2008, by means of
conference telephone enabling all persons participating in the meeting to hear each other, at the offices of
the Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meeting having been called by the
Chairman, Erle Nye, with notice provided to each member in accordance with the Bylaws., The audio
portion of the meeting was electronically recorded.

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

Erle Nye, Chairman
J. Philip Ferguson, Vice Chairman
Paul Foster
Janiece M. Longoria
Colleen McHugh
Ardon E. Moore
Charles W. Tate

Accordingly, a majority and quorum of the Board was in attendance. Director Clint Carison did not attend
the meeting. Employees of the Corporation attending the meeting were Bruce Zimmerman, CEQ and Chief
Investment Officer; Cathy Iberg, President and Deputy CIO; Joan Moeller, Secretary and Treasurer; Christy
Wallace, Assistant Secretary; Cecilia Gonzalez, internal General Counsel and Chief Compliance Officer;
Uzi Yoeli, Director — Portfolio Risk Management, and Russ Kampfe, Senior Portfolic Manager-Fixed
Income Investments. Other attendees were Keith Brown of the McCombs School of Business at UT Austin;
- Jerry Tumer and Bob Jewell of Andrews Kurth LLP; Jim Phillips, Philip Aldridge, Charlie Chaffin, William
Huang, Moshmee Kalamkar, Miles Ragland, and Roger Starkey of UT System Administration; and Bruce
Myers of Cambridge Associates. Director Francisco G. Cigarroa, M.D. joined later in the meeting as noted
in the minutes. Mr. Nye called the meeting to order at 3:.07 p.m.

Minutes
The first matter to come before the Board was the approval of the minutes of the meefing of the Board of
Directors held on April 23, 2009. Upon motion duly made and seconded, the following resolution was

unanimously adopted by the Board:

RESOLVED, that the minutes of the meetings of the Board of Directors held on April 23, 2009, be,
and are hereby, approved.

Dr. Cigarroa joined the méeting at this time.



Commitiee Assignments

Mr. Nye recommended approval of the following Corporate commitiee assignments, with the appointment
of the Chairman of the Audit and Ethics Committee subject fo further approval by the U. T. System Board of
Regents in accordance to Section 66.08 of the Texas Government Code. Upon motion duly made and
seconded, the following resolution was unanimously adopted:

BE IT RESOLVED, that Director Paul Foster is hereby designated the Chair of the Audit and Ethics
Committee and shall preside at its meetings subject o approval by the Board of Regents at their
meeting {o be held on June 18, 2009, to serve until the expiration of his term, or until his successor
has been chosen and qualified, or untit his earlier death, resignation or removal; and

BE IT RESOLVED, that Director Janiece Longoria is hereby designated as a member of the
Compensation Committee to serve until the expiration of her term, or until her successor has been
chosen and qualified, or until her eartier death, resignation or removal; and

BE IT RESOLVED, that Director Paul Foster is hereby designated as a member of the Risk
Committee, to serve until the expiration of his term, or until his successor has been chosen and
qualified, or until his earlier death, resignation or removal; and

FURTHER RESOLVED, that due to his appointment to the office of Chairman of the Corporation,

Chairman Erle Nye shall no longer serve as a member of the Audit and Ethics Committee or the
Risk Committee.

inflation Hedge Derivative investment

Mr. Nye began by stating that at the last Board meeting, the Corporation Staff gave a presentation on the
effects of economic growth and inflation on asset class returns and Mr. Zimmerman explained the inflation
insurance that had been purchased for the portfolios through derivative investments. Mr. Nye asked Mr.
Zimmerman to give his presentation which was related specifically to Inflation Protection to provide
additional information and clarity for the Board. Mr. Zimmerman reported that Staff would continue to refine
Staff's thinking related fo inflation protection and ensure that UTIMCO has the proper infrastructure in place
to properly document, administer, and monitor derivative investments. Mr. Zimmerman presented the
results of Staff's work and recommendation concerning the inflation protection through the utilization of
derivative instruments lo purchase inflation insurance for the Permanent University Fund (PUF), General
Endowment Fund (GEF), and the Intermediate Term Fund (ITF). Mr. Zimmerman also discussed the
enhancements to procedures related to the documentation, monitoring, and reporting of derivative
investments by Operations, Accounting and Risk Management staff. He concluded his presentation by
proposing the Staff's recommendation that the UTIMCO Board delegate the authority to UTIMCO Staff to
enter into inflation hedge derivative investments for the PUF, GEF and ITF provided that in any fiscal year,
the amortized cost of such investments may not exceed ten basis points and the maximum loss resulting
from such investments is limited fo the amortized cost of such investments. Mr. Zimmerman answered the
Directors’ questions. After discussion of the Staff's proposed resolution, the Board recommended two
changes o the proposal. The Board required an $80 million limit and restricted investments to long-only
investments. Upon motion duly made and seconded, the following resolution, with the amended language
included, was unanimously adopted:
2



RESOLVED that the Board delegates the authority to UTIMCO Staff to purchase
such inflation hedge derivative investment(s) for the Permanent University Fund,
The University of Texas System General Endowment Fund, and The University of
Texas System Intermediate Term Fund (the *Funds”) as deemed prudent by
UTIMCO Staff provided however, that in any fiscal year, the amortized cost of
such investment(s) may not exceed ten (10) basis points relative to the total value
of the respective Fund as of the end of the month preceding the date of the
investment (with a maximum aggregate cost of $80 Million) and the maximum
allowable loss resulting from such investment(s) is limited to the aggregate cost of
such investment(s).

RESOLVED FURTHER, that the CEO and Chief Investment Officer, the President
and Deputy CIO, 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 fo be done all such acts or things and to sign and deliver, or cause to be
signed and delivered, all such documents, in the name and on behalf of the
Corporation, in its capacity as the investment manager of the Funds 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 resolution and to
perform the obligations of the Funds relative to the investment(s).

Mr. Nye thanked Mr. Zimmerman and the Board for clarifying the issue and having an active discussion.
He also thanked all who helped with legislative issues during the past session. Mr. Tate complimented Mr.
Nye for stepping into the leadership role and also for the clear goodwill that he built with the legislature
relative to UTIMCO. Dr. Cigarroa also expressed appreciation to Mr. Nye for his masterful leadership of
UTIMCO throughout the legislative process. There being no further business to come before the Board of
Directors, the meeting was adjourned at approximately 4:21p.m.

Secretary;

Joan Moeller

Approved: Date:
Erle Nye
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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Rolling 12 Month Risk Estimate of Current GEF Portfolio
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New Contracts and Existing Contract Renewals, Leases, and Other Commercial

Report on

Arrangements

For April 1, 2009 through June 19, 2009
(Total Obligation per Agreement greater than $50,600)

Anaual
Agreement Purpose Contract Term Amount
None
Services that renew via invoice on a monthly or quarterly basis:
|
Annual
Agreement Purpose Contract Term Amount
Bloomberg Portfolio Order Management System iiﬁis quarterly via $100,000
. . . Renews quarterly via
Bloomberg A]l-m-‘one investment platform for trading, invoice and may be $300,840
analysis and information -
canceled at any time
Quarterly invoice — fees
International Fund Services Risgk System increased as accounts are $434,000
added
Factset Research Systems Analytical tool for performance Monthly invoice $274,140
Albourne America LLC Advisor to Marketable Alternative staff Monthly invoice $400,000

51




TAB 3



Agenda ltem
UTIMCO Board of Directors Meeting

July 9, 2009
Agenda ltem: Discussion of Investment Strategy Review 2009
Developed By: Staff
Presented By: - Zimmerman
Type of ltem: Discussion item
Description: Mr. Zimmerman will present the Investment Strategy Review. The objective of this

years investment strategy review is to assess the porffolio’s current position in
refation to the recent/expected market conditions and recommend changes to the
targets and ranges for FY 2010.

Recommendation: None

Reference: Investment Strategy Review Presentation
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TAB 4



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

Description:

Discussion

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Report from Risk Committee

Staff

Tate

Discussion item

The Risk Committee {“Committee”} will meet separately and jointly with the Policy
Committee on June 30, 2009. The Committee's agenda includes (1} discussion
and appropriate action related to Investment Policies; (¢) review and discussion of
risk reporting; (3) review and discussion of compliance reporting; and (4)
discussion and appropriate action related fo new investment mandates and annual

review of mandate categorizations.

The Committee will first have a joint meeting with the Policy Committee to discuss

staff's recommended amendments to the Exhibits of the Investment Policy

Statements of the Permaneni University Fund, General Endowment Fund,
Permanent Health Fund, Long Term Fund and the Intermediate Term Fund. The
Committees wiil also discuss staff's recommended amendmenis to the Liquidity
Policy, Derivative Investment Policy, and Delegation of Authority Policy. The
discussion of the investment Policies is covered in the Report from the Policy
Committee under Tab 5 of these materials.

After the joint meeting is adjourned, the Commitiee will meet to discuss and take

. action, as appropriate, on matters within its duties and responsibilities.

The Committee will review the quarterly risk reporting and compliance reporting.
The Committse will review and approve or re-categorize, as appropriate, the
mandate categorizations prepared by staff for the period beginning April 9, 2009,
and ending June 15, 2009. The Committee will report to the UTIMCO Board the
results of its review of the Investment Mandate Categorizations.

None

None



TAB 5



Agenda item:

Developed By:

Presented By:

Type of ltem:

Description:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Repoﬁ from Policy Committee: (1) Discussion and Appropriate Action Related to

- Investment Policy Statements; (2) Discussion and Appropriate Action Related to

the Liquidity Policy; (3) Discussion and Appropriate Action Related to the
Derivative Investment Policy; and (4) Discussion and Appropriate Action Related
to the Delegation of Authority Policy

Staff

McHugh, Tate

Action item; Action required by UTIMCO Board and by UT System Board of

" Regents related to proposed amendments to the Investment Policies

The Policy Committee (“Committee”) will meet on June 30, 2009, separately and
jointly with the Risk Committee. The Committee’s agenda includes discussion and
appropriate action related to proposed amendments to investment policies.

The Investment Management Services Agreement {IMSA) requires that UTIMCO
review the current Investment Polices for each Fund at least annually. The review

-includes distribution (spending) quidelines, long-term investment return

expectations and expected risk levels, Asset Class and Investment Type allocation
targets and ranges for each eligible Asset Class and Investment Type, expected
returns for each Asset Class, Investment Type, and Fund, designated
performance benchmarks for each Asset Class andfor Investment Type and such
other matters as the U.T. Board or its staff designees may request. The
Investment Policies and Exhibits listed below are enclosed for the approval of the
UTIMCO Board with further approval by the U.T. Board required.

investment Policies
Exhibit A of the Investment Policy Statements of the PUF, GEF and ITF and
Exhibit B of the Investment Policy Statements for the PHF and LTF will be
amended to reflect the proposed changes. Attachment 1 reflects these proposed
changes to the PUF, GEF, PHF, and LTF. Attachment 2 reflects the proposed
changes to the TF, In addition, the following Investment Policies are being
submitted to the Risk and Policy Commitiees for approval of amendments:

»  Liquidity Policy (effective August 20, 2009)

« Derivative Investment Policy (effective August 20, 2009)

+ Delegation of Authority Policy (effective July 9, 2009)

The Short Term Fund (STF} Investment Policy Statement and the Separately
Invested Funds (SIF} Investment Policy Statement were reviewed by staff and
there are no recommended amendments. The STF Investment Policy Statement
and SIF Investment Policy Statement were amended by the Board of Regents in
November, 2005 and July 2006, respectively.



Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Exhibits to the Investment Policy Statements for the PUF, GEF, PHF, LTF, and
ITF, have been amended to reflect changes proposed for FY 10. Targets and
ranges through FY 2011 that were previously approved are being eliminated and
will be presented during next year's annual review.

Attachment 1 sets forth the revised Policy Portfolio Asset Class and Investment
Type targets and ranges for FY 2010 in Exhibits A of the PUF and GEF, and
Exhibits B in the PHF and LTF Investment Policy Statements. Attachment 2 sets
forth the revised Policy Porifolio Asset Class and Investment Type targets and
ranges for FY 2010 in Exhibit A of the ITF Investment Policy Statement. The
names of two Policy Benchmark targets have been corrected: FTSE
EPRA/NAREIT Global Index has changed to FTSE EPRA/NAREIT Developed
Index and the Dow Jones-AlG Commodity Index Total Return has been changed
to the Dow Jones-UBS Commodity Total Return Index. In addition, the Expected
Target Annual Retum (Active) has been deleted, and the one year downside
deviation has been adjusted to reflect the revised Asset Class and Investment
Type targets for FY 2010. Finally, the ITF Expected Annual Return (Benchmark)
target for FY 2010 has been updated.

The Liquidity Policy has been amended with the following:

+ Page 1, Definition of Cash — "Holdings” has been expanded to include
“any other UTIMCO Board approved SEC Rule 2a-7 money market fund
rated AAAm by Standard & Poors.”

+ Page 2, Liquidity Risk Measurement — Language has been added to
require UTIMCO staff to categorize and report all individual investments
within the Endowment Funds and ITF as follows;

o Cash

o Liguid (Weekly)
o Liguid {Quarterly)
o Liquid {Annual)

« Page 2, the Liquidity Policy Profile for the Endowment Funds has been
changed to delete the liquidity limits and trigger zones for the 2008 and
2011 fiscal years.

. Page 3, the Liquidity Policy Profile for the ITF has been updafed to
eliminate fiscal years ending 2008, 2010 and 2011. (The liquidity limits
and trigger zones for fiscal years 2010 and 2011 are the same as for fiscal
year 2009 so this change is administrative only.)



Agenda ltem
UTIMCO Board of Directors Meeting
July 8, 2009

+ Page 3, "Unfunded Commitments” maximum permitted amounts have
been changed for the fiscal year ending 2010 and the maximum permitted
amount for fiscal years 2008 and 2011 has been eliminated.

« Page 4, Reporting has been changed to require a detailed analysis of
liquidity by category for the Endowment Funds and the ITF.

The Derivative Investment Policy has been amended to more explicitly state those
derivative investments in which staff is permitted fo engage pursuant o the
UTIMCO Board’s delegation of authority. The language in the Policy has been
amended to make it clear that UTIMCO staff may only enter into Permitted
Derivative Applications and then, only the five types of Derivative Investments set
out on Exhibit B, Delegated Derivative Investments. Any Derivative Investment
that does not meet these requirements, for derivative investments proposed by
both UTIMCO staff and external managers operating under an Agency Agreement,
_ will require UTIMCO staff to provide the UTIMCO Directors with an “Option to

Review” the proposed derivative invesiment in the manner provided in the
Delegation of Authority Policy before engaging in the derivative investment. In
addition, the Policy has been amended to specifically state the documentation that
must be maintained by UTIMCO staff and the reports that will be required to be
made 1o the UTIMCO Board for accounting as well as risk reporting purposes. Mr,
Zimmerman will review the changes with the Committees in detail during the
meeting.

The Delegation of Authority Policy has been amended to incorporate reference to
the Board’s delegation of authority to the UTIMCO CEO to enter into the type of
derivative investments set forth in Exhibit B of the Derivative investment Policy.
Also, a requirement has been added to provide Directors with an “Option to
Review” for any new derivative investment recommended by UTIMCO staff or for
the engagement of an external manager operating under an Agency Agreement
that has been approved by UTIMCO’s Chief Investment Officer but is not within
the delegated authority set forth in Exhibit B of the Derivative Investment Policy.
Changes to the Delegation of Authority Policy are as foliows:

» Pages 4 - 5, Changed language to allow UTIMCO staff to make new
commitments and additional commitment to a managers investment
strategy up to 20% of the total assets managed by an individual external
manager so long as the investment strategy is not a new investment
strategy. If the new or additional commitment exceeds these limitations,
UTIMCO staff must follow the process outlined in Appendix A.

- Page 6, Section titled “Investment in Derivative Invesiments” has been
added.



Agenda liem
UTIMCO Board of Directors Meeting
July 8, 2008

. Page 7, Appendix A, 1.c. “Option to Review” requirements applicable to a
new derivative investment that is not within delegation of authority has
been added.

Recommendation:  The Committees wili recommend appropriate action related to the Investment
Policy Statements for the PUF, GEF, PHF, LTF, and [TF for the fiscal year
beginning September 1, 2009. The Committees will recommend appropriate
action related to the proposed amendments to the Liquidity Policy and Derivative
Investment Policy, effective August 20, 2009, and Delegation of Authority Policy,
effective July 9, 2009.

Reference: Investment Strategy Review 2009
: Exhibits fo Investment Policy Statements for the PUF, GEF, PHF, LTF and ITF,
effective September 1, 2009
Liguidity Policy, effective August 20, 2009
Derivative Investment Policy, effective August 20, 2009
Delegation of Authority Policy, effective July 9, 2009



RESOLUTION RELATED TO INVESTMENT POLICIES

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

FURTHER RESOLVED, that the amendments to the Delegation of
Authority Policy, as presented be, and are hereby approved.




%eit %SLE uoneIAS(] opisumog 1ea) | addn

%88 %58 UOHEIAD(] SPISUMO{] JB3 A | 118MOT
spunog ysiy
%198 %126 S0°6 UONEIAS(] BPISUMOL] Jea ) Bup
%ae'e %98'8 {s)iewyouag) WINeY fenuuy pajoadxy
10T 343 0L0Z AA4 SHSIUNHNLAY L3DUYIAINC
%0y %EEOL X9puUj Woisn) J1JHIVN
%aTT %ETES0Z Xapu] Wosny SIWOU0IY ainjuap
%08e %4682 008 xapuj ajisodwoy spund 3o pund sad1puj yareasay pund abpay
et %0t 0°EL SPUSPIAIP JaU YIM sidyiey Bulbrowd 1081
%ErE %86t 0'61 SPUSPIAP JoU LM Xapuj pUoM OSSN
%y %Y §°G XPpU| S82INOSIY [BINIEN PLOM IDSH
%06 Pue Xapu} uInsy [Bjo] %epit ANPOWWOD HIYSEAN-SAUOL MOQ %08
%Y %08 GE xapu| fegetopadoaasg LISHYN/VHII 3814
%96 %85G xapu; a1ebaibby jeqoiy repdes shejaieg
234 010Z 3Ad {Ajuuow 1es2.1) YHYIWHONIE ADINOd

‘use) Aq pazi[eia1e(|0o 10U ainsodXxe SAAJEALISP J0 Junolwe auy) Buipnioxs sainsodxs adA) JuawyseaLy ¢ SSB[Y) 195SY Y} JO %G0)
paaoxa jou Aew ‘yse) AQ pazielaie]|oo Jou ainsodxs saaljeALSp Jo Junowe ay) Buipnjow ‘ainsodxs adA} Jusunsaaly 9 sse|) 198y (210} U},

WHEE WU WOE \%0ME0SE %STSIT %OHTOSE SJUBLLISBAL| BjeAlld
W2 BB %L [%GZR 00y %O'EE 008 %&ZE 002 paufessucy) @ pajejelio] ssa
%&Zy WOty WOBE  |%uszb 009 %Sy 68y %688 0'0C pauiensuoy) B pajejaiiod alop
SafA] JuslSaAll
WETT  %EEE  WETE (%L 00E %SLt 06 %ETEHOS Aunb3 sye)iey Buibouy
WEEr %O %EEE |%0050°00 %OEPSTS %SZE 062 fanb3z Anunod padojaaq
%0at yinily %8s Lot 0'0C %8806 %0C $90IN0SaY {BINJEN
%eeE %ER %0°8 %Oet 0L %OBET  %GeST aleisg [eay
HETE  %EVE %00F  (%eTTO0L %EVESE %60t 0T JWO0U| paxly pajefey-Ipai)
%tet e %0e w8 et 00 %8266 %0 SWOIL PaXI4 APRIY) JWSWSIAU]
S85%e]) 1885y

¥em yobiet Y Xep ofle] (T
1oz 34 0L0Z 3A4 01104180d A2170d

6002 ‘1 AHVANYPHIENI L3S JAILOT43
S3AILOIME0 IONVINHO4H3d ONY ‘STONYH ‘S13DHYL 3dAL INIWISIANI ONY SSYV10 13SSY
L INSWHOVLLY




X8pU] WOSND solwouood aimus|

Xapuj susodwion spun4 Jo

pun4 $901pU| Yyareasay pung sbpsp|

Aeigy ui payesipy) are sjefiie) sjgeuodey
DIOE/HORIE Ul POIEDIPUI 218 SYIBLUYOUDG/AM0 JUBLUISaAL]

%0001 %eGT §'1Z | %OEE 0°08
%ELEO6L | %8TOT %0°€ 0"V
%0'eY 628 | %OOLGEL | %SZLL00Z
%86 0'6 %EE %S 0L
%BSY | . %0E %00
0’} AIFHOVN
C o woish)
%E Tt 56 %LET | %090
%EeZ1L 96 * %00 %0°¢
fejol SUdWISAU] | paulelSUO)
aleAlld » pajejalic)
$891

%St S'8Y

pauleSuos) ¥ Pale|aLIos) U0

jerol

sialep
Buibiowy

Anunon
padojenag

Aunb3y

$20In0sSaYy
jeInjeN

alelsy jeay

s)assy jeay

palejoy-upaid

opeln
JusUnSIALL

aWosU| poxi4

010¢C JAd

010¢C JAd ‘3dAL INJWISIANI ONY SSYTO L3SSY Ag SHHVINHONIE ADIMOd

6002 ‘1 AHVANYFHIANEL4IS 31vd AILD3 43

SIAILLOFAMH0 JONVINHOIHIM ANV SFONVH ‘S1TDHVL IdAL INJAWLSIANI GNV SSY10 LISSY

{penunuoa}
L INSWHOVYL1Y




%S&tt %SLLE uolieIAG(] apIsumo Jea), | weddpn

%48 %58 UCIIEIAD( SPISUMO(] JED), | oMo
spunog 3siyd
%868 LBES VE'G UOHRIAS(] SPISUMO( 1B3A BUQ
%ot oLEtL 8. (sysewysuag) LIMaY [enuuy pajosdxy
+H0%-543 0102 3Ad SHSIY/NHNLIAY 13DHVL/AIN0d
%062 %052 0'5E xopu| aysoduios) Spung Jo puny s8a1puyj yolessay pund sbpay
%09 %08 5L SpUSpIAID 18U Upm syaxaepy BuiBiswg oS
%002 %002 05 SPUSpIAID J8U Uiim Xapu] pHOM [DSIN
%08 %B§ 5L Xapu| $30N0SSY [BIMBN PHOM 1DSI
%06 PUE Xapu] UIN3Y (e | ¥opt AHpOWIWOY BIYSEN-SUOr MOQ %05
%80t %06t 0°G xapu| {egergpadojarag LIFHYN/VHAI 361
%Oes %OEE 008 xapy sjebaibby jeqoin feudes shejoleg
10T 344 0102 IAd (Arpyuous 19s21) MHYINHONIE ADI10d

“ysen Aq pazijeiare)|oo Jou ainsodxe SBARRALISP O JUnowe ot} Buipnjoxa sainsodxe adf) juswiseau]  sse|) 19ssY ay)

10 9,601 Paaaxa Jou Aew ‘yses) Aq pazyeiele|jod Jou ainsodxa SaAlleAlap jo lunoue ay) Buipn)su; ‘ainsodxa sdA ] JusLISaAU] P SSB)7 19SS [€10) Sy,

%O0E  W0ST %OV [%OBEOOb  %OGTOSE  %OBTO00E pauielsuog  paje|dLIn) ssa
%008 %0eL  %OOL  |%00800L %ESL090  %ODL009 paufensuoy § paje|eiio) aiof
sadA | JuslisaAl}
%0'et  %oer %00 %0'et 0'0¢  %OOESYL  %O0SL Aynbz sjosieyy buibisury
%0°6Y %908 %062 %06y %UTHLOLE  %OOT0ST Aynb3 Aunoy padojenaq
%ot %0 %00 %00t 21 %0298 %60 ST $82.n0saY [eInteN
wOEE  WwoOr %0 %Ee00L  %OOL0'C %000 apelsy jesy
wETE %S9 %00 %GeE 00l %EG0Y %0'0 BWodL paxtd paje|ey-iipaid
%098 %ore %06T %tres oo %oZe0ee %002 WO PaXld PRI JUDLISAALY
Sasse|) 19ssY

el yebiet iy Xel jofire] ully
02 IAd 0LOZ 3A4 004L40d AJI10d

600 ‘I AHYANVPHIGNT143S IALLOTIAT
S3AILO3MG0 IONVINHOSHId ANV ‘STONYH ‘S1IOHVL 3dAL INFWLSIANI ANV SSV1D 13SSY
AN WYL JLVIGINEILNI - € INJWHOVLLY




The University of Texas Investment Management Company
Liguidity Policy

Effective Date of Policy: Augustt4.2608 Aucust 20, 2009
Date Approved by UL T. Svystem Board of Recents: Aueust 20. 2009
Pate Approved by UTIMCO Board: July 9, 2009

> g = FREAra~r:
Supersedes: Liquidity Policy dated August 14, 2008December6-2007

Purpose:

The purpose of this Ligaidity Policy is to establish limits on the overall Hguidity profile of investments in

(1) the Permanent University Fund (PUF) and the General Endowment Fund (GEF), hersinafter

collectively referred to as the Endowment Funds and, (2) the Intermediate Term Fund (ITF). For the

purposes of this policy, “liquidity” is defined as a measure of the ability of an investment position 10 be
| converted into a-Cash-pesities, The established liquidity profile limits will act in conjunction with, but do

not supersede, the Investment Policies adopted by the U. T. System Board of Regents.

Objective:

The objective of this Liquidity Policy is to control the element of total risk exposure of the Endowment
Funds and the ITF stemming from the uncertainties associated with the ability to convert longer term
investments to Cash to meet immediate needs or to change investment strategy, and the potential cost of
that conversion.

Scope:

This Liquidity Policy applies to all PUF, GEF, and ITF investments made by The University of Texas
Investment Management Company (UTIMCQO), both by internal and by external managers. Policy
implementation will be managed at the aggregate UTIMCO level and will not be a responsibility of
individual internal or external managers managing a portion of the aggregate assets.

Definition of Liquidity Risk:

“Liquidity risk” is defined as that element of fotal risk resulting from the uncertainty agsociated with both
the cost and time period necessary to convert existing investment positions to Cash, Liguidity rigk also
entails obligations relating to the unfunded portions of capital commitments. Liquidity risk can result in
lower than expected returns and reduced opportunity to make changes in investment pesitions to respond to
changes in capital market conditions, Modern finance theory asserts that liquidity risk is a systematic risk
factor that is incorporated into assel prices such that future longer-term returns will be higher for assets
with higher lquidity risk, although that may not be the case in the short term.

Definition of Cash:
Cash 15 defined as short term {generally securities with time to maturity or mandatory purchase or
redemption of three months or less), highly liquid investments that are readily convertible to known
amounts and which are subject to a relatively small risk of changes in value. Holdings may include:
e the existing Dreyfus Institutional Preferred Money Market Fund mandate and anvy other UTIMCO
Board approved SEC Rule 2a-7 moneyv market fund rated AAAm by Standard & Poors,
» the Custodian’s late deposit interest bearing liquid investment fund,
o municipal short term securities,
e comimercial paper rated in the two highest quality classes by Moody’s Investor Service, Iac. (P1
or P2) or Standard & Poor’s Corporation (Al or A2 or the equivalent),
e npegotiable certificates of deposit with a bank that is associated with a holding company whose
short-term rating meets the commercial paper rating criteria specified above or that has a
certificate of deposit rating of 1 or better by Duft & Phelps, and

| UTIMCO B84:3/0807/09/2009 1



The University of Texas Investment Management Company
Liquidity Policy

¢ repurchase agreements and reverse repurchase agreements transacted with a dealer that is
approved by UTIMCO and selected by the Federal Reserve as a Primary Dealer in U.S. Treasury
securities and rated A-1 or P~ or the equivalent.

Liquidity Risk Measurement-The Liguidity Profile:
l ' S 5 oV o i —For the purposes of
this Liguidity Policy, potential liquidity risk wiif be monitored by measuring the aggregate liquidity profile
of the Endowment Funds and ITE. All individual investments within the Endowment Funds and ITF will
be segregated into two calegories:
e Liguid: Investments that could be converted to Cash within a period of one day to
less than 90 days in an orderly market at a discount of 10% or less.

e [Illiquid: Investments that could be converted to Cash in an orderly market over a
period of 90 days or more or in a shorter period of time by accepting a discount of
more than 10%.

UTIMCO staff will report individual investments within the Endowment Funds and ITF categorized as
follows:

o Cash: Short term (generally securities with time to maturity or mandatory purchase
or redemption of three months or fess). highly liguid invesiiments that are readily
convertible to known amounts and which are subject o a relatively small risk of

changes in value,

e Liguid {(Weekly): Investmenis that could be converted 10 Cash within a period of
one day to less than 7 days in an orderly market at a discount of 5% or Jess.

> Liguid (Quarterly): Investments that could be converted to Cash within a period of
one day to less than 90 davs in an orderly marke! at a discount of 10% or less.

Liquid (Annual). Investments that could be converted to Cash within a period of one
day to less than 363 days in an orderly markel at a discount of 10% or less.

19

The measurements necessary (o segregate all existing investments inlo one of the two categories assume
normally functioning capital markets and cash market transactions. In addition, swaps, derivatives, or other
third party arrangements to alter the status of an investment classified as illiquid may be considered, with
the prior approval of the UTIMCO Board or the Risk Commiltee, in determining the appropriate fiquidity
category {or each investment.

The result of this liquidity risk measurement process will be a liquidity profile for the Endowment Funds
and the ITF which indicates the percentage of the total portfolio assets within each liquidity category. This
Liguidity Policy defines the acceptable range of percentage of total assets within each liquidity category,
specifies “trigger zones” requiring special review by UTIMCO staff and special action by the UTIMCO
Board or the Risk Committee, and specifies the method of monitoring and presenting actual versus policy
liquidity profiles.

Liquidity Policy Profile:
The current Ligquidity Policy Profile ranges and trigger zones for each of the Endowment Funds are defined
by the table below:

.48 FY 09 FY 10+ B 1E
Liquidity above trigger zone: 425% 35.0% 30.0% 23:0%

| UTBMCO S8A43GE07/09/2009 2



The University of Texas Investment Management Company

Liguidity Policy
Liquidity within trigger zone: 2T5%-42.5% 30.0%-35.0% 25.0%-30.0%  23.09%28.04
Liquidity below trigger zone: =3F3% <30.0% <23.0% <23.0%

Investments that maintain liquidity below the trigger zone do not require any action by the UTIMCO Board
or the Risk Comimittee. Liguidity within the trigger zone requires special action by the UTIMCO Board or
the Risk Commitiez. For example, the allowable range for illiguid investments in FY 098 is up to
1062.05% of the total portfolio. However, any illiguid investments made in the 657.05% to 7062.05%
trigger zone require prior approval by the Risk Committee or the UTIMCO Board. Risk Committee review
of new investments in the illiquid trigger zone will supplement, rather than replace, the procedures
established by the UTIMCO Board for the approval of new 1nvestments.

The current Liquidity Pelicy Profile ranges and trigger zones for the ITF are defined by the table below:

Y08 FY 09+ B 10 B3t
Liquidity above trigger zone: 65% 65% 85% 65%
Liquidity within trigger zone: 539%635% 55%-65% 55%-65% 355550
Liquidity below trigger zone: <5355 <55% <55% <55%

The allowable range for illiguid investments is 0% to 45% of the total portfolio for the ITF. However, any
illiquid investments made in the 35% to 45% trigger zone require prior appreval by the Risk Committee or
the UTIMCO Board. Risk Commitiee review of new investments in the iiliquid trigger zone will
supplement, rather than replace, the procedures established by the UTIMCG Board for the approval of new
investments,

Urfunded Commitments:
As used herein, “unfunded commitments” refers to capital that has been legally committed from an

Endowment Fund and has not yet been called but may still be calied by the general partner or investment
manager. The Maximum Permitted Amount of uafunded commitments for each Endowment Fund is:

EV.48 FY(0¢ FY 10+ 241
Unfunded Commitment as a percent of total invested assets:  23%:0%  27.5% 302.05% 32:5%

No new commitments may be made for an Endowsment Fund without approval from the Risk Committee if
the actual amount of unfunded commitments for such Endowment Fund exceeds, or, as a result of such
commitment, would exceed the Maximum Permitted Amount.

Documentation and Controls:

Managing Directors responsible for each asset class are responsible for determining the liquidity category
for each investment in that asset class as well as the amount of unfunded commitments for each
Endowment Fund, The determination of liquidity will include underlying security trading volumes, notice
periods, redemption dates, lock-up periods, and “soft” and “hard” gates. These classifications will be
reviewed by the Risk Manager and the Chief Compliance Officer, and must receive final approval from the
Chief Investment Officer. Classifications and weights within each liquidity category will be updated and
reported on 2 monthly basis. All new investments considered will be categorized by liquidity category, and
a statement regarding the effect on overall liquidity and the amount of unfunded commitments for each
Endowment Fund of the addition of a new investment must be an element of the due diligence process and
will be a part of the recommendation report to the UTIMCO Board.

UTIMCO 8343/8807/09/2009 3
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As additional safeguards, trigger zones have been established as indicated above to trigger required review
and action by the UTIMCO Board or the Risk Comimnittee in the event any investment action would cause
the actual investment position in illiquid investments o enter the designated trigger zone, or In the event
market actions caused the actual investment position in iiliquid investments to move into trigger zones. In
addition, ary proposed investment activns which would increase the actual investment position in illiquid
investments in any of the PUF, the GEF, or the ITF by 10% or more of the total asset value of such {und
would alse require review and action by the UTIMCO Board or the Risk Commitiee prior to the change.
Any actual positions in any trigger zones or outside the policy ranges will be communicated to the Chief
Investment Officer immediately. The Chief Investment Officer will then determine the process to be used
to eliminate the exception and report promptly to the UTIMCO Board and the Risk Committee the
circumstances of the deviation from Policy and the remedy to the situation. Furthermore, as indicated
above, no new commitments may be made for an Endowment Fund without approval from the Risk
Committee if the actual amount of unfunded commitments for such Endowment Fund exceeds, or, as a
result of such new commitment, would exceed, the Maximuin Permitted Amount.,

Reporting:

The actual liquidity profiles of the Endowment Funds and the ITF. including a detailed analysis of tiquidity
by calegory, and the status of unfunded commitments for each Endowment Pund, and compliance with this
Liguidity Policy will be reported to the UTTMCO Board on at least a quarterly basis, Any exception to this
Liguidity Policy and actions taken to remedy the exception will be reported promptly.

| UTBMCO 984340807/09/2009 4
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The University of Texas Investment Management Company
Derivative Investment Policy

Effective Date of Policy: December6-2607 August 20. 2009
Date Approved by U, T. System Board of Regents: August 20. 2009
Date Approved by UTIMCO Board: Mevember-20:2007 July 9, 2009

Supersedes: Drerivative Investment Policy approved by-the- HTIMCO Board-on-Mareh-30,2086December
6. 2007

Purpose:

The purpose of the Derivative Investment Policy is to enursstate-set forth the applications, documentation
and limitations for investment in derivatives in the Permanent University Fund (PUF), the General
Endowment Fund (GEF), the Intermediate Term Fund ({ITF), and the Separately Invested Funds (SIF),
hereinafter referred (o as the Funds. The Board of Regents approved investment policy guidelines for the
Funds to allow for investment 1n dertvatives provided that their use is in compliance with UTIMCO’s
Board approved Derivative Investment Policy. This Derivative Investment Policy supplements the
Investment Policy Statements for the Funds.

Objective:
The objective of investing in derivatives is to facilitate risk management and provide efficiency in the

zmp]ementatxon of various 1nvestment straiegles for the Funds %wwh&he—use—eﬁé%m&es—&he—eemp}e*

mdep@ndemly—m—l)erwatwes can prov1de the Funds wsth more economlcal means (o improve the Funds
risk/return profile.

Scope:

Except-where-specifically-noted+This Policy applies to all derivatives transaetions-in the Funds executed
by iaternal UTIMCO staff and by external managers operating under an Agency Agreement. 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, Derivative
policies for external managers ate 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) derivatives
instraments. This Policy shall not be construed to apply to index or other common or commingled funds
that are not controlled by UTIMCO. These commingled investment vehicles are governed by separate
investment policy statements.

External Managers:

External managers are selected to manage the Funds’ assets under either an Agency Agreement or through
a Limited Liability BEntity. An external iavestment-manager operating under an Agency Agreement may
engage in derivative transastiens-investments only if (i) such manager hag been approved 1o use derivatives
by the UTIMCO Chief Investment Officer and (i) the transactions-investments are consistent with the
overall investment objectives of the account and in compliance with this Policy. The use of derivatives by
an external manager operating under an Agency Agreement shall be approved by the UTIMCO Chief
Investment Officer only for investmentexiernal managers that (i} demonstrate investment expertise in their
use, (i)} have appropriate risk management and valuation policies and procedures, and (iii) effectively
monitor and control their use.

While this Policy does not specifically include external managers operating through a Limited Liability
Entity, it is noted that selecting and monitoring external managers through a Limited Liability Entity
requires a clear understanding of the external managers’ use of der:valwes, pa: tlcuiariy as i reiates to
various risk controls and leverage. These—sanag - - legat :
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aaafeaate-—bas}s——’l he permltteci uses of derwatwes anci 1everage a{:e—must be fully documer;tecl in %he
limited liability agreements with these managers.

Definition of Derivatives:

Derivatives are financial instruments whose value is derived, in whole or part, from the value of any one or
more underlying securities or assets, or index of securities or assets (such as bonds, stocks, commodities,
and currencies). For the purposes of this Policy, derivatives shali include futures-contraets,forward
contractsswaps-and-at-forms-of eptions;Derivative Investments but shall not include a broader range of
securities, including mortgage backed securities, structured notes, convertible bonds, and exchange traded
funds (ETFs). Derivatives may be purchased through a national exchange or through an OTC direct
arrangement with a counterparty. Refer to the attached Exhibit A for a glossary of terms.

Permitted Derivative Applications:
The primary intent of derivatives should be lo hedge risk in portfolios or to implement investment
strategies more effectively and at a lower cost than would be possible in the Cash market.

Permitted Derivative Aapplications are Derivative Investmentsmay-be used:

¢ To implement investment sirategies in a tow cost and efficient manner;

e 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; or

»  To facilitate transition trading;

provided however, that after implementine any Derivative Investment, the Funds® projected downside
deviation is within the Funds® projected downside deviation range_and risk bounds. and the Asset Class and
Investment Type exposures are within permissible ranges as set forth in the Funds® Investment Policy

Statements.,

. . y st 3o

m@me#mw%%e%haﬂ—meﬂmm U’I‘IMCO staff maLnot enter mto any
Derivative Investment that is not a Permitted Derivative Application. To the extent that a Perivative
Investment is a Permitted Derivative Application bui is not within the delegated authority as set forth on
Exhibit B. the UTIMCO Board sust-approvewill be provided with an “Option to Review” following the
process outlined in Exhibit A to the Delegation of Authority Policy. This “Option to Review™ applies o
any new Dderivaiive apphications-Investment recommended by taternal-UTIMCO staff and approved by
UTIMCCO’s Chief Investment Officer that is not within the delegated authority set forth on Exhibit B or the
engagement of erby-an exfernal manager operating under an Agency Agreement _that seeks to engage in a

Derwatlvc Inveqtment that_is not within the deieoated authorxty set forth on Exhlbst B—-pr-ée{—-te

eﬂé»eeﬁwelﬁwqmmen&mheﬂappke&aeﬂ- Notwnhstandmo wﬁh respect 1o any Denvanve Inveelment

UTIMCO’s Chief Investment Officer, the Risk Manager. or Chief Compliance Officer may determine that
presentation and approval of the proposed Derivative Investment at 2 UTIMCO Board meeting is warranted

before engaging in the Derivative Investment.

UTIMCO H298%07/9/09 2
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Documentation and Controifs:
Prior to the implementation of a new Dderivative application-Investiment by inteenal-UTIMCO staff-or-by
%—e*&ema!—maﬁauef—eﬁerammuﬁdef—aw—ﬁﬂeﬁej%qeeﬁm UTIMCO staff shall document the purpose,
P iorvaluation method. methods for calculating
dc]ta de]ta—admsted EXPOSUre. Asset Class and Investment Tvpe exposure. the effect on portfolio leverage
(if applicable). risks (including. but not limited 10-at-a—inkmwm modeling, pricing, liquidity and legal
counterparty risks), the expected increase or reduction in %%aﬁe%é—spee&ﬁc—-nsk resulting from the
applicationDerivative Investments, and the procedures in place to monitor and manage the derivative
exposure. For any short exposure, UTIMCO staff shall also document the basis risk &nd anpmpuate stog
loss procedures.——_In frels -8 :
éeaﬁﬂveﬂ;phe&&ef%anmbe-ﬁfﬁmeamemad—UﬂMCO shaii estabhsh app! opuate risk manavemeut
procedures to monitor eomplsnee-for-bothdaily the risk of internally managed and of externally managed
accounts operating under an Agency Agreement and-wit-take-correetiveaetionif-neeessarythat utilize

derivatives. Internal conirol procedures to properly account and value the Funds® exposure to the
Derivative Invesiment shall be fully documented.

Addntnqmal Lxmﬁatmns-

DGR actand Leverage: Leverage is inherent in derivatives since only a small cash deposit is
reqmred to estabhsh a much larger econcmic impact position. Thus, refative to the Cash markets, where in
most cases the cash outlay is equal Lo the asset acquired, Dderivatives-appheations Investments 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 Dderivatives applieationlnvestment. Exhibits A of the Fund’s Investment Policy
Statemenis provide a limitation_on the amount of leverage that can be utilized by the Funds whereby. the
total Asset Class and Investiment Type exposure. including the amount of derivatives exposure not
collateralized bv cash. mayv not exceed 105% (100% in the ITF) of the Asset Class and Investment Type

exposures excludmo the amaunt of denvanves eXposure not co]latorah?ed by cash !;ﬁ—eféer—%e—eeﬂa:el—&ﬁé

Counterparty Risks: In order to limit the financial risks associated with Dderivative
apphea&easlnvestments rigorous counterparty selection criteria and netting agreements shall be required to
minimize counterparty risk for over the counter {OTC) derivatives, Any counterparty in an over the
counter (OTC) derivative transaction with the Funds must have a credit rating of at least A- (Standard and
Poor’s) or A3 (Moody’s). All over the counter [OTC) derivatives transactions—must be subject to
established ISDA Netling Agreemenis and have full documentation of all iegal obligations of the Funds
under-the—iransastons, In the event a counterparty is downgraded below the minimum credit rating
requirements stated above. UTIMCO staff will take appropriate action to protect the imerests of the Funds,
including availing itself of all potential remedies contained in the ISDA asreements, The net market value,

net of collateral_postings, of all gver the counter {OTC) derivatives pesitens—for any individual
counterparty may not exceed 1% of the total market value of the Funds.

UTIMCC H£2907(07/09/09 3
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Risk Management and Compliance;

To ensure compliance with all terms and limitations of this Policy, all internally managed and externally
managed Dderivatives_Investinents in accounts under Agency Agreements wili be marked to market on a
daily basis by the Funds’ external-custodian; and these-daily reporiswill beteviewed periodicafly. but 5o
less frequently than monthly, for accuracy by the UTIMCO Risk Manager._ In addition. data from the
external risk mode] will be reviewed for accuracy and completeness by the UTIMCO Risk Manager.

Compliance with the—conditions—ofthis Policy will be monitored by the UTIMCO Chief Compliance
O{ﬁcer ut;mc data provxdcd by the ﬁﬁ@m&l—custodmn and the external risk model —-Da&a—ﬁpem—%heweﬂemal

| Any vielations-of-theterms instances of noncompliance with-ia this Policy will be reported immediately to
the UTIMCO Chief Compliance Officer and the UTIMCO Chief Investment Officer, who will determine

| the appropriate remedy and report promptly to the Chairs of the Risk Committee, the Audit & Ethics
Committee, and the UTIMCO Board.

Reporting:
On a guarterly basis. UTIMCO shall provide a comprehensive report to UTIMCO’s Board and the Risk
Committee. This report shall includeof all approved-outstanding Dderivative applications-Investments, by
type. entered into durine the period being reported for both internal managers and external managers
operating under Agency Agreements. Asset allocation as provided in the Funds’ Investment Policy
Statements shall mcorporate the 1mpact of ]ewracre assocxated with derwamves—eqae&&fe—hased—eﬁ
- & o rs, For risk reporting
purposes. the models used [0 ca[cu]ate the expected Drof't or Soss in each scenario szE include the effect of
delta sensitivity and other derivative sgnsitivity parameters as appropriate. Risk calculations will take into
account leverace. correlation. and exposure parameters such as beta for equities and duration for fixed
income. The UTIMCOQ Risk Manager will ealculate risk attribution - i.e., how much of the overall risk is
attributed to each Assel Class and Investment Type. including the full effect on risk of the derivatives in
each The UTIMCO RlSk Manacrer w1H caicuiate risk atmbunon for each der:vauve mvestment I:IZPI-MGQ

| UTIMCO H20/6707/09/09 4
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Derivative Investment Policy Exhibit A
Glossary of Terms

Agency Agreement — A form of legal agreement that typically grants lmited investment discretion to an
external investment manager to act as the investment agent of the Funds but does not limit the liabifity of
the Funds for actions taken by that agent.

Basket — A group of securities and a weighting scheme. or_a proprietary index. Baskets are typically
defined to achieve a certain investment goal. within certain limitations.  For example. a Basket could
replicate an Emerging market index. excluding certain companies that UTIMCO is not permitted to hold.

Cash market - The physical market for a commodity or financial instrument.

Counterparty - The offsetting party in an exchange agreement.

sheategies
Derivative Investment — An investment in a futures contract. forward contract, swap. and all forms of
options.

UTIMCO 4-H294407/09/09 5
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Exchange traded derivatives - A Dderivative instrurnent-Investment traded on an established national or
international exchange. These instrurents—derivatives “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.
| Fulfiflment of the contract is guaranteed by the exchange on which the instruments-derivatives are {raded.
Examples include S&P 500 futures contracts and Goldman Sachs Commeodities Index futures contracts.

Forward comtract - A nonstandardized contract for the physical or electronic {through a bookkeeping
entry) delivery of a commeodity or financial instrument at a specified price at some point in the future. The
most_typical Forward contract is a forward foreign currency contract. which involves the contemplated
exchange of two currencies.

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 commedity or financial instrument during the term of the contract.

ISDA Netting Agreement - The International Swaps and Derivatives Association (ISDA) is the global
trade association represeating participants in the privately negotiated derivatives industry, covering swaps
and options across ali 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
trensactions. Netting 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 that payables and receivables under all existing derivative transastiens
between {wo counterparties ars offset in determining the net exposure between the two counterparties.

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. These 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 eatity,

| Option - An instrarsent-derivative 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 isstrument-which results from direct negotiation
between a buyer and a counterparty, The terms of such instearnestsderivatives are nonstandard and are the
result of specific negotiations. Settlement ocours at the negotiated termination date, although the terms
may include interim cash payments under certain conditions. Bxamples include currency swaps and
forward contracts, interest rate swaps, and collars.

Replicating Derivatives — Derivatives that are intended to replicate the return characteristics of an
underlving index or any other Cash market security.

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

| UTIMCD H/29/0707/090% 5
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Derivative Investment Policy Exhibit B
Delegated Derivative Investments

Subiect to the limitations contained in the Derivative Investment Policy. the UTIMCO Board hereby
delegates to the UTIMCO Chief Executive Officer the authority to enter into the following Perivative
Investments:

Delegated Derivative Investments:
1. Replicating Derivatives - Derivative Investments_that replicate the return characteristics of a long
exposure to an underlying index, Basket or commodity. These investments are generally futures
contracls and swaps on a passive index. Basket or commodity.

1

Derivative Investments thal upon their expiration would not exceed the loss_of a similar
investment in the cash index being referred to in the derivative contract. These investments may
include swaps whereby the holder of the instrument will forgo poteatial upside return in exchange
for downside protection or receive a multiple of a referenced return should the return of the
underlving referenced index be within a certain range and may also include the selling of nut

3. Derivative Investments whereby the maximum loss is limited to the premium paid for the
Derivative [nvestment. revardless of notional value., The ageregate prorated annual premium of
all Derivative Investiments under this provision shall not exceed 25 basis points of the Fund value.

4, Futures contracts and forward contracts on foreign currency if used (i) by an external fixed income
manager within its _investment guidelines. (i) for hedging purposes bv an exiernal equities
manager within its investinent euidelines. or (iin) to hedge existine or prospective foreien currency
risk by UTIMCO staff.

5. Derivative Investments used to manage bond duration or hedge equity exposure to countries.
seclors or capitalization factors within the portfolio only if subsequent to the investment the
portfolio would not be net short to any one of those factors. An example of such a hedue is selling
futures contracts or call options on a country or sector index, provided the manager is exposed 1o
that country or sector.

The delevated authority set forth above should not be construed 1o permit UTIMCO staff to enter into
Pertvative Invesuments that are unhedged or 'naked' short positions containine unlimited loss.

Modeling: Each Delegated Derivative Investment must be such that it can be decomposed into one or mere
components. and each said component can be moedeled vsing a model such as the CDS valuation model,
Black-Scholes model. inciuding modifications for foreign currency (“Quanto™). allowing both normat and
loa-normal distributions (the Black model). and modifications to handle dividends or other model approved

by the Policy Committee,

Leveraze: Each Deleeated Derivative Investment must be modeled on a fully collateralized basis. During
the course of the investment. cash collateral backing a Derivative Investment mav be utilized to invest in
other investments thereby creating leverage at the Fund level. This is only allowed if within the Funds’
Investment Poliey Statements.

| UTIMCO H496707/09/09 7
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Effective Date of Policy: Nevember#-2008July 8, 2009

Date Approved by UTIMCO Board: Meverber7;-2008July 9. 2009

Supersedes: Delegation of Authority Policy approved by the UTIMCO Board on Nevember20;
2007November 7, 2008

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 govemed 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 invesiment
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 o execute the established Investiment Policies. However, to enhance the
competitiveness of the investment process, improve management and opetationai efficiency, and
define and concentrate accountability for performance, certain duties, and responsibiiities are
delegated by the UTIMCO Board to UTIMCO Management. This Policy Statement defines the
delegaticn of authority in the two primary areas of UTIMCO operations:

(1) Management, Operations, and Finance; and
{2} Investments.

Objective:

By clearly defining the scope of delegated authority to UTIMCO Management, this Policy
Statement enhances operational efficiency and timeliness in decision making, thereby enhancing
competitiveness,

Scope:

This Policy applies to all matters under UTIMCO control. The only delegations of authority granted
by the UTIMCO Board are ehumerated 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. System Board, 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

| UTIMCO -Mevember7-20081uly 9, 2009 1 Delegation of Authority
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Charters, Investment Management Services Agreement, and UTIMCO policies. To execute its
responsibilities more efficiently, the UTIMCO Board has delegated the authority to implement
UTIMCO policies to UTIMCO Management in two primary areas: (i) Management, Operational,
and Financial Authority; and (i} 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.

F @ & 6 @ @

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 dslegation includes, but is not
limited to, all administrative decisions regarding the management of endowment and operating
funds as well as alf administrative and financial decisions associated with the operation of the
UTIMCO organization, This delegation includes the authority to execute all contracts and
agreements, subject 1o 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 autherity 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 dacisions 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 1o review in the foliowing budget cycle,
provided that the addition of any non-budgeted personnet shall be promptly reported to the
UTIMCO Board. All compensation decisions for officers of UTIMCO are excluded from this
delegation.

Compliance; The UTIMCQO Board hereby delegates all compliance operations to UTIMCO
Management, while retaining alf 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.

| UTIMCO -Nevesnber7:-2068uly 9. 2009 2 Delegation of Authority
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Public Relations: The UTIMCO Board hereby delegates to the UTIMCO Chief Executive Officer all
decisions regarding public refations matters, except for those matters that are reserved to the
UTIMCO Vice Chairman for Policy.

In addition, 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 execuie 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 for purposes of this delegation any contract that does not have a
fixed term shall be deemed have a term of one year; provided, further that notice. of
any such contracts, leases, or other commercial arrangements of $50,000 or more
shall be reported to the UTIMCO Board at its regularly scheduied meetings.

» Qutside General Counsel: 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 external counsel,
provided that the UTIMCO external counsel shall continue to have primary reporting
responsibility to the UTIMCO Board.

investment Authority: The UTIMCO Board hereby delegates the foilowing specific duties and
responsibilities to UTIMCO Management:

® Tactical Asset Allocation: Without limitations of timing, procedures, or vehicles
utilized, decisions regarding tactical asset aliocation within the ranges established in
Investment Policies, including rebalancing portfolio weights to Policy 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
viclate established !nvesiment Policies. Short sales of securities (including
exchange traded funds, and individual common stocks and bonds, but exciuding
derivative instruments) to offset existing long positions for risk control purposes may
also be utilized as a vehicle in tactical asset allocation. Prior to implementation of
any short security sale strategy and throughout the duration of the strategy, risk
analyses shall be performed to verify the expected risk reducing impact of the
proposed strategy and that the strategy does not result in the risk position of the total
Funds being outside the policy risk range.

»  Risk Management: The UTIMCO Board hereby delegates all decisions regarding
the design and operation of any risk management system to UTIMCO Management.
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e New Investment Vehicle and Manager Selection: The UTIMCO Board hersby
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 external investment managers already under existing relationships
with UTIMCO, and the accompanying authotity fo negotiate and execute agency,
partnership or subscription agreaments as necessary, subject only to the following

limitations:
(@]

More Correlated & Constrained Investments: Any new commitments
exceeding () $400 millicn to an individual internal or external

manager; &#{il) 20% of the total assels managed uﬂdepa—speeme
irvestment-sirategy-by an individual external manager; or (iii) 20% of

the iotal assets managed under a new investment sirategy by an
individual external manager, must follow the process outlined in
Appendix A. -

Less Correlated & Constrained lnvestments Any new commifments
exceeding (i) $200 million; ex{ii) 20% of the total assets managed
unée#a—spea&ﬁ&nwestmeﬁ{—etra%egy-by an external manager;_or (iii)
20% of the iotal assets manacged under a new investment strateqy by
an_individual external manager, must follow the process outlined in
Appendix A.

Private Investments: Any new commitments exceeding (i) $100
million or (ji) 20% of the total assets of the subject investment vehicle
must follow the process outlined in Appendix A. All new commitments
to direct, Private Investments must follow the process outlined in
Appendix A.

For the purposes of the above thresholds, new manager mandates
shall be aggregated during the first six months following the initial
funding of such mandate and shall not exceed $400 miliion for all
Invesiment Types. Mandates that exceed $400 million in the
aggregate must follow the process outlined in Appendix A.

Passive exposure, either by an individual internal or external
manager, is limited only as required to maintain the Policy Portfolio
within the Asset Class and Invesiment Type ranges.

At any time prior to the closing of a commitment, the Staff wilt send
sach Board member a description of the proposed investment and a
Certificate of Compliance for the investment,

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

Any commitment that would otherwise be permitted under this
delegation, but which violates any UTIMCO Policy, is not permitted.
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o The UTIMCO Chief Executive Officer will report to the UTIMCO Board
at its regularly scheduled Board meetings regarding all decisions
made under this delegated authority.

® Changing Allocations of Investment Funds Among Existing Infernal and External
Managers and Parinerships: 3Subsequent to the first six months of the UTIMCO
relationship with a new manager, 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, parinership or subscription
agreements as necessary, subject only fo the following limitations:

o More Correlated & Constrained Investments: Any increases that (i}
exceed $200 million o existing funds under management by any
individual internal or external manager; or {ii) whish-ncreases the total
assets managed to more than (a) $600 million with an individual
internal or external manager or a larger amount approved by the
Board for manager exceptions; o(bi) 20% of the fotal assels
managed uader-a-spesific-strategy-by an individual external manager,
or (c) 20% of the total assets managed under a new investment
strategy by an individual external manager, must follow the process
outlined in Appendix A.

o Less Corelated & Constrained Investments: Any increases thai [i}
exceed $100 million to existing funds under management;s or (i)
whishincrease the total assets managed to more than {a) $300 million
with an individual manager; ox(b} te-morethan-20% of the assets
managed under—a—spesific—investment—siatogy—by an external
manager; or {¢c) 20% of the total assets manhaged under a new
investment strategy by an individual external manager, must follow
the process outlined in Appendix A.

o Private Investments: Any increases that exceed $50 miffion to
existing funds undetr management in an existing investment vehicle,
or which increases the fotal UTIMCO invesiment in a single
investment vehicle to more than (i) $150 million or (i) 20% of the total
assets of the same investment vehicle, must follow the process
outlined in Appendix A.

o For the purposes of the above thresholds, no increase shall be
permitied which (i) exceeds $200 million to an existing internal or
external manager in the aggregate for all Investment Types or (i)
increases the total assets managed by an existing internal or external
manager to more than $600 million in the aggregate for all Investment
Types. Any increases that exceed these amounts must follow the
process outlined in Appendix A,

| UTIMCO -Nevember7-2068July 9. 2009 3 Delegation of Authority



The University of Texas Investment Management Company
Delegation of Authority Policy

o Passive exposure, either by an individual interhal or extemnal
manager, is limited only as required to maintain the Policy Portfoiio
within the Asset Class and investment Type ranges.

o Any increase in investment of commitment that would otherwise be
permitted under this delegation, but which violates any UTIMCO
Policy, is hot permitted.

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

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

e Notwithstanding, on a quarterly basis, manager mandates (excluding passive
exposure} shail be aggregated across investment typas and any mandate resulting
in three percent (3%) or more exposure relative to the total Funds {excluding the [TF
for Private Investments) wifl be reported to the Risk Committee at its next meeting.
UTIMCO staff will be required to make a presentation and prepare a
recommendation to the Risk Committee regarding an approptiate course of action
for any manager mandate resulting in five percent (5%) or more exposure relative to
the fotal Funds (excluding the ITF for the Private Investments). Such presentation
and recommendation will include information regarding the manager mandate,
including original amount of investment, historical performance, market and
economic outlook, and appropriaie sizing, with timelines for completion of any
recommended action. After discussion and review by the Risk Committee, the Risk
Committee may approve the recommendation of UTIMCO staff, determine a
different appropriate level of exposure or regquest additional information to be
presented at a subsequent meeting before action may be taken by UTIMCO staff.
UTIMCO staff wili be responsible for implementing any Risk Committee approved
action.

® Investment in Derivative Investments: The UTIMCO Board hereby delegates o the
UTIMCO Chief Executive Qfficer the authority fo enter into the Derivalive
Investmenis of the types set forth in Exhibit B of the Derivative Investment Policy,
Any new derivative investment recommended by UTIMCO staff or for the
engacement of an external manager operating under an Agency Agreement that has
been approved by UTIMCO's Chief Investment Officer but is not within the delegated
authority set forth_in Exhibit B of the Derivative Invesiment Policy must foliow the
process outlined in Appendix A.

o Intemnal 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.

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

Documentation, Controls, and Reporting:

Al UTIMCO Management decisions made under this Delegation of Authority Policy will be
monitored by UTIMCO's Chief Compliance Officer, Any exceptions to this Policy will be reported to
UTIMCO’s Chief Executive Officer immediately. The UTIMCO Chief Executive Officer will develop
a remedy to the exception, if possible, and report the exception and the remedy to the UTIMCO
Chairman immediately.  Additionally, the UTIMCO Chief Executive Officer will report any
exceptions to this Policy to the UTIMCO Board at its next regularly scheduled mesting, unless the
UTIMGO Chairman instructs otherwise.
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Appendix A
UTIMCO Board Option to Review Proposed Investments

In instances where a proposed investment exceeds the stated Investment Authority of the UTIMCO
Chief Executive Officer, the Staff must follow the procedures listed below to provide the UTIMCO
Board the opportunity to review an investment proposal at a UTIMCO Board meeting:

1. Option to Review Investment Proposal

complete-due-dilisence-reperinvestiment recommendation, a Certificate of

Compliance if one has not previously been provided to each UTIMCO
Director, an Optien to Review investment Proposal, and, if required by the
UTIMCO Chief Executive Officer, a due diligence report provided by the

' axternal consultant._Staff will provide a UTIMCO Director a complete due
diligence report upon request.

‘ a. For new commitments, Staff will send each UTIMCO Director an

b. For additional commitments o existing managers and partnerships, Staff
| will send each UTIMCO Director an executive summary-geseription of the
proposed investment, an Option to Review Investment Proposal, and, if
required by the UTIMCO Chief Executive Officer, a due diligence report
provided by the external consultant._Staff will provide a UTIMCO Director a
complete due diligence report upon reguest.

¢. For new Derivative Investments, Staff will send to each UTIMCO Director
detailed decumentation describing the proposed frade and an Oution to
Review Investment Proposal.

2. Option to Review Investment Proposal Form

The Option to Review Investment Proposal Form will require a UTIMCO
Director to choose one of the following alternatives:

{i) 1 require a complete review of the investment at a subsequent Board
meeting prior to the execution of the investment;

{if) | do not require a complete review of the investment at a subsequent
Board meeting prior to the execution of the investment; or

{iii) | do not require a complete review of the investment at a subsequent
Board meeting prior fo the execution of the invesiment but request that
UTIMCO Staff make a presentation regarding the proposed investment at a
future UTIMCO Board meeting.
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3. tf any UTIMCO Director requires a complete review of the investment prior to the
execution of the investment, the Staff shall make a presentation to highiight the
attributes of the proposed investment at the next UTIMCO Board meeting.
Subsaguent to hearing the presentation, the Board shall vote to approve such

investment.
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Agenda item:

Developed By:

Presented By:

Type of‘ ltem:

Description:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Report from Audit and Ethics Committee, including Discussion and Appropriate
Action Related to Corporate Auditor

Zimmerman, Gonzalez, Moeller
Nye
Action item related to Engaging Corporate Auditor; Discussion item on other items

An Audit and Ethics Committee {"Committee”) meeting will be held on June 30,
2009. The Committee’s agenda includes the following: (1) presentation of
unaudited financial statements for the nine months ended May 31, 2009 for the
Funds and the Corporation; (2) discussion and appropriate action related to
engaging corporate external auditor; {3) report by UT System Audit Office related to
reports issued, update on 2009 audit plan and discussion and appropriate action
related to audit plan for fiscal year 2010; (4) report from external auditor on 2009
audits; (5) discussion of investment manager due diligence performed by the
Corporation’s Accounting staff; (6) review of Audit and Ethics Committee’s self-
assessment; (7) discussion of placement agent fees pertaining to the funds’
investments; (8) update of compliance, reporting, and audit issues; and (9)
discussion and appropriate action related to base salary, performance incentive plan
participation, and performance goals for the General Counsel and Chief Compliance
Officer for the 2009-10 fiscal year.

The Committee will also discuss hiring Deloitte & Touche, LLP as the corporate
auditor. If approved by the Committee and the Board, FY 2009 will be the third year
that Deloifte & Touche serves as the Corporation’s independent auditor. Estimated
fees for the 2009 audit services will remain at the same level as the 2008 audit,
which was $31,500 plus out-of-pocket expenses. Tom Wagner, Deloitte and Touche

. engagement partner, will give a report to the Committee on the progress and plan

for the 2009 audits. UT System Audit Office will present to the Committee its 2010
internal audit plan and 2009 activities.

Each member of the Committee has been requested to evaluate the Committee’s
performance, both of the individual member and collectively. The results of the
assessment will be discussed at the Committee meeting. The Committee will also
discuss and take action related fo the General Counsel and Chief Compliance
Officer's base salary, performance incentive plan participation, and performance
goals for the 2008-09 fiscal year.

Mr. Zimmerman will discuss the results with the Committee of a project related to
placement agent fees pertaining to the Board of Regents of The University of Texas
System investments (the “Funds’ investments”). The UTIMCO Private Markets group
and Less Correlated and Constrained {"LCC’) Investments group undertook a
project to determine whether third-party investment managers were paying finders’



Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

fees, placement fees or similar fees or any other benefits to third parties as a result
of or related to a third party’s role in connection with the Funds’ investments in any
fund formed by the manager's firm. Managers were also asked whether the firm,
any of its principals, employees, agents, or affiliates were or have been subject to a
regulatory investigation or probe of its role in an alleged fraudulent or illegal scheme
to pay or extract kickbacks from any investment management firm.

Routine activities of the Committee include reviewing the unaudited financial
statements for the nine month pericd for the Funds and the UTIMCO Corporation,
and the quarterly compliance reports.

Committee will request appropriate action related to the hiring of Deloitte & Touche,
LLP as the corporate auditor

Draft Deloitte & Touche, LLP Engagement Letter



RESOLUTION RELATED TO INDEPENDENT AUDITOR
FOR THE CORPORATION

RESOLVED, that the firm of Deloitte & Touche, LLP be, and is
hereby, engaged as the independent auditor of the Corporation for
the year ended August 31, 2009,




June 24, 2009

Ms. Joan Moeller

Managing Director—Accounting, Finance and Administration
The University of Texas Investiment Management Company
401 Congress Street, Suite 2800

Austin, TX 78701

Dear Ms. Moeller:

Deloitte & Touche LLP ("D&T” or “we” or “us”) is pl¢ rve as independent auditors for
The University of Texas Investment Management Company (“UTIMCO” or the “Company”).

Mr. Thomas J. Wagner will be responsible for the sefvi "
hereunder.

In addition to the audit services we are engaged t
would also be pleased to assist the C i
we hope that you will call Mr. Wagn

jent are subject to the terms and
.iSuch conditions shall be

Appendix A contains a
auditing standards.

escription of our responsibilities and an audit under generally accepted

Qur ability to express an opinion and the wording thereof will, of course, be dependent on the’
facts and circurnstances at the date of our report. If, for any reason, we are unable to complete the
audit or are unable to form or have not formed an opinion, we may decline to express an opinion
or decline to issue a report as a result of this engagement. If we are unable to complete our audit
or if the report to be issued by D&T as a result of this engagement requires modification, the
reasons therefor will be discussed with the Audit and Ethics Committee of the UTIMCOQ Board of
Directors (the “Audit and Ethics Committee”) and the management of UTIMCO.

Management’s Responsibilities



Appendix B describes management’s responsibilities for (1) the financial statements,
(2) representation letters, (3) independence matters relating to providing certain services, and
(4) independence matters relating to hiring.

Responsibility of the Audit and Ethics Commitiee

As independent auditors of the Company, we acknowledge that the Audit and Ethics Committee
is directly responsible for the appointment, compensation, and oversight of our work, and
accordingly, except as otherwise specifically noted, we will report directly to the Audit and Ethics
Committee.

Communications with the Audit and Ethics Commitiee:

nerally accepted auditing

Appendix C describes various matters that we are required:

Fees

We estimate that our fees for the audit of the Coi
plus expenses. Engagement-related expenses, suc
telephone, typing, etc., will be billed in addition to
the invoices.

could significantly affe
Additional services pro

r otherwise reproduce in any document our report on the
otherwise make reference to D&T in a document that

thereby assocxatmg D&T uch document, the Company agrees that its management will
provide D&T with a draft of‘the document to read and obtain our approval for the inclusion or
incorporation by reference of our report, or the reference to D&T, in such document before the
document is printed and distributed. The inclusion or incorporation by reference of our report in
any such document would constitute the reissuance of our report. The Company also agrees that
its management will notify us and obtain our approval prior to including our report on an
electronic site,

Our engagement to perform the services described herein does not constitute our agreement to be
associated with any such documents published or reproduced by or on behalf of the Company.
Any request by the Company to reissue our report, to consent to its inclusion or incorporation by
reference in an offering or other document, or to agrée to its inclusion on an electronic site will be



considered based on the facts and circumstances existing at the time of such request. The
estimated fees outlined herein do not include any services that would need to be performed in
connection with any such request; fees for such services (and their scope) would be subject to the
mutual agreement of the Company and D&T at such time as D&T is engaged to perform the
services and would be described in a separate engagement letter.

EE I O

This engagement letter, including the appendices aftached hereto and made a part hereof,
constitutes the entire agreement between the parties with respect to this engagement and
supersedes all other prior and contemporanecus agreements or understandings between the
parties, whether written or oral, relating to this engagement.

accordance with your
ter in‘the space provided and return it

If the above terms are acceptable and the services outli
understanding, please sign the copy of this engagemen
to us. Z

Yours truly,
DET signature

By your signature below, you confirn
Committee, has expressly authorized yo
behalf.

ugh its Audit and Ethics
egment with us on the Company’s

Accepted and agreed to

By:

Title

Date;




APPENDIX A

DESCRIPTION OF OUR RESPONSIBILITIES AND AN AUDIT UNDER GENERALLY
ACCEPTED AUDITING STANDARDS

UTIMCO

YEAR ENDING AUGUST 31, 2009

Our Responsibilities

Our responsibilities under generally accepted auditing standards include forming and expressing
an opinion about whether the financial statements that have beeftprepared by management with
the oversight of the Audit and Ethics Committee are presen irly, in all material respects, in
conformity with generally accepted accounting principle udit of the financial statements

i heir responsibilities.

Components of an Audit

An audit includes the following:
sufficient to assess the risks of
the nature, timing, and extent of

o Consideration of mtemal control ove
procedures that are ap]

Reasonable Assurance

We will plan and perform our audit to obtain reasonable assurance about whether the financial
statements are free of material misstateiment, whether caused by error or fraud. However, because
of the characteristics of fraud, a properly planned and performed audit may not detect a material
misstatement. Therefore, an andit conducted in accordance with generally accepted auditing
standards is designed to obtain reasonable, rather than absolute, assurance that the financial
statements are free of material misstatement. An audit is not designed to detect error or fraud that
is immaterial to the financial statements, nor is it designed to provide assurance on internal
control or to identify deficiencies in internal control.



APPENDIX B

MANAGEMENT’S RESPONSIBILITIES
UTIMCO
YEAR ENDING AUGUST 31, 2009

Financial Statements
The overall accuracy of the financial staterments and their conformity with generally accepted

accounting principles are the responsibility of the Company’s agement. In this regard,
management has the responsibility for, among other things

o Selecting and applying the accounting polici

applicable (o its activities 4
laws or regulations

the"C pany 1s req red to provide to its independent auditors
: dards. As part of our andit procedures, we will request that

statemen'{' ; '

e Affirmation of ement’s belief that the effects of any uncorrected financial
statement misstaternents aggregated by us during the current audit engagement and
pertaining to the latest period presented are immaterial, both individually and in the
aggregate, to the financial statements taken as a whole.

We will also request that management confirm certain representations made to us during our
audit. The responses to those inquiries and related written representations of management
required by generally accepted auditing standards are part of the evidential matter that D&T will
rely on in forming its opinion on the Company’s financial statements. Because of the importance
of management’s representations, the Company agrees to release and indemnify D&T, its
subcontractors, and their respective personnel from all claims, liabilities, and expenses relating to
our services under this engagement letter attributable to any misrepresentation by management.
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Independence Matters Relating to Providing Certain Services

In connection with our engagement, D&T, management, and the Audit and Ethics Committee will
assume certain roles and responsibilities in an effort to assist D&T in maintaining independence.
Management of the Company will ensure that the Company has policies and procedures in place
for the purpose of ensuring that the Company will not act to engage D&T or accept from D&T
any service that under American Institute of Certified Public Accountants (AICPA) or other
applicable rules would impair D&T’s independence. All potential services are to be discussed
with Mr. Wagner.

Independence Matters Relating to Hiring

endence is not impaired by

Management will coordinate with D&T to ensure that D&T 8 in
) t employees in a key position, as

hiring former or current D&T partners, principals, or p
defined in the AICPA Code of Professzonal Conduct t

term of this engagement and for a period of one (1) !
as such) who had direct and substantwe contact in th

. In the event that D&T breaches

aal to thirty percent (30%) of the

w.position. Although such

ty from D&T for breach of
~oF other equitable relief. This

t genera]ly in the media. Any employment

nt D&T partner, principal, or professional

this provision, it shall be liable to the Co
annual base compensati

Touche LLP, D
assignee.



APPENDIX C

COMMUNICATIONS WITH THE AUDIT AND ETHICS COMMITTEE

UTIMCO
YEAR ENDING AUGUST 31, 2009

Significant Matters

We are responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to the responsibilities of the Audit and Ethics Committee in
overseeing the financial reporting process.

Fraud and lllegal Acts

tee any fraud, which we become aware

We will report directly to the Audit and Ethics C

ncy, or a combination of deficiencies, in internal control that

is less severe than a mater; ess, yet important enough to merit attention by those charged
with governance. A mate veakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the Company’s
financial statements will not be prevented, or detected and corrected on a timely basis.

Other Matters

Generally accepted auditing standards do not require us to design procedures for the purpose of
identifying other matters to communicate with the Audit and Ethics Committee. However, we
will communicate to the Audit and Ethics Committes matters required by AU 380, The Auditor’s
Communication with Those Charged with Governance.



Texas State Auditor’s Office

D&T agrees that the Texas State Auditor’s Office or any authorized regulatory representative of
the State shall at any time have access to and the rights to examine and audit any pertinent books,
documents, working papers, and records of D&T relating to this agreement, and to excerpt and
transcribe any pertinent books, documents, working papers, and records of D&T. If photocopies
of pertinent books, documents, working papers, and records of D&T are requested, D&T will
send a letter to the Texas State Auditor’s Office or regulatory representative of the state similar
(but not identical) in form to that in the American Institute Of Certified Public Accountants
auditing section 9339, and such letter will be acknowledged by The Texas State Auditor’s office
or regulatory representative of the state prior to the provision of any photocopies by D&T. Any
photocopies of pertinent books, documents, working papers, and records of D&T will be
identified as “confidential treatment requested by Deloiite & Touche LLP.”




APPENDIX D

CIRCUMSTANCES AFFECTING TIMING AND FEE ESTIMATE

uUTIMCO
YEAR ENDING AUGUST 31, 2009

The fees quoted for the audit are based on certain assumptions. Circumstances may arise during
the engagement that may significantly affect the targeted completion dates or our fee estimate. As
a result, changes to the fees may be necessary. Such circumstances include but are not limited to
the following:

Audit Facilitation

1. Changes to the timing of the engagement at the Cor uest. Changes to the timing of
the engagement usually require reassignment of | rsonnel used by D&T in the performance
of services hereunder. However, because it is-ofteh difficult to redsmgn individuals to other

engagements, D&T may incur significan ticipated costs.

appropriate Company records (e
with a separate listing of require
are needed.

3. Significant deiays i
or providing reg
documents).

accurately and tlm ybyt mpany’s personnel.

7. Electronic files in priate format and containing the information requested are not
provided by the Compan “on the date requested for our use in performing file interrogation.
D&T will provide the Company with a separate listing of the required files and the dates the
files are needed.

8. The engagement team, while performing work on the Company’s premises, is not provided
with high-speed access to the Internet for purposes of conducting the engagement.

Significant Issues or Changes

9. Significant deficiencies or material weaknesses in the design or operating effectiveness of the
Company’s internal control over financial reporting are identified during our audit that result



in the expansion of our audit procedures.
10. A significant level of proposed audit adjustments is identified during our audit.

11. A significant number of drafts of the financial statements are submitted for our review, or we
identify a significant level of deficiencies in the draft financial statements.

12. Significant new issues or changes as follows:
a. Significant new accounting issues.

b. Significant changes in accounting policies or practices from those used in prior years

Technology systems.

e. Significant changes in the Company’s onsibilities, or
their availability.

f. Significant changes in anditi

g. Significant changes in the Company’s iist i r the specialists or their work
product does not the qualifications requir:
standards for o g.upon their work.
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APPENDIX E

GENERAL BUSINESS TERMS
UTIMCO
YEAR ENDING AUGUST 31, 2009

1.

independent Contractor. i is understood and agreed that D&T is an independent
contractor and that D&T is not, and will not be considered to be, an agent, pariner,
fiduciary, or representative of the Company or the Audit and Ethics Committee,

pany and the Audit and Ethics
these terms are attached (the
the engagement letter including

Survival. The agreements and undertakings of the C
Committee contained in the engagement letter to,v
“engagement Ietter”), together with the append"

the prior written consent of the other part
Cemmittee hereby consent to D&’T subcon

located within or outside of the
der by any of D&T’s affiliates
s, and any related expenses

orceable ter'fn shall be deemed modified to
v preservmg to the fullest extent

s

tances or causes beyond its reasonable control,
flre epldemtc or other casualty, act of God, strike or
labor disptite, war or othe ylolence or any law, order or requirement of any
governmental agency or authority.

Dispute Resolution:: controversy or claim between the parties arising out of or
refating to the engagément letter, including its appendices, or this engagement (a
“Dispute”) shall be resolved by mediation or binding arbitration as set forth in the
Dispute Resolution Provision attached hereto as Appendix F and made a part hereof.

Governing Law. This engagement letter, together with the appendices, and all of the
rights and obligations of the parties hereto and all of the terms and conditions hereof
shall be construed, interpreted and applied in accordance with and governed by and
enforced under the laws of the State of Texas.
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APPENDIX F

DISPUTE RESOLUTION PROVISION

UTIMCO
YEAR ENDING AUGUST 31, 2009

This Dispute Resolution Provision sets forth the dispute resclution process and
procedures applicable to the resolution of Disputes and shall apply to the fullest extent of
the law, whether in contract, statute, tort (such as negligence), or otherwise.

Mediation: All Disputes shall be first submitted to nonbinding confidential mediation by
written notice 1o the parties, and shali be treated as compromise and settlement
negotiations under the standards set forth in the Federal; Rules of Evidence and all
applicable state counterparts, together with any applic: ‘statutes protecting the
confidentiality of mediations or settlement discussigl e parties cannot agree on a
mediator, the International Institute for Conflict Préventson and Resolution (“CPR"), at the
written request of a party, shall designate a mediator.

n resolved within
medlatlon process’

idays after the
ch longer

Arbitration Procedures: If a Dispute has no
effective date of the written notice beginnin

period, if the parties so agree in writing), the terminate  the Dispute
shall be settled by binding arbitration to be held in‘Aus xas. The arbitration shall be
solely between the parties and sha dance with the CPR Rules for
Nen-Administered Arbitration that a f the commencement of the

arbitration, except to the extent modified by this Dispute Resolution Provision (the
“Rules”).

The arbitration shali

the Rules and the two party-designated
dance with the Rules. No arbitrator may

hese arbitration procedures {which shall
Act), the arbitrators shall apply the laws of the
choice of law principles) in connection with the
wer to award punitive, exemplary or other
actual damages (and the parties expressly waive their

he arbitrators may render a summary disposition

adequate opportunity t to any such application for such disposition. Discovery
shall be conducted in accordance with the Rules.

Al aspects of the arbitration shall be treated as confidential, as provided in the Rules.
Before making any disclosure permitted by the Rules, a party shall give written notice to
all other parties and afford such parties a reasonable opportunity to protect their interests.
Further, judgment on the arbitrators’ award may be entered in any court having
jurisdiction.

Costs: Each party shall bear its own costs in both the mediation and the arbitration;
however, the parties shall share the fees and expenses of both the mediators and the
arbitrators equally.
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Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Report from Compensation Committes: (1) Discussion and Appropriate Action
Related to CEQ's Base Salary for 2009-10 fiscal year; (3) Discussion and
Appropriate Action Related to CEO's Performance Goals for the 2009-10
Performance Period; and (3) Discussion and Appropriate Action related to the
UTIMCO Compensation Program, Amended and Restated effective July 1, 2008,
including Exhibits

Zimmerman, Moeller, Gonzalez
Ferguson
Action item; Action required by UTIMCO Board

The Compensation Committee (the “Committee”) met on May 26, 2009, June 3,
2009 and June 16, 2009 and will meet on June 30, 2009. During its May 26, 2009,
the Committee discussed individual personnel compensation matters in Executive
Session but did not take any votes or make any decisions. During its meetings on
June 39 and June 16th, the Committee discussed the structure and
recommendations proposed by Mercer and Staff. Nanci Hibschman with Mercer also
presented Mercer’s Incentive Plan Design Recommendations, The Committee will
also report on the following items to be discussed at its meeting on June 30, 2009:;

1. Action related to base salaries for the UTIMCO Officers and other Plan
Participants for 2009-10 fiscal year.  Mercer performed a salary
penchmarking study, including salary midpoints and salary ranges, to assist
‘UTIMCO in developing a total compensation program that is competitive

: nationally.

. 2. Action related to the CEO's Pen‘ormance Goals. Section 5.4 of the Plan
requires that the CEQ’s performance goals be determined and approved by
the UTIMCO Board. The Committee presents and recommends the
approval of the CEO's goals to the UTIMCO Board. There are three
categories of performance goals in the Plan: (1) entity performance; (2)
asset class performance; and (3) qualitative performance,

3. The UTIMCO Compensation Program effective July 1, 2008 (the “Prior
Plan”} consists of two elements: base salary and an annual incentive plan.
The UTIMCO Board has the discretion to interpret the compensation
program and may from time to time adopt such rules and reguiations that it
may deem necessary to carry out the compensation program and may also
amend the compensation program. The proposed UTIMCO Compensation
Program effective July 1, 2009 (the "Plan”) amends and restates the Prior
Plan.



Recommendation:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

The Committee will request appropriate action from the Board related to (1) the
CEQO’s Base Salary for 2009-10 fiscal year; (3) the CEOQ’s Performance Goals; and
(3 ) the amended and restated Plan effective July 1, 2009.

(1) Base Salaries. The Committee will report on its action related to the base
salaries for all UTIMCO officers and Plan Participants for the 2009-10 fiscal year.
The Committee will request that the Board take appropriate action related to the
CEQ's base salary.

(2) CEOQ’s Performance Goals. The Committee will discuss with Mr. Zimmerman
his qualitative performance goals for 2009-10 at its meeting on June 30%
Qualitative performance goals may be established in one or more of the following
areas: leadership, implementation of operational goals, management of key strategic
projects, effective utilization of human and financial resources, and UTIMCO’s
investment performance relative to the Peer Group. The CEO’s qualitative
performance goals will be reviewed in Executive Session with the UTIMCO Board.
The entity and asset class performance goals are included in the Plan in Table 2 of
Appendix D of the Plan that will be approved as part of the adoption of the Plan
effective July 1, 2009.

(3) UTIMCO Compensation Program. The Committee will report on proposed

"changes to the Prior Plan. The proposed changes are as follows:

e |anguage has been inserted in Sections 3, 5.5(c) and (g}, 7.3, and
Appendix A and Section 5.11 and Appendix E have been added, to
incorporate the Extraordinary Circumstances provisions. Definitions for
“Affected Participant”, “Extraordinary Nonvested Deferral Award®, and
“Extraordinary Nonvested Deferral Award Account” have been added to
Section 8, Definition of Terms, to incorporate new terminology in the Plan
related to the Extraordinary Circumstances. The new provisions relate to the
modification and/or deferral of the awards when cettain extraordinary
circumstances occur.  Only certain efigible positions, designated as
“Affected Participants” and included in Appendix E are affected by the
Extraordinary Circumstances provisions, Four events trigger an
Extraordinary Circumstance:

o If the Net Returns of the Total Endowment Assets are negative at
the end of the Performance Period for which Performance Incentive
Awards are being determined, the entire award would be deferred.
The part of the award that would have been paid under normal
circumstances would be deferred until the first anniversary of the
Performance Period. See section 5.11 (a).

o If the Net Returns of the Total Endowment Assets since the end of
the Performance Period for which Petformance Periods are being
determined are a negative 10% or below on the date the Board

2
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UTIMCO Board of Directors Meeting
July 9, 2009

approves the award (measured as of the most recent month-end for
which performance data are available), the entire award would be
deferred. The part of the award that would have been paid under
normal circumstances would be deferred untif the first anniversary
of the Performance Period. See section 5,11 (b).

o If the Net Returns of the Total Endowment Assets at the end of the
Performance Petiod for which the Performance Periods are being
determined are below a negative 5%, the Performance Incentive
Awards for certain Participants will be reduced by 10% for each
percentage point or portion thereof. For example, a negative return
of 6.01% will result in a reduced Performance Incentive Award of
20%. Appendix A, Part i, Step 14 documents the reduction of the
Performance Incentive Awards by percentage point. An award is
compleiely eliminated when the return is a negative 14.01% and
below. See section 5.11 (c).

o If the Net Returns of the Total Endowment Assets at the end of the
Performance Period for which the Performance Periods are being
determined are positive and are above 20%, the Performance
Incentive Awards for certain Participants will be increased by 10%
for each percentage point or portion thereof, For example, a retum
of 22.01% will result in an increased Performance Incentive Award
of 30%. Appendix A, Part I, Step 14 documents the increase of the
Performance Incentive Awards by percentage point. An award may
be doubled if the return is 29.01% or above. See section 5.11 {d).

Section 5.6 has been changed to require each Eligible Position to defer a
portion of the Performance Incentive Award (ranging from 50% for the CEC
to 0% for the analysts} in accordance with the deferral percentages listed on
Table 1 in Appendix C rather than an automatic 30% deferral for all Eligible
Positions. A column for *Percentage of Award Deferred” on Table 1 has
been added. A definition for "Applicable Deferral Percentage” has been
added to Section 8, Definitions of Terms.

Sections 5.7 and 5.10 have been changed to allow for the vesting of a
Participant’s Nonvested Deferred Awards when a Participant's employment
with UTIMCO terminates without cause. Definitions for “Involuntary
Termination for Cause”, “Cause”, “Involuntary Termination”, “Termination”,
and “Voluntary Terminations” have been added to Section 8, Definition of
Terms.

Section 5.8(b)}{1) has been changed fo clarify that the Tables in Appendix D
will be updated in subsequent periods when benchmarks for each asset
class and investment type as well as threshold, target, and maximum
performance standards are updated by the Board.

3
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Section 5.9(b) has been deleted. The language provided the mechanics for
measuring the Intermediate Term Fund's (ITF) performance when the
existence of the ITF was less than three years. ITF will be in existence
more than three years beginning with the Performance Period ended June
30, 2010.

Section 5.12 has been added to the Plan fo allow for recovery of
Performance Incentive Awards paid to or deferred by an employee if the
Board determines that the employee engaged in fraud or misconduct during
a Performance Period.

Table 2, Appendix D has been added for the Performance Periods
beginning after June 30, 2008. Mr. Zimmerman will discuss proposed
changes to weightings and incentive award opporunities. Also, existing
Eligible Positions have been further refined. For example, Director - Private
Investments has been segregated from Directot, Invesiments and now is
reported as a separafe Eligible Position. The existing and proposed
weightings are reflected in Exhibit 1 attached. Information related to the
differences between the prior Performance Period and proposed incentive
award opportunities per Participant will be included in the Executive Session
materials.

Tabie 2, Appendix D has been added for the July 1, 2009 to June 30, 2010
Performance Period. It is anticipated that the name changes for
benchmarks and recommended new targets will be adopted by the UTIMCO
Board and the Board of Regents of The University of Texas System at a
future meeting. Included in the materials is a memorandum from Bruce
Myers with Cambridge Associates LLC, “Performance Standards for
Incentive Compensation Plan,” commenting on the appropriateness of the
metrics given the dramatic change in the risk and reward relationships that
have occurred as a result of recent market movements. Staff is
 recommending the following changes to the Performance Standards in
Table 2:

o Investiment Grade Fixed Income and Internal investment Grade
Fixed Income: Target and Maximum standards increased to 25 bps
and 50 bps, respectively. Previously, standards were 12.5 bps
target and 25 bps maximum.

o Credit-Related Fixed Income was eliminated from the Table since it
was eliminated from the More Correlated and Constrained asset
class in the Investment Policy Statements.



Reference:

Agenda ltem

UTIMCO Board of Directors Meeting

July 9, 2009

Real Estate: Target and Maximum standards increased to 50 bps
and 100 bps, respectively. Previously, standards were 37.5 bps
target and 75 bps maximum,

Natural Resources: Target and Maximum standards increased fo
50 bps and 100 bps, respectively. Previously, standards were 37.5
bps target and 75 bps maximum.

Developed Country: Target and Maximum standards increased to
62.5 bps and 125 bps, respectively. Previously, standards were 35
bps target and 70 bps maximum,

Private Real Estate: Target and Maximum standards increased to
100 bps and 200 bps, respectively. Previously, standards were
37.5 bps target and 75 bps maximum.

Based on the methodology previously employed to develop the
Performance Standards under the Plan a change to the Target and
Maximum Performance Standards for the Entity Benchmark of the
Total Endowment Fund and the Intermediate Term Fund is
required. The Total Endowment Assets Target and Maximum

. Performance Standards would be increased fo 75 bps and 150 bps,

respectively. Previously, standards were 62.5 bps target and 125
bps maximum. The Intermediate Term Fund's Target and Maximum
Performance Standards would be increased to 50 and 100 bps,
respectively. Previously, standards were 37.5 bps target and 75 bps
maximum.

Exhibit 1 — Proposed Changes to Weightings
Cambridge Associates LLC Memorandum
UTIMCO Compensation Program, Amended and Restated effective July 1, 2009



RESOLUTION REGARDING CORPORATIONS'S CEO’s BASE
| SALARY

RESOLVED, that the Board of Directors of UTIMCO hereby approves the Base
Salary of the Corporation’s CEO for the Fiscal Year 2009-2010 in the amount of

$ .




RESOLUTION RELATED TO THE CEO’S QUALITATIVE PERFORMANCE
GOALS FOR PERFORMANCE INCENTIVE PLAN

WHEREAS, Section 5.4{a) of the UTIMCO Compensation Program (the “Plan”) provides
that the Compensation Committee (the “Committee”} of the Board of Directors of UTIMCO
{the “Board") will approve the Performance Goals for each Patticipant (other than for the
CEQ) each Performance Period; and

WHEREAS, Section 5.4(c) of the Plan provides that the Board will determine the
Performance Goals of the CEO for each Performance Period; and

WHEREAS, the Board has reviewed the CEO’s Qualitative Performance Goals for the
2009/2010 Performance Period as prepared by the CEO and recommended by the
Committee and set forth in the document presented to the Board.

NOW, THEREFORE, be it:

RESOLVED, that the Board approves the Qualitative Performance Goals for the CEO for
the 2009/2010 Performance Period, effective as of July 1, 2009, as set forth in the
document presented to the Board.




RESOLUTION RELATED TO AMENDMENTS TO THE UTIMCO
COMPENSATION PROGRAM EFFECTIVE JULY 1, 2009

WHEREAS, Section 7.2 of the UTIMCO Compensation Program (the “Plan”) provides that
UTIMCO, by action of its Board of Directors (the “Board”), has the right in its discretion to
amend the Plan or any portion thereof from time to time; and

WHEREAS, the Compensation Committee of the Board (the “Commitiee”) has reviewed
certain proposed amendments to the Plan incorporated into an Amended and Restated
Plan, effective July 1, 2009 (the “Plan”), in the form previously provided to the Board; and

WHEREAS, the Committee approved the Amended and Restated Plan and maide its
recommendation to the Board that the Board approve and adopt the Amended and
Restated Plan; and

WHEREAS, the Board has reviewed the Plan.
NOW, THEREFORE, be it:
RESOLVED, that the Board hereby approves and adopts the Amended and Restated Plan,

effective as of the date stated therein, subject to the approval of the Board of Regents of
The University of Texas System.
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CAMBRIDGE ASSOCIATES LLC

2001 Ross Avenue, Suite 3155
Dallas, Texas 75201
TeL 214.468. 2800 rax 214.468.2801

wiww camfridgeassoclates.eom

Memor andum

To: Bruce Zimmerman, CEQ
Erle Nye, Chair
The University of Texas Investment Management Company

From: Bruce Myers
Date: June 15, 2009
Re: Performance Standards for Incentive Compensation Plan

We have been asked to comment on the appropriateness of these metrics given the dramatic change in the
risk and reward relationships that have occurred as a result of recent market movements. There are four key
inputs that together lead to the specification of targets and maximums for compensation plan purposes.
Those inputs are: the relevant asset allocation policy targets, the benchmarks that the Board has linked to
those policy allocations, and the Targets and Maximums dictated by the compensation plan. We will take up
cach of these scquentiaily.

Asset Allocation Targets

As noted above, Exhibit A shows asset allocation targets, as well as the ranges around thosc targets,
scheduled to take effect September of this year. Exhibit A reflects the policy benchmarks for the Permanent
University Fund, but targets for the General Education Fund are identical. The policy allocations are, in
effect, specified three ways: by asset class, by investment type, and by policy benchmark. We can only
comment on the degree to which active management should be expected to outperform the policy
benchmarks, since there is no empirical data with respect to the other categories. Policy targets for Fiscal
Year 2010 are the relevant targets for the upcoming compensation plan year, and are reflected in owr
Summary Exhibit E.

Benchmarks

The lower half of Exhibit A specifies the proposed policy benchmarks. It reflects certain changes that were
made by the Board to the benchmark indexes themselves over the last 12 months, as well as the name
changes that have occurred in a couple of the Indexes themselves. We have reviewed these benchmarks at
the request of UTIMCO staff and have no recommended changes to propose.

Performance Standards: Targets and Maximums

Exhibit B shows the targets and maximums currently specified by the Compensation Plan. Since both the
benchmark index and the performance standards for the Hedge Fund allocation changed in January of 2009,

ARLINGTON | BOSTON | DALLAS | LONDON | MENLO PARK | SINGAPORE | SYDNEY



Bruce Zimmerman June 15, 2009
Erie Nye Page 2
The University of Texas Investment Management Company

Exhibit B sets out the two sets of performance standards that will be used to calculate fiscal year 2009
performance.

In past years we have showed a range of 10 year returns for various traditional asset classes, as a way of
demonstrating the reasonableness of the recommmended petformance standards. That information is included
this year as Exhibit . Additionally, however, we wanted to show the range of manager performance for
those managers operating with mandates utilizing the same benchmarks that UTIMCO uses. That
information is set out in Exhibit C. While we feel the data in Exhibit C is arguably the better comparison, we
are mindful of the fact that in certain asset classes the number of managers whose benchimark is precisely the
same one that UTIMCO uses can be quite small. The Commodities and Natural Resources category is the
clearest example of this.

So while we paid particular attention to the results of Exhibit C, we were mindful of the broader universes
contained in some of the Exhibit D categories as well. Overlaying both was a qualitative assessment on our
part (described below).

Recommendations

Exhibit E sets out our recommendations with respect to the Targets and Maximum for the compensation
plan. Once again, the Policy benchmarks are those specified by current policy and we are not recommending
any changes to those benchmarks. The Policy allocations shown are, again, the asset allocation targets under
the current policy for the upcoming fiscal year. As desipgned by Mercer, the target for each policy benchmark
is one-half that of the maximum in all cases except the entity level target.

Because of the variability over time of both asset class returns and degrees of manager over or
underperformance, we are mindful of the fact that quantitative analysis of past performance is helpful but
that “correct™ targets and maximums will be the result of judgment and intuition as much as anything else.

In reviewing the targets and maximums we sought fargets and maximums that were reasonable on three
different levels:

»  Reasonable with respect to the historical performance of managers within that asset class, and to our
assessment of the degree of inefficiency in that portion of the financial markets.

= Reasonable with respect to each other. The relationships between public and private equity, equity
and fixed income, emerging markets and developed markets were assessed so as to construct a
reconunendation that we felt was intemnally consistent.

»  Reasonable with respect to entity outperformance. The weighted average of maximums sums
approximately to the entity level outperformance maximum. This is not true of the weighted average
of the targets, which by definition are always half of the maximum. You will recall that the
Compensation Committee and the UTIMCO Board both agreed that an entity target slightly higher
than the weighted average of the individual benchmark targets was appropriate.

Conclusion
As noted above, these are imprecise estimates and good arguments can be made for slightly higher or lower

targets and maximums in every asset class. While we believe these estimates to be reasonable, we are not
wedded to them, and would welcome any questions or concerns you might have.  Notwithstanding the

©Cambridge Associates LLC
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reasonableness factors noted above, our experience is that the best solutions are most likely to result from an
ongoing dialog between consultant, staff, and Board.

©Cambridge Associates LLC



DRAFT *

EXHIBIT A - PERMANENT UNIVERSITY FUND
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES, AND PERFORMANCE OBJECTIVES
EFFECTIVE SEPTEMBER 1, 2009

POLICY PORTFOLIO FYE 2010

Min Target Max,
Asset Classes
Invesiment Grade Fixed Income 5.0% 9.5% 20.0%
Credit-Related Fixed Income 3.0% 5.5% 30.0%
Real Estate 2.5% 4.5% 10.0%
Natural Resources 5.0% 9.0% 20.0%
Developed Country Equity 25.0% 52.5% 60.0%
Emerging Markets Equity 5.0% 19.0% 30.0%
Investment Types
More Correlated & Constrained 30.0% 48.5% 60.0%
Less Correlated & Constrained 20.0% 30.0% 40.0%
Private investments 15.0% 21.5% 35.0%

*The total Asset Class & Investment Type exposure, inciuding the amount of derivatives exposure not collateralized by
Cash, may not exceed 105% of the Asset Class & Investment Type exposures excluding the amount of derivatives exposure

not collateralized by Cash,

POLICY BENCHMARK (resef monthly) FYE 2010
Barclays Capital Global Aggregate Index 7.5%
FTSE EPRA/NAREIT Developed index 3.5%
50% Dow Jones-UBS Commodity Total Return and 50% MSC| World
Natural Resources Index 5.5%
MSCi World index with net dividends 19.0%
MSC! Emerging Markets with net dividends 13.6%
Hedge Fund Research indices Fund of Funds Composite Index 30.0%
Venture Economics Custom Index 20.5%
NACREIF Custom Index 1.0%
POLICY/TARGET RETURN/RISKS FYE 2010
Expected Annual Return (Benchmarks) 8.86%
One Year Downside Deviation 9.05%
Risk Bounds

Lower: 1 Year Downside Deviation 85%

Upper: 1 Year Downside Deviation 115%

* Exhibit A has been updated based on UTIMCO staff's recommendations and is pending approval by the UTIMCO Board
and the UT System Board of Regents. Staff will request approval of the amended PUF Investment Policy Statement at

upcoming UTIMCO Board and UT System Board of Regents' meetings.

©Cambridge Associates LLC



EXHIBIT B

(7/1/08 through 12/31/88)

v P ‘0 Wi
Pticy Portfolio Weights Performance Standsrds
Total Fndewment IEF
Assels
Asset Class/hwestment Type Benchmark (% of Portfoli) (% of Portfolie} Threshold Target  Maximum
Entity: Benclumark {Toral Endownent Funds) Policy Portfirlio nfa nfa +0 bps +Tibps  +150bps
Entity: Benchinark (Inlermediate Term Fund) Policy Ponfulio n/a nfa +) bps F0bps #1100 bps
investment Crade Fixed Income Lehran Brothers (Robal Aggregate 0% 11.0% Hbps  +125bps 25bps
index
Credir-Refated Fixed Income Lehiman Brothers Global High-Yield 1.2% 2.0% ) bps 25 bps +50 bps
Index
Real Estate FTSE EPRA/NAREIT Global tndex 35% 10.0% Hibps +37.5bps +75 bps
Nataral Res ources Caombination index - 50% Dew Jones- 53% 50% Hibps  ¥373bps +T3bps
AlG Comimodities ndex + $0% MSCI
World Naturai Resources Tidex
Devgloped Country Equity MSCI World fndexwith et dividends 19.5% 20.0% WYhps  +3Sbps  +T0bps
Emerging Markets Equity MBSCI Emerging Markets with net 10.5% 5.0% i bps +75 bps +150bps
dividends
Hedge Funds (Less Correlated & Constrained MSCH Investable Hedge Fund Index 33.0% 5.0% +bps  +125bps +250bps
nvestmenis)
Private Investiments (excludes Real Estate) Yenture Econamics Custom Index 17.0% 0% +0bps  +100bps  +200bps
Private Investrnents Real Estate NACREIF Custom index 1.0% 0% +0bps  +375bps  +75bps
Specitic asset class benchmark:
Internal Investivent Grade Fixed Income US Lehman Aggregate bps  F125bps  425bps

(1/1/09 through 6/30/09)

Policy Portfolio Weights Performance Standards
Total
Endowment IT¥
Asset Class/Envestment Type Benchmark (% of Portfolio) (% of Portlolio}) Threshold Target  Maximum
Eatity: Benchmark (Toul Endownent Fumls) Policy Porfolic nfa nfa #bps  *6LEDbps  H125bps
Entity: Benchmark (Intermediate Term Fund) Policy Portfolio nfa wa +obps  ¥37.5bps +T5bps
Investment Orade Fixed Income ) 70% 3305 “Dbps  #12.5bps 25 bps
Barclays Capital Giobal Aggregate Index
Credit-elated Fixed lncome Berclays Capital Globat High-Yieid 1.2% 2.0% +0 bps +25 bps +50 bps
Idex
Reai Hstate FTSE EPRAMNAREIT Gilobal Index 5.5% 10.0% rObps  +37.5bps 475 bps
Naturai Resources Combination index - 50% Dew fones- 5.3% 50% +0 bps +375bpy 475 bps
AlG Commodities Inddex + 50% MSCE
World Natural Resources Index
Developed Country Eguity MSCE World Index with net dividends 19.5% 0.0% + bps +35 bps +79 bps
Energing Markets Equity MSCI Emerping Matkers with net 10.5% 5.0% +0 bps +75 bps +150 bps
dividends
Hedge Funds (Less Correlated & Constrained Hedge Fund Research Indices Fund of 1L0% 25.0% ) bps +15 bps +150 bps
Tnvesiments) Funils Composite Index
Private Investments (excludes Real Estate) Venture Econemios Custom Index 17.0% % Hbps  +100bps  +200bpy
Private Investments Real Estale NACRIEF Custom: Index 1.0% 0% Hbps  +ITSbps TS bps
Specific asset class benchmark:
Internal Tnvestment Grade Fixed Income 1S Barclays Capital Aggrogate +Obps  H123bps  +25bps

©Cambridge Associates LLC



EXHIBIT C

COMPARATIVE ASSET CLASS MANAGER RETURNS
April 1, 1999 - March 31, 2009

U.S. Dollar ($) Penominated

40.0
300 - 1117
% 1028
2 20.0 j
f | 131 44
= K&
& ]
S 10.0 |‘ 49 N 112 774
® | rgwm we 215
F - 5 l
< oo S .
g '
2
<
-10.0
-20.0 -
Global Global High  Em, Mkts, REITS  Commodities Global Equity Hedge Funds Real Estate U S. Private  U.S. Vendure
Aggregate  Yield Bonds Equity (n=30)  (n=18) & Natural {n=34) {n=61} (n=118) Equity Capital
Bonds (n=23)  {n=35) Resouwrces {n=250}) {n=493)
(n=3}
5th Percentile 7.15 6.18 17.48 8.41 16.07 5.62 20.11 49.04 47.84  27.48
25th Percentile 6.17 4.82 16.06 6.42 15,72 2.79 13,97 29.01 24.96 7.39
Mediah 5.68 4.01 14.75 5.30 15.28 0.64 9.68 17.85 14.68 -0.36
75th Percentile 5.53 3.01 13.59 4.83 13.09 ~1.33 7.89 11.02 7.76 -7.84
95th Percentile 4,81 1.60 12,01 4.04 11.33 -3.09 4,96 1.88 ~7.74 -22.05
|25th% - Median 0.49 0.81 1.31 1.12 0.44 2.15 4,29 11.17 10.28 7.74 |
[Indices. -~ = S0522 4,96 1036 . 4.0377.-6.93 . -2.24 5.01: . 937 . e-v o Eew . |

Sources: Cambridge Associates LLC [nvestment Manager Database and Cambridge Associates |.1.C Non-Marketable Alterpative Assets
Database,

Notes: This graph shows the difference in average annuat compound return between the top quartile {i.e., 25th percentite}, the median
(i.e., 50th percentile) and the 75th percentile managers for each asset class. Numbers on the graph represent the difference hetween
the median and top quartile. U.S. Venture Capital, U.S. Private Equity and Real Estate returns represent (net IRRs net to fimited
partners) the median and top quartile of malure funds (vintage years 1998 through 2063). U.8. Private Equity, U.S. Venture Capital and
Real Estate data are from the Cambridge Associates LLC U.S. Private Equity Index® and Benchmark Statistics, Cambridge Associates
LLC LS. Venture Capital index® and Benchmark Statistics, and Cambridge Associates LLC Real Estate Index® and Benchmark
Statistics as of September 30, 2008, Data are based on managers with a minimum of $50 million in assets.

The fellowing Indices have been used as benchmarks for the asset class average annual compound returns: Global Aggregate Bonds-
BC Globai Aggregate Bond Index; Global High Yield Bonds - BC Global High Yield Bond Index; Emerging Markets Equity - MSCI
Emerging Markets Index (NET), REITS - FTSE EPRA/NAREIT Developed Real Estate Index; Commedities & Natural Resources - 50%
Dow Jones-UBS Commeodity index Total Return/ 50% MSCI World Natural Resources Index ; Global Equity - MSCl World index (NET});
Hedge Funds - Hedge Fund Research indices Fund of Funds Composite Index; Real Estate - NCREIF Property Index.
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EXHIBIT D

COMPARATIVE ASSET CLASS MANAGER RETURNS
April 1, 1999 - March 31, 2009

U.S. Dollar ($) Denominated

400 -
30.0
1028
200 -
131
| - 429
I 170

157 187 i
192 K
0O s DI T a 774
- H g

Average Annual Compound Return (%)

0.0 ¢ v op v N
109 -
200 |
[VE:% U.5. 8mafl-  Em, Mkis, U.S. Large- Globalex U5, lLarge- U.S Small-  Absolute Hedge Reai Eslale U8, Privale U.S. Venlure
CorefCore  ap Value Equity Gap Growth U.S, Equily CapValue CapGrowih  Retumn Funds {n=116) Equity Capitad
Plus Bonds {r=67} (=307} (=112} {n=75) (r=161) (r=69) {n=20) {n=61) {n=250) n=493)
n=102)
5th Percentile 6.91 12.52 17.48 9.68 13.08 11.32 12.26 14.99 20,11 49.04 47.84 27.48
25th Percentile 6.37 10.82 16.06 6,99 9.83 8.10 9.18 12.36 13.97 29.01 24.96 7.39
Median 6.12 9.25 14.75 5.08 7.96 6.55 7.26 10.66 9.68 17.85 14.68 -0.36
75th Percentile 5.92 §.10 13,59 3.64 7.23 5,25 4.77 9.06 7.89 11.02 7.76 -7.84
95th Percentile 5.51 6.53 12.01 0,75 5.54 3.43 2.79 6.96 4.56 1.88 -7.74  -22.05

‘25th% - Median 0.25 1.57 1.31 1.91 1.87 1.55 1.92 1.70 +.29 11.17 10.28 7.74 |

|Indices i o 6.04 - 7467 ©12,53 1280 . 6.8 554 T 175 .4 501 ¢ 937 o= - |

Sources: Cambridge Associates LLC Investment Manager Database and Cambridge Associates LLC Non-Marketable Alternative Assets Database.

Nofes: This graph shows the difference in average annual compound return between the top quartile {i.e., 25th percentile), the median {i.¢., 80th
percentile) and the 75th percentiie managers for each asset class. Numbers on the graph represent the difference between the median and top
quartile. U.S. Venture Capital, U.S. Private Equity and Real Estate returns represent (net IRRs net to limited partners) the median and top quartile of
mature funds (vintage years 1898 through 2003). U.8. Private Equity, U.S. Venture Capital and Real &state data are from the Cambridge Associates
LLC U.S. Private Equity Index® and Benchmark Statistics, Cambridge Associates LL.C U.S. Venture Capital Index® and Benchmark Statistics, and
Cambridge Assaciates LLC Real Estate index® and Benchmark Statistics as of September 30, 2008. Data are based on managers with a minimum of
$50 million in assets.

The following Indices have been used as benchmarks for the asset class average annual compound returns: U.S. Core/Core Pius Bonds - BC
Aggregate Bond index; U.S, Smalt Cap Value - Russeil 2000 Value Index; Emerging Markets Equity - MSC| Emerging Markets Index; U.S. Large Cap
Growth - Russell 1000 Growth Index; Global ex U.S. Equity - MSCI EAFE Index; U.S. Large-Cap Value - Russell 1600 Value Index; U.S. Small Cap
Growth - Russell 2000 Growth index; Hedge Funds - Hedge Fund Research Indices Fund of Funds Composite Index; Real Estate - NCREIF Property
Index.
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1. COMPENSATION PROGRAM STRUCTURE AND EFFECTIVE
DATE

The UTIMCO Compensation Program (“Compensation Program” or “Plan”) consists of two
elements: base salary and an annual incentive plan (the “Performance Incentive Plan”):

*‘Ba‘se R Performance| _ Total
| Salary Incentive Compensation

The base salary portion of the Compensation Program sets forth a structure and guidelines
for establishing and adjusting the salaries of key investment and operations staff employees.
The Performance Incentive Plan portion of the Compensation Program sets forth the criteria
for calculating and receiving annual incentive awards for key investment and operations
staff who are eligible Participants in the Performance Incentive Plan. Provisions of the
Compensation Program relating solely to the base salary portion of the Compensation
Program are described in Section 4. Provisions of the Compensation Program relating
solely to the Performance Incentive Plan portion of the Compensation Program are
described in Section 5. Sections 1, 2, 3, 6, 7, and 8 of the Compensation Program relate to
both the base salary portion and the Performance Incentive Plan portion except where
otherwise specified in any such Section.

Effective Date: Except as provided in Section 7.9, this document, with an “Effective Date”
of July 1, 20098, supersedes the UTIMCO Compensation Program that was effective July 1,
2008+.

2. COMPENSATION PROGRAM OBJECTIVES

UTIMCO’s Compensation Program serves a number of objectives:

» To attract and retain key investment and operations staff of outstanding competence
and ability.

* To encourage key investment staff to develop a strong commitment to the
performance of the assets for which UTIMCO has been delegated investment
responsibility.

» To motivate key investment staff to focus on maximizing real, long-term returns for
all funds managed by UTIMCO while assuming appropriate levels of risk.

» To facilitate teamwork so that members of UTIMCO operate as a cohesive group.

UTIMCO Compensation Program Page |
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3. TOTAL COMPENSATION PROGRAM PHILOSOPHY

UTIMCO aspires to attract and retain high caliber employees from nationally recognized
peer institutions and the investment management community in general. UTIMCO strives to
provide a total compensation program that is competitive nationally, with the elements of
compensation evaluated relative to comparably sized university endowments, foundations,

in-house-managed-pension-funds; and for-profit investment management firms with a similar

investment philosophy (e.g., externally managed funds).

UTIMCO’s total Compensation Program is positioned against the competitive market as
follows:

* Base salaries are targeted at the market median (e.g., 50th percentile).

= Target total compensation (salary plus target Incentive Award Opportunity) is
positioned at the market median.,

*  Maximum total compensation (salary plus maximum Incentive Award Opportunity)
is targeted at the market 75th percentile if individual performance is outstanding;

provided that if individual performance is outstanding at the end of a Performance
Period when endowment investment performance exceeds 20%, maximum total
compensation (salarv plus maximum Incentive Award Opportunity_modified when

Net Returns on Total Endowment Assets exceed 20%) for Affected Participants is
targeted at the 90™ percentile. (For this purpose, 0 is the lowest point and 100 is the
highest.)

Although base salaries, as well as target and maximum total compensation, have a targeted
positioning relative to matket, an individual employee’s actual total compensation may vary
from the targeted positioning based on the individual’s experience, education, knowledge,
skills, and performance as well as UTIMCO’s investment performance as described in this
document. Except as provided in Sections 5.8 and 5.9 for purposes of determining the
length of historical performance, base salaries and Incentive Award Opportunities (as well
as the actwal Performance Incentive Awards) are not determined based on seniority at
UTIMCO.

4. BASE SALARY ADMINISTRATION
4.1. Salary Structure

(a) Base salaries are administered through a Salary Structure as set forth in this
Section 4.1. Each employment position has its own salary range, with the
midpoint set approximately equal to the market median base salary for
employment positions with similar job content and level of responsibility

(b) The salary range midpoints will be determined by the Compensation
Committee based on consultation with an outside compensation consultant
and with UTIMCO management.  Salary range midpoints for key

UTIMCO Compensation Program Page 2
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management, investment, and operations positions will be updated at least
every three years based on a salary benchmarking study conducted by a
qualified compensation consultant selected by the Compensation Committee.
In years in which the Compensation Committee does not commission a
formal salary survey, the base salary midpoints may be adjusted at the
Compensation Committee’s discretion based on expected annual salary
structure adjustments as reported in one or more published compensation
planning surveys.

4.2, Salary Adjustments

(2)

(b}

The base salary of the CEO is determined by the Board. The base salary of
the Chief Compliance Officer (“CCO”) will be determined by the
Compensation Committee based on the joint recommendation of the Audit
and Ethics Committee and the CEO and the base salaries of the other key
investment and operations employees are determined by the Compensation
Committee. Base salaries will be set within the salary range for each
employment position. An individual’s base salary within the range may be
higher or lower than the salary range midpoint based on his or her level of
experience, education, knowledge, skills, and performance. On an exception
basis, the Board may set individual base salaries outside of the salary range if
an individual either substantially exceeds or does not meet all of the market
criteria for a particular position.

Individuals may receive an annual adjustment (increase or decrease) of their
base salaries at the discretion of the Compensation Committee or, in the case
of the CEQ, at the discretion of the Board. Base salary adjustments, if any,
will be determined based on each individual employee’s experience,
education, knowledge, skills, and performance; provided that, in the case of
the CCO, any such adjustiment shall be based on the joint recommendation of
the Audit and Ethics Committee and the CEO. Employees are not guaranteed
an annual salary increase.

5. PERFORMANCE INCENTIVE PLAN

5.1. Purpose of the Performance Incentive Plan

The purpose of the Performance Incentive Plan is to provide annual Performance
Incentive Awards to eligible Participants based on specific objective criteria
relative to UTIMCO’s and each Participant’s performance. The primary objectives
of the Performance Incentive Plan are outlined in Section 2.

5.2. Performance Period
(a) For purposes of the Performance Incentive Plan, the “Performance Period”
begins on July ! of each year and ends the following June 30.
UTIMCO Compensation Program Page 3
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(b)

Except as otherwise provided under Sections 5.8 and 5.9, performance for
each year in the historical performance period will be measured between July
1 and the following June 30 of the applicable year for gauging achievement
of the Entity and Asset Class/Investment Type Performance Goals.

5.3. Eligibility and Participation

(a)

(b

Each employee of UTIMCO will be a “Participant” in the Performance
Incentive Plan for a Performance Period if (and only if) he or she is both (i)
employed by UTIMCO in an employment position that is designated as an
“Eligible Position” for that Performance Period and (ii) selected by the Board
as eligible to participate in the Performance Incentive Plan for that
Performance Period. “Eligible Positions” for a Performance Period include
senior management, investment staff, and other key positions as designated
by the CEO and approved by the Board as Eligible Positions for that
Performance Period. An employment position that is an Eligible Position in
one Performance Period is not automatically an Eligible Position in any
subsequent Performance Period, and each Eligible Position must be
confirmed or re-confirmed by the Board as being an “Eligible Position” for
the applicable Performance Period. Similarly, an employee who is eligible to
participate in the Performance Incentive Plan in one Performance Period is
not automatically eligible to participate in any subsequent Performance
Period (notwithstanding that such employee may be employed in an Eligible
Position in that subsequent Performance Period), and each employee must be
designated or re-designated by the Board as being eligible to participate in
the Performance Incentive Plan for the applicable Performance Period. The
Board will confirm the Eligible Positions and designate the eligible
employees who will become Participants for a Performance Period within the
first 90 days of the Performance Period or, if later, as soon as
administratively feasible after the start of the Performance Period. The Board
in its discretion may also designate the employment position of a newly hired
or promoted employee as an “Eligible Position” and may designate such
newly hired or promoted employee as eligible to participate in the
Performance Incentive Plan for a Performance Period (or remainder of a
Performance Period) within 30 days of such hire or promotion or, if later, as
soon as administratively feasible after such hire or promotion. A list of
Eligible Positions for each Performance Period is set forth in Table 1, which
is attached as Appendix C. Table 1 will be revised each Performance Period
to set forth the Eligible Positions for that Performance Period as soon as
administratively practicable after confirmation of such Eligible Positions by
the Board for such Performance Period, and such revised Table 1 will be
attached as Appendix C.

An employee in an Eligible Position who has been selected by the Board to
participate in the Performance Incentive Plan will become a Participant on
the later of (i) the date he or she is employed in an Eligible Position or (ii) the
date he or she is selected by the Board to participate in the Performance
Incentive Plan; provided, however, that the Board in its discretion may

UTIMCO Compensation Program Page 4
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(c)

(d)

designate any earlier or later date (but not earlier than such employee’s date
of hire and not later than such employee’s date of tTermination of
employment) upon which such employee will become a Participant, and such
employee will instead become a Participant on such earlier or later date. The
preceding notwithstanding, except as provided below, an employee may not
commence participation in the Performance Incentive Plan and first become a
Participant during the last six months of any Performance Period; provided
however, that the Board may select an employee to participate in the
Performance Incentive Plan during the last six months of the Performance
Period when compelling individual circumstances justify a shorter period of
time and such circumstances are recorded in the minutes of a meeting of the
Board in which event participation of the employee in the Performance
Incentive Plan will begin on the participation date selected by the Board for
the employee but not earlier than the employee’s date of hire (assuming such
employee is employed by UTIMCO in an Eligible Position on such date).

An employee will cease to be a Participant in the Performance Incentive Plan
on the earliest to occur of: (i) the date such employee is no longer employed
in an Eligible Position; (i) the date of fTermination of such employee’s
employment with UTIMCO for any reason (including %Voluntary
Termination and ilnvoluntary tTermination, death, and dDisability); (iii) the
date of termination of the Performance Incentive Plan; (iv) the date such
employee commences a leave of absence; (v) the date such employee begins
participation in any other UTIMCO incentive program; (vi) the date the
Board designates that such employee’s employment position is not an
Eligible Position (or fails to designate the employee’s employment position
as an Eligible Position with respect to a Performance Period); or (vii) any
date designated by the Board as the date on which such employee is no
longer a Participant.

Except as provided in Sections 5.10(b) and (c), only individuals who are
Participants on the last day of a Performance Period are eligible to receive
Performance Incentive Awards under the Performance Incentive Plan for that
Performance Period.

5.4. Performance Goals

(a)

Within the first 60 days of each Performance Period, except as provided
below, the CEO will recommend goals (“Performance Goals”) for each
Participant (other than the Performance Goals for the CEO, which are
determined as provided in Section 5.4(c), and the Performance Goals for
employees who are hired or promoted later during a Performance Period)
subject to approval by the Compensation Committee within the first 20 days
of the Performance Period. The CEO will also recommend Performance
Goals for employees who are hired or promoted during the Performance
Period and become Participants at the time those employees are designated as
Participants (with such Performance Goals subject to confirmation by the
Compensation Committee as soon as administratively feasible after such

UTIMCO Compensation Program Page 5
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(b)

(©)

(d)

Performance Goals are recommended). If the position of the CCO is
determined to be an Eligible Position and the employee in the Eligible
Position has been designated by the Compensation Committee as a
Participant in the Performance Incentive Plan for the Performance Period, the
Performance Goals of the employee holding the position of CCO will be
determined jointly by the Auwdit and Ethics Committee and the CEO.
References to the CCO hereafter assume that the position of CCO has been
determined to be an Eligible Position and the employee holding the position
of CCO has been determined to be a Participant in the Performance Incentive
Plan for the Performance Period. If the position of CCO has not been
determined to be an Eligible Position for the Performance Period the
provisions hereafter specific to the CCO have no force and effect.

There are three categories of Performance Goals:
(1) Entity Performance (measured as described in Section 5.8(a))

(2) Asset Class/Investment Type Performance (measured as described
in Section 5.8(h))

(3) Qualitative Performance (measured as described in Section 5.8(c))

Except for the CEO and CCO, Qualitative Performance Goals will be defined
jointly by each Participant and his or her supervisor, subject to approval by
the CEO and subject to final approval by the Compensation Committee.
Qualitative Performance Goals for the CCO will be defined jointly by the
Audit and Ethics Committee and the CEO. Qualitative Performance Goals
may be established in one or more of the following areas:

= [ eadership

» Implementation of operational goals

* Management of key strategic projects

»  Effective utilization of human and financial resources

=  UTIMCO investment performance relative to the Peer Group

The CEO’s Performance Goals will be determined and approved by the
Board.

Each Performance Goal for each Eligible Position is assigned a weight for the
Performance Pertod. The Audit and Ethics Committee and the CEO will
jointly recommend to the Compensation Committee the weightings of the
Performance Goals for the CCO. For each Performance Period, the
Compensation Committee will approve (or adjust as it deems appropriate) the
weightings of the Performance Goals at the same time it approves the
Performance Goals. The weightings for each Eligible Position are set forth in

UTIMCO Compensation Program Page 6
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Table 1, which is attached as Appendix C. Table 1 will be revised each
Performance Period to set forth the weightings for the Eligible Positions for
that Performance Period as soon as administratively practicable after such
weightings are approved by the Compensation Committee for such
Performance Period.  Notwithstanding the identified weighting for a
Performance Goal for an Eligible Position, the Compensation Committee,
may adjust the weightings (up or down) for any Participant for a Performance
Period when it considers the identified weighting for a Performance Goal to
be inappropriate for such Participant because of his or her length of service
with UTIMCO, his or her tenure in the respective Eligible Position, his or her
prior work experience, or other factors as deemed appropriate by the
Compensation Committee; provided that, in the case of the CCO, any such
adjustment shall be based on the joint recommendation of the Audit and
Ethics Committee and the CEO. The weightings for the Performance Goals
for each Performance Period are subject to approval by the Board.

5.5. Incentive Award Opportunity Levels and Performance Incentive Awards

(a)

(b)

(c)

At the beginning of each Performance Period, each Eligible Position is
assigned an “Incentive Award Opportunity” for each Performance Goal for
the Participants in that Eligible Position. The Audit and Ethics Committee
and CEO will jointly recommend the Incentive Award Opportunity for the
CCO to the Compensation Comumittee. Each Incentive Award Opportunity is
determined by the Compensation Committee (and subject to approval by the
Board) and is expressed as a percentage of base salary earned during the
Performance Period. The Incentive Award Opportunities include a threshold,
target, and maximum award for achieving commensurate levels of
performance of the respective Performance Goal.

Incentive Award Opportanities for each Performance Period are set forth in
Table 1, which is attached as Appendix C. Table 1 will be revised each
Performance Period to set forth the Incentive Award Opportunities for that
Performance Period as soon as administratively practicable after approval of
the Incentive Award Opportunities by the Board for such Performance
Pertod, and such revised Table 1 will be attached as Appendix C.

Actual “Performance Incentive Awards” are the amounts that are actually
awarded to Participants for the respective Performance Period. Actual
Performance Incentive Awards will range from zero (if a Participant
performs below threshold on all Performance Goals or, pursuant to Section
5.11(c) Net Returns of the Total Endowment Assets are below a negative
14.01% at the end of the Performance Period for which Performance
Incentive Awards are being determined) to the maximum Incentive Award
Opportunity (if a Participant performs at or above maximum on all
Performance Goals) depending on performance relative to objectives;
provided that, pursuant to Section 5.11(d), actual Performance Incentive

Awards for Affected Participants may exceed the maximum Incentive Award
Opportunity if the Net Retumns of the Total Endowment Assets exceed a

UTIMCO Compensation Program Page 7
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(d)

(e)

()

(g)

positive 20.0% at the end of the Performance Period for which Performance
Incentive Awards are being determined. Awards are capped at maximum
levels regardless of whether a Participant exceeds the stated maximum
Performance Goals.

Following the end of each Performance Period, the Compensation Committee
will review the actual performance of each Participant against the
Performance Goals of the respective Participant and determine the
Participant’s level of achievement of his or her Performance Goals. The
Compensation Committee will seek, and may rely on, the independent
confirmation of the level of Performance Goal achievement from an external
investment consultant to evaluate Entity Performance and Asset
Class/Investment Type Performance. The CEO will submit a written report
to the Compensation Committee, which documents the Participant’s
performance relative to the Participant’s Performance Goals set at the
beginning of the Performance Period, and upon which the Compensation
Committee may rely in evaluating the Participant’s performance. The Audit
and Ethics Committee and the CEO will jointly determine the CCQ’s Ieve] of
achievement relative to the CCQO’s Performance Goals. The Board will
determine the CEO’s level of achievement relative to the CEO’s Performance
Goals.

Performance Incentive Awards will be calculated for each Participant based
on the percentage achieved of each Performance Goal, taking into account
the weightings for the Participant’s Entity Performance, Asset
Class/Investment Type Performance, and Qualitative Performance Goals and
each Participant’s Incentive Award Opportunity; provided that, Performance
Incentive Awards of Affected Participants will be (i} increased if the Net
Returns of the Total Endowment Assets exceed a positive 20.0% at the end of
the Performance Period for which Performance Incentive Awards are being
determined and (ii) decreased if the Net Returns of the Total Endowment
Assets are below a negative 5.0% at the end of the Performance Period for
which Performance Incentive Awards are being determined, all pursuant to

Section 5.11. The methodology for calculating Incentive Award

Opportunities and Performance Incentive Awards is presented on Appendix
A. Performance Incentive Awards will be interpolated in a linear fashion
between threshold and target as well as between target and maximum.

Within 1[50 days following the end of a Performance Period, the
Compensation Committee will review all Performance Incentive Award
calculations, based on the certification of its advisors, and make any changes
it deems appropriate. The Compensation Committee will submit its
recommendations to the Board for approval. Subject to the provisions of
Section 7.1, the Board will approve Performance Incentive Awards.

Following the approval of a Performance Incentive Award by the Board, each
Participant will be notified as to the amount, if any, of his or her Performance
Incentive Award as well as the terms, provisions, conditions, and limitations

UTIMCO Compensation Program Page 8
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5.6.

of the Nonvested Deferred Award portion of such Performance Incentive
Award.

Form and Timing of Payouts of Performance Incentive Awards

Except as provided in Sections 5.11 and 5.12, Approved Performance Incentive

Awards will be paid as follows:

(@)

(b)

Seventy-percent—of Subject to the Applicable Deferral Percentage of an
Eligible Position as documented in Table 1, which is attached as Appendix C,
the Performance Incentive Award will be paid to the Participant (“Paid
Performance Incentive Award”) within 150 days of the completion of the
Performance Period on a date selected in the discretion of UTIMCO and in
no event later than the last day of the calendar year in which the Performance
Period ends, and

Thirty-percent-of-An _amount of the Performance Incentive Award for an
Eligible Position equal to the Applicable Deferral Percentage set forth on
Table 1 thePerformaneeIncentive-Award-will be treated as a “Nonvested
Deferred Award” subject to the terms of Section 5.7 and paid in accordance
with that Section._ Table 1 will be revised each Performance Period to set

forth any Applicable Deferral Percentage for each Eligible Position as soon

as_administratively practicable after approval of the deferral percentages by
the Board for such Performance Period and such revised Table 1 will be

attached as Appendix C.

5.7. Nonvested Deferred Awards

(a)

For each Performance Period, a hypothetical account on UTIMCO’s books
(“Nonvested Deferred Award Account”) will be established for each
Participant. As of the date that the corresponding Paid Performance
Incentive Award is paid to the Participant, each Participant’s Nonvested
Deferred Award for a Performance Period will be credited to his or her
Nonvested Deferred Award Account established for that Performance Period;
provided, however, that, in the case of any Participant whe-is-net-empleved
by-UTIMEOwhose Nonvested Deferred Award has been forfeited pursuant to
Section 5.10(a) or Section 5.12 on the date such Nonvested Deferred Award
would be so credited to his or her Nonvested Deferred Award Account, such
Nonvested Deferred Award will not be credited to such Participant’s
Nonvested Deferred Award Account—but-will-instead-be—forfeited: The
Nonvested Deferred Award Accounts will be credited (or debited) monthly
with an amount equal to the net investment returns of the Total Endowment
Assets (“Net Returns”) for the month multiplied by the balance of the
respective Participant’s Nonvested Deferred Award Account(s) as of the last
day of the month. When the Nonvested Deferred Award is initially credited
to the Nonvested Deferred Award Account, the Nonvested Deferred Award
Account will be credited (or debited) with Net Returns for the month of the
initial credit of a Nonvested Deferred Award, but the Net Returns will be
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(b)

prorated to reflect the number of days of the month during which the amounts
were credited to the Nonvested Deferred Award Account. Participants are
not entitled to their Nonvested Deferred Award Accounts unless and until
they become vested in those accounts in accordance with Section 5.7(b).

; nless a Participant’s Nonvested

Deferred Award has been forfeited pursuant to Section 5.10(a) or Section
3.12, such Participant will become vested in, and entitled to payment of, his

or her Nonvested Deferred Award Account for each respective Performance
Period according to the following schedule:

{1} On the first anniversary of the last day of the Performance Period for
which the Nonvested Deferred Award was earned, one third of the
amount then credited to the Participant’s Nonvested Deferred Award
Account for that Performance Period will be vested and paid to the
Participant.

(2) On the second anniversary of the end of the Performance Period for
which the Nonvested Deferred Award was earned, one half of the
amount then credited to the Participant’s Nonvested Deferred Award
Account for that Performance Period will be vested and paid to the
Participant.

(3) On the third anniversary of the end of the Performance Period for which
the Nonvested Deferred Award was earned, the remaining amount then
credited to the Participant’s Nonvested Deferred Award Account for
that Performance Period will be vested and paid to the Participant.

(4) Nonvested Deferred Award Accounts payable under the above
paragraphs of this Section 5.7(b) will be paid on a date selected in the
discretion of UTIMCO after the applicable portion of any such
Nonvested Deferred Award Account becomes vested and in no event
later than the last day of the calendar year in which the applicable
portion of such Nonvested Deferred Award Account becomes vested.

5.8. Performance Measurement Standards

(a)

Entity Performance

(1) Entity Performance for purposes of the Performance Incentive Plan is
the performance of the Total Endowment Assets (weighted at 85%) and
the Intermediate Term Fund (weighted at 15%).

(2) The performance of the Total Endowment Assets is measured based on
the TEA’s performance relative to the TEA Policy Portfolio Return
(TEA benchmark).
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(3)

(4)

The performance of the Intermediate Term Fund will be measured
based on the performance of the ITF relative to the ITF Policy Portfolio
Return (ITF benchmark). The performance standards related to the
Intermediate Term Fund for the Performance Period beginning July 1,
2006, are reflected in Table 2 on Appendix D. Performance standards
related to the ITF for each Performance Period beginning after June 30,
2008, will be set forth on a revised table for each such Performance
Period and set forth on Appendix D as soon as administratively
practicable after such standards are determined. Performance of the
Intermediate Term Fund is measured net of fees, meaning performance
is measured after factoring in all administrative and other fees incurred
for managing the ITF.

Except as provided in Section 5.9, performance of the Total
Endowment Assets (based on the TEA benchmark) and the
Intermediate Fund (based on the ITE benchmark) will be measured
based on a three-year rolling historical performance of each such fund.

(b) Asset Class/Investment Type Performance

(D

@

Asset Class/Investment Type Performance is the performance of
specific asset classes and investment types within the Total Endowment
Assets and the Intermediate Term Fund (such as developed country,
private investments, etc.) based on the standards set forth in this Section
5.8(b). Except as provided in paragraph (2) below and Section 5.9,
Asset Class/Investment Type Performance will be measured relative to
the appropriate benchmark based on three-year rolling historical
performance.  Performance standards for each asset class and
investment type will vary depending on the ability to cutperform the
respective benchmark. The benchmarks for each asset class and
investment type, as well as threshold, farget, and maximum
performance standards in effect during the three-vear rolling historical
period, culminating with the currentfer—the Performance Period,
beginning-July-1-2006;-i5 are set forth on Table 2, which is attached as
Appendix D. Table 2 will be revised, as necessary, for subseguent
Performance Periods to reflect new Fhe-benchmarks, for-each—asset
el&ss—aaé—mves%meﬂt—ﬁ:pe—as well as threshold, target, and maximum
performance standards, in effect during the three-vear rolling historical
period, culminating with the subsequent Performance Period.fer
Performanee-Periods besinning-afterJune-30,-2009will-be-set-forth-in
a-revised-table-for-eachsueh-PerformancePeriod-in which event, such
revised table will be attached as Appendix D as soon as
administratively practicable after the change in such benchmarks and
standards necessitating such change are set;-and-suchrevised-table—will

be-attached-as-AppeadixD-

Performance for private investments is calculated differently from other
asset classes and investment types due to its longer investment horizon

UTIMCO Compensation Program Page 11

| 07/01/008



and illiquidity of assets. Except for private investments in Real Estate,
performance of private investments is determined based on the
performance of partnership commitments made since 2001 based on
internal rates of return (IRR’s) relative to the respective Venture
Economics benchmarks. Performance of private investments in Real
Estate will be determined based on the performance of partnership
commitments made relative to a NACRIEF Custom Index benchmark.

{c) Qualitative Performance

(O The level of a Participant’s Qualitative Performance will be measured
by the CEO (in the case of the CCO, jointly by the Audit and Bthics
Committee and the CEO), subject to approval by the Compensation
Comimittee, based on the level of attainment (below threshold,
threshold, target, or maximum) of the Participant’s Qualitative
Performance Goals for the Performance Period.

(2) For purposes of determining the level of attainment of each
Participant’s Qualitative Performance Goals for the Performance
Period, the Participant will have attained below threshold level if he
or she fails to successfully complete at least 50% of his or her
Qualitative Performance Goals for that Performance Period, threshold
level if he or she successfully completes 50% of his or her Qualitative
Performance Goals for that Performance Period, target level if he or
she successfully completes 75% of his or her Qualitative Performance
Goals for that Performance Period, and maximum level if he or she
successfully completes 100% of his or her Qualitative Performance
Goals for that Performance Period (with interpolation for levels of
attainment between threshold, target, and maximum).

(3) In determining the percentage of successful completion of a
Participant’s Qualitative Performance Goals, the CEO, and in the case
of the CCO, the Audit and Ethics Committee (in the initial
determination) and the Compensation Committee (in its review of the
attained levels for approval) need not make such determination based
solely on the number of Qualitative Performance Goals successfully
completed but may take into account the varying degrees of
importance of the Qualitative Performance Goals, changes in the
Participant’s employment duties occurring after the Qualitative
Performance Goals are determined for the Performance Period, and
any other facts and circumstances determined by the CEQ, and in the
case of the CCO, the Audit and Ethics Committee, or Compensation
Committee (as applicable) to be appropriate for consideration in
evaluation of the level of achievement of the Participant’s Qualitative
Performance Goals for the Performance Period.

5.9. Modifications of Measurement Period for Measuring Entity and Asset
Class/Investment Type Performance Goals
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(a) Although generally Entity Performance and most Asset Class/Investment

Type Performance are measured based on three-year rolling historical
performance, newly hired Participants will be phased into the Performance
Incentive Plan so that Entity Performance and Asset Class/Investment Type
Performance are measured over a period of time consistent with each
Participant’s tenure at UTIMCO. This provision ensures that a Participant is
measured and rewarded over a period of time consistent with the period
during which he or she influenced the performance of the entity or a
particular asset class and investment type. In the Performance Period in
which a Participant begins participation in the Performance Incentive Plan,
the Entity Performance and Asset Class/Investment Type Performance
components of the Incentive Award Opportunity will be based on one full
year of historical performance (i.e., the performance for the Performance
Period during which the Participant commenced Performance Incentive Plan
participation). During a Participant’s second year of Performance Incentive
Plan participation, the Entity Performance and Asset Class/Investment Type
Performance components of the Incentive Award Opportunity will be based
on two full years of historical performance. In the third year of a
Participant’s Performance Incentive Plan participation and beyond, the
Entity and Asset Class/Investment Type Performance components of the
Incentive Award Opportunity will be based on the three full years of rolling
historical performance.

(be)

For purposes of measuring Entity and Asset Class/Investment Type
Performance, the three-year historical performance cycle will not be utilized
for any specific asset class and investment type (or subset of an asset class
and investment type) until that asset class and investment type (or subset of
that asset class and investment type) has three years of historical performance
as part of the Performance Incentive Plan and, until that time, the actual years
(full and partial) of historical performance of that asset class and investment
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(de)

(ed)

type (or subset of that asset class and investment type) while part of the
Performance Incentive Plan will be used as the measurement period.

For purposes of measuring Entity and Asset Class/Investment Type
Performance of an asset class and investment type (or subset of an asset class
and investment type) that is removed from the Performance Incentive Plan
prior to completion of the then in-progress three-year historical performance
cycle, the three-year historical performance cycle will not be utilized for that
removed asset class and investment type (or subset of an asset class and
investment type), but instead the actual number of full months that the
removed asset class and investment type was part of the Performance
Incentive Plan during the then in-progress three-year historical performance
cycle will be used as the measurement period.

For purposes of measuring Asset Class/Investment Type Performance for a
particular Participant of an asset class and investment type (or subset of an
asset class and investment type) that is removed from or added to the
Participant’s responsibility during the then in-progress three-year historical
performance cycle, the three-year historical performance cycle will not be
utilized for that removed or added asset class and investment type (or subset
of an asset class and investment type), but instead the actual number of full
months that the removed or added asset class and investment type was part of
the Participant’s responsibility during the then in-progress three-year
bistorical performance cycle will be used as the measurement period for
evaluating the Asset Class/Investment Type Performance with respect to such
Participant.

5.10. Termination Provisions

(a)

&

Except as otherwise provided in this Section 5.10, any Participant who ceases
to be a Participant (either because of tTermination of employment with
UTIMCO or for any other reason stated in Section 5.3(c)) prior to the end of
a Performance Period will not be eligible to receive payment of any
Performance Incentive Award for that or any subsequent Performance
Periods. In addltzon a Partlc1pant %H—eﬂl—)heeﬂmwe%—vest—m—%mte&wd

3 % 8 : \ and-will forfeit
any Nonvested Deferred Awards at such Parucmant s Voluntary

tTermination ef-empleyment—with UITIMCOQor Involuntary Termination for
Cause._Further, upon Involuntary Termination for reasons other than Cause,
the amount in the Nonvested Deferred Award Accounts of such terminated
individual will vest immediately and be paid on a date selected by UTIMCO

and in_no event later than the last day of the calendar vear in which such
Termination occurs.

]
- (T

If a Participant ceases to be a Participant in the Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because his or
her employment position is no longer an Eligible Position (but such employee
continues to be employed with UTIMCO), such Participant’s Performance
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(©)

@

(e)

Incentive Award for the current Performance Period, if any, will be
calculated on a prorated basis from the first day of the Performance Period to
the Performance Measurement Date immediately preceding or, if applicable,
coinciding with the date the Participant ceases to be in an Eligible Position,
and such individual will not be entitled to any Performance Incentive Awards
for any Performance Period thereafter (unless he or she again becomes a
Participant in accordance with Sections 5.3(a) and (b)). All Nonvested
Deferred Awards of such individual continue to vest and be paid subject to
the provisions of Section 5.7(b).

If a Participant ceases to be a Participant in the Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because his or
her employment with UTIMCO terminates due to death or Disability, the
Participant’s Performance Incentive Award for the Performance Period in
which £Termination occurs, in lieu of any other Performance Incentive Award
under the Performance Incentive Plan, will be paid at target on a prorated
basis from the first day of the Performance Period to the Performance
Measurement Date immediately preceding or, if applicable, coinciding with
the date of the Participant’s death or Disability, and such individual will not
be entitled to any Performance Incentive Awards for any Performance Period
thereafter (unless he or she again becomes a Participant in accordance with
Sections 5.3(a) and (b)). All Nonvested Deferred Award Accounts of such
terminated individual will vest immediately and be paid on a date selected in
the discretion of UTIMCO and in no event later than the last day of the
calendar year in which such termination occurs. Payments under this
provision will be made to the estate or designated beneficiaries of the
deceased Participant or to the disabled Participant, as applicable.

If a Participant ceases to be a Participant in the Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because he or
she commences a leave of absence, such Participant’s Performance Incentive
Award for the current Performance Period, if any, will be calculated on a
prorated basis from the first day of the Performance Period to the
Performance Measurement Date immediately preceding or coinciding with
the date the Participant commences such leave of absence, and such
individual will not be entitled to any Performance Incentive Awards for any
Performance Period thereafter (unless he or she again becomes a Participant
in accordance with Sections 5.3(a) and (b)). All Nonvested Deferred Awards
of such individual continue to vest and be paid subject to the provisions of
Section 5.7(b}.

In the case of any Participant who ceases to be a Parficipant in the
Performance Incentive Plan prior to the end of Performance Period and is
entitled to a Performance Incentive Award or a prorated Performance
Incentive Award under this Section 5,10, such Performance Incentive Award
will be calculated at the time and in the manner provided in Section 5.5 and
Appendix A and paid in accordance with Section 5.6 and will not be
calculated or paid prior to such time.
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S5.11 Extraordinary Circumstances.

Noiwithstanding anvthing in this Plan to the contrary. the timing and amount of

Performance Incentive Awards of each Participani holding an Eligible Position

listed on Table 3, which is attached as Appendix E (each, an ‘“Affected

Participant™), are subject to automatic adjustment as follows:

(a)

If the Net Returns of the Total Endowment Assets are negative at the end of

()

the Performance Period for which Performance Incentive Awards are being
determined, (i) an amount otherwise equal to the Paid Performance Incentive
Award attributable to such Performance Period for each Affected Participant
will be treated as an “Extraordinary Nonvested Deferral Award” for such
Affected Participant that is subject to forfeiture in the same manner and for
the same reasons as Nonvested Deferral Awards pursuant to Section 5.10(a),
(i) a separate hypothetical account for such Affected Participant will be
established on UTIMCO’s books (“Extraordinary Nonvested Deferral Award
Account™), which will be (1) credited with such Affected Participant’s
Extraordinary Nonvested Deferral Award and (2) credited (or debited)
monthly with Net Returns of the Total Endowment Assets on the same dates
and in the same manner as applies_to Nonvested Deferral Award Accounts
pursuant _to Section 5.7(a), and (iii) unless such Affected Participant’s
Extraordinary Nonvested Deferral Award has been_forfeited pursuant to
Section 5.10(a) or Section 5.12, such Affected Participant will become vested
in, and entitled to_payment of, the amount of his or her Extraordinary
Nonvested Deferral Award Account on the first anniversary of the last day of
such Performance Period: provided that upon the death, Disability or
Involuntary Termination of an Affected Participant for reasons other than
Cause, the amount in the Extraordinary Nonvested Deferral Award Account
of such Affected Participant will vest immediately and be paid (to the
Affected Participant or, in the case of death, to the estate or designated
beneficiaries of the deceased Affected Participant) on_a date selected by
UTIMCO and in no event later than the last day of the calendar year in which
such Termination occurs; provided, further, that nothing in this clause (a)
shall affect the vesting and payment of Nonvested Deferral Awards to any

Affected Participant;

If the Net Returns of the Total Endowment Assets since the end of the

Performance Period for which Performance Incentive Awards are being
determined are a negative 10.00% or below (measured as of the most recent
month-end for which performance data are available) on the date the Board
approves the Performance Incentive Award for an Affected Participant, an
amount otherwise equal to such Affected Participant’s Paid Performance
Incentive Award attributable to such Performance Period will also be treated
as an_“Extraordinary Nonvested Deferral Award” for such Affected
Participant that is subject to clause (a) above; provided that nothing in this
clause (b) shall affect the vesting and payment of Nonvested Deferral Awards

to any Affected Participant;
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{(c) If the Net Returns of the Total Endowment Assets at the end of the

Performance Period for which Performance Incentive Awards are being
determined are below a negative 5.00%, the Performance Incentive Award
for each Affected Participant for that Performance Period (calculated
pursuant {0 Section 5.5 above) will be reduced by 10% for each percentage
point (or portion thereof) of Net Returns below a negative 5.00%. such that
the Performance Incentive Award for each such Affected Participant will be
eliminated in the event of negative Net Returns below 14.00% (e.g., negative
Net Returns of 5.01% will result in the Performance Incentive Award for
such Affected Participant being reduced by 10%. negative Net Returns of
6.01% will result in the Performance Incentive Award for such Affected
Participant being reduced by 20%, and so forth);

(@) If the Net Returns of the Total Endowment Assets ai the end of the

Performance Period for which Performance Incentive Awards are being
determined are in excess of a positive 20.00%, the Performance Incentive
Award for each Affected Participant for that Performance Period (calculated
pursuant to Section 5.5 above) will be increased by 10% for each percentage
point (or portion thereof) of positive Net Returns in excess of 20.00%
(subject to an overall increase limit of 100%), such that the increase in
Performance Incentive Award for such Affected Participant will be capped at
100% for positive performance in excess of 29.00% (e.g., positive Net
Returns of 20.01% will result in the Performance Incentive Award for such
Affected Participant being increased by 10%, positive Net Returns of 21.01%

will result in the Performance Incentive Award for such Affected Participant
being increased by 20%. and so forth): and

{e) Table 3, which is attached as Appendix E, will be revised each Performance

Period to identify the Eligible Positions whose Performance Incentive
Awards are subject to automatic adiustment as to timing and amount pursuant
to clauses (a)-(d) above as soon as administratively practicable after approval
by the Board and such revised Table 3 will be attached as Appendix E.

5.12, Recovery of Performance Incentive Awards

Notwithstanding anvthing in this Plan to the contrary, if the Board (in its sole
discretion, but acting in good faith) determines (a) that a Participant has engaged
in willful misconduct that materially disrupts, damages, impairs or interferes with
the business, reputation or employee relations of UTIMCO or The University of
Texas System, such Participant will not be entitled to any Performance Incentive
Awards for the Performance Periods during which the Board determines such
misconduct occurred, or (b) that a Participant has engaged in fraudulent
misconduct that caused or contributed to a restatement of the investment results
upon_which such Participant’s Performance Incentive Awards were determined
by knowingly falsifying any financial or other certification, knowingly providing

false information relied upon by others in a financial or other certification, or
engaging in other fraudulent activity, or knowingly failing to report anv such
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fraudulent misconduct by others in accordance with UTIMCO’s Employee
Handbook, such Participant will not be entitled to any Performance Incentive
Awards for the Performance Periods for which investment results were so
restated. _To the extent a Participant has been awarded Performance Incentive
Awards to which he or she is entitled as a result of clause (a) or (b) above,
Performance Incentive Awards shall be recovered by UTIMCO pursuant to the
following remedies in the order listed: first, such Participant’s Nonvested
Deferred Awards and Exiraordinary Nonvested Deferred Awards will be
automatically forfeited; second, any Paid Performance Incentive Award not then
paid to such Participant will be withheld and_automatically forfeited; and third,
such Participant _must return to UTIMCO the remaining excess amount.
Recovery of Performance Incentive Awards to which a Participant is not entitled
pursuant to this Section 5.12 does not constitute a settlement of other claims that
UTIMCO may have against such Participant, including as a result of the conduct
giving rise to such recovery. Further, the remedies set forth above are in addition

to. and not in lieu of, any actions imposed by law enforcement agencies,
regulators or other authorities.

6. COMPENSATION PROGRAM AUTHORITY AND
RESPONSIBILITY

6.1. Board as Plan Administrator

6.2,

Except as otherwise specifically provided in this Compensation Program with
respect to powers, duties, and obligations of the Compensation Committee, the
Compensation Program will be administered by the Board.

Powers of Board

The Board has all powers specifically vested herein and all powers necessary or
advisable to administer the Compensation Program as it determines in its
discretion, including, without limitation, the authority to:

(1) Establish the conditions for the determination and payment of compensation

by establishing the provisions of the Performance Incentive Plan.

(2) Select the employees who are eligible to be Participants in the Performance

Incentive Plan.

(3) Delegate to any other person, committee, or entity any of its ministerial

powers and/or duties under the Compensation Program as long as any such
delegation is in writing and complies with the UTIMCO Bylaws.

7. COMPENSATION PROGRAM INTERPRETATION

7.1.  Board Discretion
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7.2,

7.3.

(a) Consistent with the provisions of the Compensation Program, the Board has
the discretion to interpret the Compensation Program and may from time to
time adopt such rules and regulations that it may deem advisable to carry out
the Compensation Program. All decisions made by the Board 1n selecting the
Participants approved to receive Performance Incentive Awards, including
the amount thereof, and in construing the provisions of the Compensation
Program, including without limitation the terms of any Performance
Incentive Awards, are final and binding on all Participants.

(b) Notwithstanding any provision of the Compensation Program to the contrary
and subject to the requirement that the approval of Performance Incentive
Awards that will result in an increase of 5% or more in the total Performance
Incentive Awards calculated using the methodology set out on Appendix A
must have the prior approval of the U.T. System Board of Regents, the Board
has the discretion and authority to make changes in the terms of the
Compensation Program in determining a Participant’s eligibility for, or
amount of, a Performance Incentive Award for any Performance Period
whenever it considers that circumstances have occurred during the
Performance Period so as to make such changes appropriate in the opinion of
the Board, provided, however, that any such change will not deprive or
eliminate an award of a Participant after it has become vested and that such
circumstances are recorded in the minutes of a meeting of the Board.

Duration, Amendment, and Termination

The Board has the right in its discretion to amend the Compensation Program or
any portion thereof from time to time, to suspend it for a specified period, or to
terminate it entirely or any portion thereof. However, if the Performance Incentive
Plan is suspended or terminated during a Performance Period, Participants will
receive a prorated Performance Incentive Award based on performance achieved
and base salary earned through the Performance Measurement Date immediately
preceding such suspension or termination. The Compensation Program will be in
cffect until suspension or termination by the Board; provided, however, that if the
Board so determines at the time of any suspension or termination of the
Performance Incentive Plan, Nonvested Deferred Awards credited to Participants’
Nonvested Deferred Award Account(s) as of the effective date of such suspension
or termination will continue to be administered under the terms of the Performance
Incentive Plan after any suspension or termination, except as the Board otherwise
determines in its discretion at the time of such suspension or termination.

Recordkeeping and Reporting

(a) All records for the Compensation Program will be maintained by the
Managing Director of Accounting, Finance, and Administration at UTIMCO.
Relative performance data and calculations will be reviewed by UTIMCO’s
external auditor before Performance Incentive Awards are finalized and
approved by the Board.
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7.4,

7.5.

7.6.

(b) UTIMCO will provide all Participants with a comprehensive report of the
current value of their respective Nonvested Deferred Award and
Extraordinary Nonvested Deferred Award Account Account balances,
including a complete vesting status of those batances, on at least a quarterly
basis.

Continued Employment

Nothing in the adoption of the Compensation Program or the awarding of
Performance Incentive Awards will confer on any employee the right to continued
employment with UTIMCO or affect in any way the right of UTIMCO to terminate
his or her employment at any time.

Non-transferability of Awards

Except for the rights of the estate or designated beneficiaries of Participants to
receive payments, as set forth herein, Performance Incentive Awards under the
Performance Incentive Plan, including both the Paid Performance Incentive Award
portion and the Nonvested Deferred Award portion, are non-assignable and non-
transferable and are not subject to anticipation, adjustment, alienation,
encumbrance, garnishment, attachment, or levy of any kind. The preceding
notwithstanding, the Compensation Program will pay any portion of a Performance
Incentive Award that is or becomes vested in accordance with an order that meets
the requirements of a “gualified domestic relations order” as set forth in Section
414(p) of the Internal Revenue Code and Section 206(d) of ERISA.

Unfunded Liability

(a) Neither the establishment of the Compensation Program, the award of any
Performance Incentive Awards, nor the creation of Nonvested Deferred
Awards Accounts will be deemed to create a trust. The Compensation
Program will constitute an unfunded, unsecured liability of UTIMCO to
make payments in accordance with the provisions of the Compensation
Program. Any amounts set aside by UTIMCO to assist it in the payment of
Performance Incentive Awards or other benefits under the Compensation
Program, including without limitation, amounts set aside to pay for
Nonvested Deferred Awards, will be the assets of UTIMCO, and no
Participant will have any security or other interest in any assets of UTIMCO
or the UT. Systemn Board of Regents by reason of the Compensation
Program.

(b) Nothing contained in the Compensation Program will be deemed to give any
Participant, or any personal representative or beneficiary, any interest or title
to any specific property of UTIMCO or any right against UTIMCO other
than as set forth in the Compensation Program.

7.7. Compliance with State and Federal Law
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7.8.

7.9.

No portion of the Compensation Program will be effective at any time when such
portion violates an applicable state or federal law, regulation, or governmental
order or directive.

Federal, State, and Local Tax and Other Deductions

All Performance Incentive Awards under the Compensation Program will be
subject to any deductions (1) for tax and withholding required by federal, state, or
Iocal law at the time such tax and withholding is due (irrespective of whether such
Performance Incentive Award is deferred and not payable at such time) and (2) for
any and all amounts owed by the Participant to UTIMCO at the time of payment of
the Performance Incentive Award. UTIMCO will not be obligated to advise an
employee of the existence of the tax or the amount that UTIMCO will be required
to withhold.

Prior Plan

(a) Except as provided in the following paragraphs of this Section 7.9, this
Compensation Program supersedes any prior version of the Compensation
Program (“Prior Plan™).

(b) All nonvested deferred awards under a Prior Plan will retain the vesting
schedule in effect under the Prior Plan at the time such awards were allocated
to the respective Participant’s account. In all other respects, as of the
Effective Date, those nonvested deferred amounts will (1) be credited or
debited with the Net Returns over the remaining deferral period in
accordance with Section 5.7(a), and (2) be subject to the terms and conditions
for Nonvested Deferred Awards under the Performance Incentive Plan as set
forth in this restated document.
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8. DEFINITION OF TERMS

8.1.  Affected Participant is defined in Section 5.11,

8.2. Applicable Deferral Percentage means. as to each Eligible Position, the

percentage set forth opposite such Eligible Position under the heading “Percentage
of Award Deferred” on Table 1. which is attached as Appendix C.

8:1:8.3.  Asset Class/Investment Type Performance is the performance of specific
asset classes and investment types within the Total Endowment Assets and the
Intermediate Term Fund (such as developed country, private investments, etc.)
based on the standards set forth in Section 5.8(b).

8.4. Board is the UTIMCO Board of Directors.

8.2.8.5. Cause means, as to any emplovee, that such employvee has committed (as
determined bv UTIMCO in its sole discretion) any of the following: (1) a
violation of anv securities law or any other law, rule or resulation:; (2) willful

conduct that reflects negatively on the public image of UTIMCO or the U.T.
Svystem: or (3) a breach of UTIMCC's Code of Ethics.

83.8.6.  Compensation Committee is the Compensation Committee of the UTIMCO
Board of Directors.

84:8.7. Compensation Program is defined in Section 1.

8:5:8.8.  Disability means a condition whereby a Participant either (1) is unable to
engage in any substantial gainful activity by reason of a medically determinable
physical or mental impairment that is expected either to result in death or to last
for a continuous period of not less than 12 months or (ii) is, by reason of a
medically determinable physical or mental impairment that is expected to last for
a continuous period of not less than 12 months, receiving income replacement
benefits for a period of not less than three months under a disability plan
maintained or contributed to by UTIMCO for the benefit of eligible employees.

8.6.8.9. Effective Date is defined in Section 1.

8:7%8.10. Eligible Position is defined in Section 5.3(a).

8:8:8.11. Entity Performance represents the performance of the Total Endowment
Assets and the Intermediate Term Fund (based on the measurement standards set
forth in Section 5.8(a)).

8.12. Extraordinary Nonvested Deferral Award is defined in Section 5.11.

8.13. Extraordinary Nonvested Deferral Award Account js defined in Section 5.12.

$:9:8.14. Incentive Award Opportunity is defined in Section 5.5(a).

$.18:8.15. Intermediate Term Fund or ITF is The University of Texas System (“U.T.
System”) Intermediate Term Fund established by the U.T. System Board of
Regents as a pooled fund for the collective investment of operating funds and
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other intermediate and long-term funds held by the U.T. System institutions and
U.T. System Administration. Performance of the Intermediate Term Fund is
measured net of fees, meaning performance is measured after factoring in all
administrative and other fees incurred for managing the Intermediate Term Fund.

8.16. Intermediate Term Fund Policy Portfolio Return is the benchmark return for
the Intermediate Term Fund policy portfolio and is calculated by summing the
neutrally weighted index returns (percentage weight for each asset class and
investment type multiplied by the benchmark return for the asset class and
investment type) for the various asset classes and investment types in the
Intermediate Term Fund policy portfolio for the Performance Period.

811.8.17. Involuntary Termination means, as to any person the Termination of such
person’s emplovment with UTIMCO wholly initiated by UTIMCO and not due to

such person’s implicit or explicit request, at a time when such person is otherwise
willing and able to continue to perform services for UTIMCO.

§:42-8.18. Net Returns is the investment performance return of the Total Endowment
Assets, net of fees. Net of fees factors in all administrative and other fees for
managing the Total Endowment Assets. The net investment return will be
calculated as follows:

Permanent University Fund Beginning Net Asset Value x  Permanent University Fund Net Investment Return
Total Endowment Beginning Net Asset Value
Plus

General Endowment Fund Beeinning Net Asset Value % General Endowment Fund Net Investment Return
Total Endowment Beginning Net Asset Value

§:13.8.19. Nonvested Deferred Award is defined in Section 5.6(b}.
8:14.8.20. Nonvested Deferred Award Account is defined in Section 5.7(a).
8:15.8.21. Paid Performance Incentive Award is defined in Section 5.6(a).

8:16-8.22. Participant is defined in Section 5.3(a).

8.17.8.23. Peer Group is a peer group of endowment funds maintained by the Board’s
external investment advisor that is comprised of all endowment funds with more
than 10 full-time employee positions, allocations to alternative assets in excess of
40%, and with assets greater than $2.5 billion, all to be determined as of the last
day of each of the three immediately preceding Performance Periods as set forth
on Appendix B; provided, however, that the Total Endowment Assets are
excluded from the Peer Group. The Peer Group will be updated from time to time
as deemed appropriate by the Board, and Appendix B will be amended
accordingly.

8.18.8.24. Performance Goals are defined in Section 5.4.

8-149:8.25. Performance Incentive Award is the component of a Participant’s total
compensation that is based on specific performance goals and awarded as current
income or deferred at the end of a Performance Period in accordance with Section
5 and Appendix A.
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8:28:8.26. Performance Incentive Plan is as defined in Section 1 and described more

fully in Section 5.

8.21.8.27. Performance Measurement Date is the close of the last business day of the

month.

£.22.8.28. Performance Period is defined in Section 5.2.
$-23.8.29, Prior Plan is defined in Section 7.9.
8.24.8.30. Salary Structure is described in Section 4.1.

8.31. Termination means. as to any person, a complete severance of the relationship of

emplover and emplovee between UTIMCO and such person.

8:25:8.32. Total Endowment Assets or TEA means the combination of the Permanent

University Fund and the General Endowment Fund, but does not include any
other endowment funds monitored by UTIMCO such as the Separately Invested
Fund. Performance of the Total Endowment Assets is measured net of fees,
meaning performance is measured after factoring in all administrative and other
fees incurred for managing the Total Endowment Assets.

8.33. Total Endowment Assets Policy Portfolio Return is the benchmark return for

8.34.

the Total Endowment Assets policy portfolio and is calculated by summing the
neutrally weighted index returns (percentage weight for each asset class and
investment type multiplied by the benchmark return for the asset class and
investment type) for the various asset classes and investment types in the Total
Endowment Assets policy portfolio for the Performance Period.

Voluntary _Terminations means, as to_any person, the Termination of such

person’s emplovment with UTIMCO not resulting from an Involuntary
Termination.
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Performance Incentive Award Methodology

Appendix A

Performance Incentive Award Methodology

(for Performance Periods beginning on or after July 1, 2008)

Determine “Incentive Award Opportunities” for Each Pariicipanﬁ:l

Step 1.

Step 2.

Step 3.

Identify the weights to be allocated to each of the three Performance Goals
for each Participant’s Eligible Position. The weights vary for each Eligible
Position each Performance Period and are set forth in Table 1 on Appendix
C for the applicable Performance Period. The total of the weights ascribed
to the three Performance Goals must add up to 100% for each Participant.
For example, Table 1 on Appendix C may reflect for a Performance Period
for the CEO that the weight allocated to the Entity Performance Goal is
60%, the weight allocated to the Asset Class/Investment Type Performance
Goal is 0%, and the weight allocated to the Individual Performance Goal is
40%.

Identify the percentage of base salary for the Participant’s Eligible Position
that determines the Performance Incentive Award for achievement of the
Threshold, Target, and Maximum levels of the Performance Goals. The
percentages vary for each Eligible Position each Performance Period and
are set forth in Table | on Appendix C for the applicable Performance
Period. For example, Table 1 on Appendix C may show that for a
Performance Period the applicable percentages for determining the
Performance Incentive Award for the CEO are 50% of his or her base
salary for achievement of Threshold level performance of all three
Performance Goals, 100% of his or her base salary for achievement of
Target level performance of all three Performance Goals, and 200% of his
or her base salary for achievement of Maximum level performance of all
three Performance Goals.

Calculate the dollar amount of the potential Threshold, Target, and
Maximum awards (the “Tncentive Award Opportunities”) for each
Participant by multiplying the Parficipant’s base salary for the Performance
Period by the applicable percentage (from Step #2 above). For example,
assuming the CEO has a base salary of $575,000 for a Performance Period,
based on the assumed percentages set forth in Step #2 above, the CEO will
be eligible for a total award of $287,500 (50% of his or her base salary) if
he or she achieves Threshold level performance of all three Performance
Goals, $575,000 (100% of his or her base salary) if he or she achieves

! These Incentive Award Opportunities represent amounts that each Participant will be awarded if he or she
achieves his or her Performance Goals at varying levels and are calculated at the beginning of each
Performance Period or, if later, the date such Participant commences participation in the Performance Incentive

Plan.
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Step 4.

Step 5.

Target level performance of all three Performance Goals, and $1,150,000
(200% of his or her base salary) if he or she achieves Maximum level
performance of all three Performance Goals.

Because a Participant may achieve different levels of performance in
different Performance Goals and be eligible for different levels of awards
for that achievement (e.g., he or she may achieve Target performance in the
Entity Performance Goal and be eligible to receive a Target award for that
goal and achieve Maximum performance in the Qualitative Performance
Goal and be eligible to receive a Maximum award for that Performance
Goal), it is necessary to determine the Incentive Award Opportunity of the
Threshold, Target, and Maximum award for each separate Performance
Goal (and, because achievement of the Entity Performance Goal is
determined in part by achievement of the Total Endowment Assets and in
part by achievement of the Intermediate Term Fund, a Threshold, Target,
and Maximum Incentive Award Opportunity separately for the TEA and
the ITF must be determined). This is done by multiplying the dollar
amount of the Threshold, Target, and Maximum awards for the
performance of all three Performance Goals calculated in Step #3 above for
the Participant by the weight allocated for that Participant to the particular
Performance Goal (and, further, by multiplying the Incentive Award
Opportunity for the Entity Performance by the weight ascribed to
achievement of the Total Endowment Assets (85%) and by the weight
ascribed to achievement of the Intermediate Term Fund (15%)).

After Steps #3 and #4 above are performed for each of the three levels of
performance for each of the three Performance Goals, there will be 12
different Incentive Award Opportunities for each Participant. For example,
for the CEO (based on an assumed base salary of $575,000, the assumed
weights for the Performance Goals set forth in Step #1 above, and the
assumed percentages of base salary for the awards set forth in Step #2
above), the 12 different Incentive Award Opportunities for achievement of
the Performance Goals for the Performance Period are as follows:
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Incentive Award Opportunities for CEO
(based on assumed base salary of $575,000)

Performance Goal Weight Threshold Level | Target Level Maximum Level
| Award Award Award
Entity (TEA v. TEA S31% $146,625 $293,250 $586,500
Policy Portfolio Return (.85 x .60}
Entity (ITF v. ITF Policy | 9.0% (.15 x .60) $25,875 $51,750 $103,500
Portfolio Return)
Asset Class/Investment 0% $0 $0 $0
Type
Qualitative 40% $115,000 $230,000 $460,0600
Total 100% $287.,500 $575,000 $1,150,000
(50% of salary)} (100% of {200% of salary)
‘ salary)

H.

Step 6.

Step 7.

Step 8.

Calculate Performance Incentive Award for Each Participanf;z

Identify the achievement percentiles or achieved basis points that divide the
Threshold, Target, and Maximum levels for each Performance Goal.
These divisions for the level of achievement of the Entity and Asset
Class/Investment Type Performance Goals are set forth in the table for the
applicable Performance Period as set forth on Appendix D. The
measurement for the level of achievement (i.e., Threshold, Target, or
Maximum) for the Qualitative Performance Goal is initially deterrnined
each Performance Period by the Participant’s supervisor, if any, (in the case
of the CCO, jointly by the Audit and Ethics Committee and the CEO), and
then is approved (or adjusted) by the Compensation Committee as it deems
appropriate in its discretion. If the Participant has no supervisor, the
measurement for the level of achievement for the Qualitative Performance
Goal is determined each Performance Period by the Compensation
Committee. The Board will determine the CEO’s level of achievement
relative to the CEQ’s Performance Goals.

Determine the percentile or basis points achieved for each Performance
Goal for each Participant using the standards set forth in Sections 5.5 and
5.8 of the Compensation Program, as modified in Section 5.9. Determine
the level of achievement of each Participant’s Qualitative Performance
Goal.

Calculate the amount of each Participant’s award attributable to each
Performance Goal by identifying the Incentive Award Opportunity amount
for each Performance Goal (e.g., as assumed and set forth for the CEO in
the table in Step #5 above) commensurate with the Participant’s level of
achievement for that Performance Goal (determined in Steps #6 and #7

2 In the event that the Net Returns of the Total Endowment Assets at the end of the Performance Period for

which Performance Incentive Awards are being determined are below a negative 14.0%, steps 6 through 14

need not be followed with respect 1o Affected Participants when calculating Performance Incentive Awards for

that Performance Period,
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Step 9.

Step 10.

above). An award for achievement percentiles in between the stated
Threshold, Target, and Maximum levels is determined by linear
interpolation. For example, if +100 bps of the TEA benchmark portion of
the Total Endowment Assets portion of the Entity Performance Goal has
been achieved, that +100 bps is between the Target (+75bps) and the
Maximum (+150bps) levels, so to determine the amount of the award
attributable to +100 bps of achievement of the TEA benchmark portion of
the Total Endowment Assets portion of the Entity Performance Goal,
perform the following steps: (1) subtract the difference between the dollar
amounts of the Target and Maximum Incentive Award Opportunities for
the Participant (e.g., for the CEO, as illustrated in the table in Step #5, the
difference is $293,250 ($586,500-$293,250)); (ii} divide 25 (the bps
difference between the Target level of +75 bps and the attained level of
+100 bps) by 75 (the bps difference between the Target level and
Maximum level) to get the fraction 25/75 to determine the pro rata portion
of the difference between Target and Maximum actually achieved; (iii)
multiply the amount determined in the preceding Step (1) by the fraction
determined in the preceding Step (i) ($293,250 x 25/75 = $97,750); and
(iv) add the amount determined in the preceding Step (iii) to the Target
Incentive Award Opportunity for the Participant to get the actual award for
the Participant attributable to each Performance Goal ($97,750 + $293,250
= $391,000).

In determining the Asset Class/Investment Type Performance portion of an
award for a Performance Period for each Participant who is responsible for
more than one asset class and investment type during that Performance
Period, first, the Participant’s attained level of achievement (i.e., Below
Threshold, Threshold, Target, or Maximum) is determined for each asset
class and investment type for which such Participant is responsible by
comparing the actual performance to the appropriate benchmark for the
asset class and investment type, then, the award is calculated for the
determined level of achievement for each such asset class and investment
type by multiplying the award commensurate with the level of achievement
by the weight assigned to the Asset Class/Investment Type Performance
Goal for such Participant; then, the various asset classes and investrnent
types for which the Participant is responsible are assigned a pro rata weight
(i.e., the assels in such asset class and investment type relative to the total
assets under such Participant’s responsibility); then, each determined award
for a separate asset class and investment type is multiplied by the weight
for that asset class and investment type; and, finally, the weighted awards
are totaled to produce the Parlicipant’s award attributable to Asset
Class/Investment Type Performance.

In determning the award attributable to the Entity Performance Goal,
achievement of the Total Endowment Assets portion of the Entity
Performance Goal (and the commensurate award) is weighted at 85% (and
then multiplied by the weight assigned to the Entity Performance Goal for
the Participant), and achievement of the Intermediate Term Fund portion of
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Step 11.

Step 12.

Step 13.

Step 14.

the Entity Performance Goal (and commensurate award) is weighted at
15% (and then multiplied by the weight assigned to the Entity Performance
Goal for the Participant). For example, assuming a base salary of
$575,000, if the CEO achieved the Target level (+75 bps) of the TEA
benchmark portion of the Total Endowment Assets portion of the Entity
Performance Goal, and achieved the Maximum level (+100 bps) of the
Intermediate Term Fund portion of the Entity Performance Goal, he or she
would have earned an award of $396,750 for his or her level of
achievement of the Entity Performance Goal as follows: $293,250 for
Target level of achievement of the TEA benchmark portion of the TEA
portion of Entity Performance Goal (.85 x .60 x $575,000) plus $103,500
for Maximum level of achievement of the ITF portion of the Entity
Performance Goal (.15 x .60 x $1,150,000).

No award is given for an achievement percentile below Threshold, and no
award above the Maximum award is given for an achievement percentile
above the Maximum level.

Subject to any applicable adjustment in Step #13 below, add the awards
determined in Steps #8, #9, and #10 above for each Performance Goal (as
modified by Step #11) together to determine the total amount of the
Participant’s Performance Incentive Award for the Performance Period.

In the case of any Participant who becomes a Participant in the
Performance Incentive Plan after the first day of the applicable
Performance Period, such Participant’s Performance Incentive Award
(determined in Step #12) will be prorated to reflect the actual portion of the
Performance Period in which he or she was a Participant. In the case of a
Participant who ceases to be a Participant prior to the end of a Performance
Period, his or her entitlement to any Performance Incentive Award is
determined under Section 5.10 and, in the case of such entitlement, such
Participant’s Performance Incentive Award, if any, will be prorated and
adjusted as provided in Section 5.10.

In the case of anv Affected Participant, such Affected Participant’s

Performance Incentive Award calculated pursuant to Steps #1 through #13

above shall be multiplied by the appropriate factor set forth in the following
charges:
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When Net Returns of Total Endowment Assets are below negative 5.0%:

Actual Negative Net Returns

(Rounded to Nearest
One-Hundredth Decimal) Factor

5.01 - 6.00
6.01 -7.00
7.01 - 8.00
8.01 -9.00
9.01 - 10.00
10.01 - 11.00
11.01 - 12.00
12.01 -13.00
13.01 - 14.00
14.01 and Below

lo =l i s lnlov e o

When Net Returns of Total Endowment Assets are in excess of positive 20.0%:

Actual Positive Net Returns

(Rounded to Nearest
One-Hundredth Decimal) Factor
20.01 - 21.00 1
21.01 -22.00 12
22.01 - 23.00 1.3
23.01 - 24.00 14
24.01 - 25.00 1.5
25.01 - 26.00 1.6
26.01 - 27.00 17
27.01 - 28.00 1.8
28.01 - 29.00 19
29.01 and Above 2.0




SUBJECT TO CHANGE

Appendix B

UTIMCO Peer Group

*  Columbia University
s Cornell University

*  Emory University

*  Harvard University

= Massachusetts Institute of
Technology

* Northwestern University
» Princeton University

= Rice University

s Stanford University

»  The Duke Endowment

v University of California

University of Chicago
University of Michigan
University of Notre Dame
University of Pennsylvania

University of Virginia
Investment Management
Company

Vanderbiit University

Washington University in St.
Louis

Yale University

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

Eligible Positions
Weightings
Incentive Award Opportunities for each Eligible Position
(for each Performance Period)
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Weighting

Asset Class/

Incentive Award Qpportanity (% of Salary}

Eligible Position Entity  Investment Type Individual < Threshold Threshold Tarpet Maximum
Investment Professionals
CEQ & Chief Investment Qfficer 60% 0% 40% G% 0% 100% 200%
President & Deputy CIO 0% 50% 20% 0% 45% 90% 1920%
Managing Director 25% 50% 25% 0% 45% 90% 190%
Senior Director, Investent 20% 405 0% 0% 25% 50% 100%
Senior Portfolio Manager 20% 40% 40% 0% 25% 50% 100%
Pertfolio Manager 20% 40% 40% 0% 25% 50% 100%
DireCIor,  THvESTI et ars e 2T 0% yisin Ve ivr -
Director, Risk Managemant 30% 0% 0% 0% 20% 40% 80%
Associate and Senior Associate, Investment 15% 30% 55% 0% 18% 5% 10%
Assaciate, Risk Management 30% 0% 70% 0% (8% 35% TO0%
Analyst and Senior Apalyst, Investraent 10% 20% 0% 0% 13% 25% 50%
Analyst, Risk Management 30% 0% 70% 0% 3% 25% 50%
QperationsiSupport Prafessionals
Senjor Managing Director 20% 0% 80% 0% 30% G0% 120%
Managing Director 20% 0% 30% 0% 25% 50% 100%
General Counsel & Chief Compliance Officer 0% 0% 100% 0% 25% 50% 100%
Manager 20% 0% 80% 0% 20% 40% 80%
TABLE 1 (For the Performance Periods beginning after June 30, 2009)
Weighting Percentage
Asset Class/ Incentive Award Opportanity (% of Salary) of Award
Eligible Position fintity  Investment Fype  Individuat < Threshold Theeshold  Tarpet Maximtm Deferved
Investment Professionals
CED & Chief Investment Officer 60% 0% 405 0% 0% 100G% 200% 50%
President & Deputy CIO 4% 40% 2% 0% 0% 93% [90% 50%
Managing Director ] 40% 0% 0% % 85% 170% A%
Managing Director - Private investiments 3% 0% A% 0% 0% B5% 170% 40%
Senior Director, Investments 25% 35% A0% 0% 0% G0% 120% 35%
Senior Pontfolio Manager 20% 40% W 0% 0% 60% F20% 35%
Senior Diresctor, Risk Management 0% 0% W 0% 0% 309 100% 5%
Poutfelio Manager 0% 0% 405 0% 0% 0% 100% 0%
Directoz, Invesiments 0% 0% 40% 0% 0% 50% 0% %
Director - Private fnvestmenls 2% 30% 50% 0% % 50% 100% 30%
Director, Risk Management 30 0% 0% 0% 0% 40% 80% 30%
Senior Associate, Investments 15% 35% 0% 0% 0% 4% 3% 0%
Associate, Investments 15% 30% 55% 0% 0% 35% 0% 1%
Associate - Private Investiments 15%% e 65% 0% 0% 33% T0% 15%
Associate, Risk Management 30% 0% W 0% 0% 5% 0% 155
Senior Analyst, Investments 10% 20% 0% 0% % 30% 6% 0%
Analyst, Investiments 10% 0% W% 0% 0% 5% 50% %
Analyst, Risk Management 3% 0% 0% 0% 0% 25% 5062 0%
Operations/Suppaort Professianals
Senior Managing Director W% 0% BOSE 0% 0% 0% 120% 40%
Managing Director 2006 0% B0% 0% 0% 0% 100% 0%
General Counsel & Chief Conphance Officer 0% 0% 100% 0% e 0% 100%%: 0%
0% 0% 0% 0% 0% 40% 80% 25%

Manager




Appendix D

Benchmarks for Asset Class/Investment Type

Threshold, Target, and Maximum Performance Standards
(for Performance Periods beginning on or after July 1, 2006)

Performance Standards for Intermediate Term Fund
(for Performance Periods beginning on or after July 1, 2006)

D-1



Policy Portfoliv Weights

Perlormance Standards

Total Endowment

Assets 1E
Asset Class Benchmark {% of Portfolio} (% of Portfolic) Threshold  Target Maximum
Entity: Peer Group (Total Endowment Funds}  Peer group (Endowments w/>51 B assets) nfa nfa 40th %ile  6Qth %ile  75th %ile
Entity: Benchmark {Intermediate Term Fund)  Potlicy Portfolio n/a n/a +2bps  +32.5bps 465 bps
US Public Eguity Russell 3000 Index 20% 15% +G bps +31 bps 462 bps
Non-US Develaped Equity MSCI EAFE Index with net dividends 10% 5% +Obps 4375 bps 475 bps
Emerging Markets Equity MSCI Emerging Markets Index with net T5% 3% +0 bps #T5bps  +150 bps
dividends
Directional Hedge Funds MSCI Investable Hedge Fand Index 10% 12.5% +0 bps #65 bps  +130 bps
'AL 1 :'s I"‘:r ) v: % ") AW ITull] Lol L h ..|.= Loond, :“Jvn [ Iev.:l;i Fay l.r“ # ~dal ‘I;l—"’ + %
Private Equily Custorn Benchmark Crested from Venusre [14% +0bps  +103.5bps +207 bps
Ecoromics Database 0%
Venture Capital Custom Benchinark Created from Venture 4% +Gbps #1033 bps +207 bps
Economics Dalabase 0%
REITS Dow Jones Wilshire Real Estate 5% 0% +0bps  #37S5bps  +75bps
Secwitizs Index *
Commodities Combination index: 66.7% Goldman 3% 5% +tps +175bps  +35bps
Sachs Commedity Index minus 5% plos
33.3% DJ-AIG Commedity Index
TIPS Tehman Brothers US TIPS Index 5% 10% +Ibps  +25bps  +5bps
Fixed Income Lehman Brothers Aggregate Bond Index 10% 25% +0bps  +125bps  +25 bps
Cash 90 day t-bills 0% 0% +0 bps +0 bps +{3 bps
UPDATED TABLE 2 (7/1/07 through 6/30/08)
Palicy Portolio Weights Performance Standavds
Total gndowment ITF
Sscls
Asset Class Benchmark (% of Portfolio) (%% of Portfolio}  Threshold TFarget Maximem
Entity: Peer Group (Total Endowment Funds) Puer proup (Endowmonts w/>51 B assets) nfa nfa 40th File  60th Shile  75th %hile
Entity: Benchmark {Total Endowmem Funds) Policy Portfetio nfa nfa +Obps  #10Dbps #1530 bps
Enlity: Benchmark (Intermediate Tenn Fund) Policy Portfolio N wa +0bps  +32.5bps  +65 bps
US Publiv Equily Russell 3000 fndex 20% 15% +0 bps +31 bps +62bps
Mon-US Developed Equily MSCI EAFE Index with net dividends 10% S% +0hps  +37.5hps  +75bps
Emerping Markets Fquity MSCl Ererging Markels Index with net k& 5% +0 bps +75bps +150bps
dividends
Directionat Hedge Funds MSCI Investable Hedpe Fund Index 10% 12.5% +{3 bpy +65 bps  +130 bps
Absolute Return Hedge Funds MSCI Investable Hedye Fund Index 15% 12.5% + bps +50bps  +100 bps
Private Bquity Custom Benelanark Created from Venlure % . +hps  +1035bps +207 hps
Economics Dalabase 0%
Venture Capital Custom Benchmark Created (rom Venlure 4 +Dbps  +103.5bps +207 bps
Economics Dalahase 0%
REITS Dow Jones Wilshire Real Estate 5% ™ +0bps  +37.5bps  +75 bps
Sccurities Index
Conunodilies Combination index: 66,7% Goldman 3% 5% +hps +17.5bps  +35bps
Suchs Compmodity Index minus 5% plus
33.3% DJ-AIG Commadily Index
TIPS Lehman Brothers US TIPS [ndex 5% 10% +hps  +25bps 45 hps
Fixed Income Lueliman Brathers Agaregaie Bond Index 10% 25% +#ihps  +12.5bps  +250ps
Internal Credit Crodit Related Composile Index 0% 0% +Obps  +1250bps  +25bps
Cash 1 day t-bills 0% 0% +0 bps +G bps +0 bps
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UPDATED TABLE 2 (7/1/08 through12/31/08)

Policy Portfolio Weights

Performance Standards
Total Endowment IfF
Assets
Asset ClassfIrvestiment Type Benchmark (% of Portfolio) (% of Portfolio) Threshold Target  Maximum
Entity: Benchmark {Total Endowment Finds) Palicy Postlofio nfa nfa i bps =75bps +150 bps
Entity: Benchourk (Intermediele Term Fund) Policy Portlolio afa nfa +Hibps +50bps +100 bps
{nvesiment Gade Fised Inconx Lehman Brothers Global Agpregale T0% 33.0% #bps +12.5 hps +25 bps
Index
Crodit-Related Fixed Income Tehman Brolbers Global High-Yield 1.2% 20% -+ hps +25bps +50 hps
Index
Real Bstale FTSE EPRA/NARET Global Index 5.5% 1005 +Hibps  +375bps  +75bps
Naturai Resources Combinntion index - 50% Dow Jones- 33% 5.0% W bps +37.58ps +75bps
AlG Commodities Index+ 50% MSCI
World Natural Resousces Index
Beveloped Country 1quity MECE World Index with net dividends 19, 5% 200% +}bps +35bps +70bps
Emerging Markets Equity MSCE Emerging Markels with nel 0.5% 5.0% +hps +75bps +150hps
dividends
[Hedge Funds (Less Comretined & Constrained MSCI Investable Hedge Fund Index 330 25.0% +0bps  #125bps  4250bps
[nvestnents)
Private Investments (excludes Real Bstate) Yenture Beonomics Custom Iadex 17.0% (% Hhps +lihps  +20G00ps
Private Invesiments Real Bstate MNACREIF Custom Index 1o o Hibps #3705 bps +75bps
Specific assut class benchmark;
Internal Imvesiment Crade Fixd Income US Lehman Aggregate +Hbps  H23bps  +25bps

UPDATED TABLE 2 {1/1/09 through 6/30/09)

Policy Portfolio Weights

Performance Standards

Total
Endowment I
Asset ClassfInvestment Type Benchmark {% of Portfolio) (% of Portfolic) Threshold Tarpet  Maxinum
Entily: Benchmark (Total Endowment Funds) Policy Porlialio nfa na +0bpy  +625bps  +125 bps
Entily: Benchisark (Intermediale Term Fund) Policy Portivlio na /a +obps  +37.5bps +750ps
Investment Grade Fixed Income 700% 330% +0bps  +12.56ps +25bps
avestient © e Barciays Capital Global Agpreente Index * v P ps
Cyedit-Refated Fixed Income Basciays Capital Glohal High-Yield 1.2% 20% +{) bps +25 bps +50 bps
Index.
Reat Estate FTSE BPRA/NAREIT Global Index 5.3% i +0bps  +37.5bps  +75 bps
Natyral Resources Combinatien index - 50% Dow Jones- 5.3% 5.0% + bps +37.5 bps +75 bps
AlLG Commudilies Index + S0% MSCI
Workd Nawral Resources Index.
Devetaped Couniry Equity MSCE World index, with net dividends 19.5% 200% +0 hpg +35 bps +70 bps
Emerging Markets Equity MSCI Emerging Markets wilh net 103.5% 5.0 +0 bps +75 bps +150) bps
dividends
Hedpe Funds (Less Correlated & Constrained Hedge Fund Research Indices Fund of 33.0% 25.0% -+ bps +75 bpy +150 bps
Investments) Funds Cormposite Index
Privale Investments (excludes Real Bsiate) Yenture Economics Custom Index 17.0% 0% + bps +100bps  +200 bps
Private [nvestments Real Estate NACRIEF Custom Index 1.0% 0% Hibps  43T.8bps  +75 bps
Spocific assel ¢lavs benchmark:
Interaal Investinent Grade Fixed Income US Barclays Capital Agarcpate +ibps #125bps 425 bps




UPDATED TABLE 2 (7/1/69 through 6/30/10)

Poticy Pertfolio Weights Performance Standards
Total Endowment OF
Assels

Assel Class/Investment Type Benchmark (% of Portfolio} {% of Portfolio) Threshold  Torget  Maximum
Bntity: Benchmark (Total Endowment Funds)  Policy Ponlolio afa nfa +hps +75bps 4150 bps
Enlity: Benchoark (Intermediate Term Fund) Palicy Porfolic nfa rfa #{ibps +50 bps +100 hps
Tnvestment Grade Fixed Income Barciays Capital Global Appregate Index 1.5% W% by +25 bps +50 bps
Real Bstate FTSEEPRA/MNARET Developed Index 35% 5.0% H hps +50 bps +EH) bps
Natuial Resources 50% Dow Jones-UBS Commodity Total 5.5% 7.5% +ibps  +50bps  +10Dbps

Retwin Index and 506 MSCT Workd

Natural Resources Index
Developed Country Eguity MSCI World Indexwith net dividends 19.0% 15.0% Hihps  +02.5bps  +125bps
Emwerging Markets Bquily MSCE Emerping Markels with not 13.0% 7.5% +}bps +75bps 4150 bps

dividends
Hedge Funds (Less Comrelaled & Consvained  Hedpe Fund Research Indices Fund of N0 35.0% -+ bps +75bps  +150bps
{nvestnents) Funds Composite Index
Private [nvestments (exciudes Real Istale) Veature Bconoavies Cusierm Index 20.5% 1% +ibps  +lDbps  +200bps
Privale Investienis Real Bstate NACRHAF Custom index 1.0% 0% +hps 100 bps 200 bps
Specilic asset class benchmark:

Internal Invesinent Grade Fixed Income US Bareclays Capital Aggregate Hibps  +25bps +HHbps




Appendix E

Eligible Positions of Affected Participants
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TABLE 3 (7/1/09 through 6/30/10)

Higible Position

Investment Professionals
CEO & Chief Investment Officer
President & Deputy CIO
Managing Director
Managing Director - Private Investments
Senior Director, Investment
Senior Portfolio Manager
Senior Director, Risk Management
Portfolio Manager
Director, Investment
Director - Private Investments
Director, Risk Management

Operations/Support Professionals
Senior Managing Director
Managing Director
General Counsel & Chief Compliance Officer
Manager
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Agenda lem:
Developed By:
Presented By:

Type of item:

Description:

Recommendation:

Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

Discussion and Appropriate Action Related to UTIMCO 2009-10 Budget
Zimmerman, Shepherd, Moeller

Zimmerman

Action required by UTIMCO Board; Action required by Board of Regents of The
University of Texas System (“U.T. Board")

The Master Investment Management Services Agreement with UTIMCO (*IMSA”)
sets forth the annual budget and management fee requirements. UTIMCO submits
to the U.T. Board its proposed annual budget for the following fiscal year within the
time frame specified by the U.T. Board for other annual budget submissions. The
annual budget includes all estimated expenses associated with the management of
the Investment Funds. The annual budget also includes an annual UTIMCO
management fee which includes all operating expenses associated with the general
management of the funds, including, without limitation, reasonable salaries, benefits
and performance compensation of portfolio management and support personnel,
expenses for consulting services, office space lease expenses, office furniture and
equipment expenses, professional, legal, payroll, and other general services, travel,
instrance, capital expenditures, and other miscellaneous expense incurred by
UTIMCO in connection with the performance of its obligations under the IMSA. At
the same time UTIMCO submits its annual budget, it submits to the U.T. Board an
allocation formula for charging the annual budget fo the Investment Funds. In

~ addition to the annual budget, UTIMCO submits its capital expenditures budget.

During the preparation of the annual budget, a reserve analysis is also prepared.
Within 90 days after the end of each fiscal year in the event that there is a surplus,
UTIMCO distributes that portion of the cash reserves as may be directed by the U.T.
Board back to the Funds which generated the surplus.

~ UTIMCO staff recommends that the UTIMCO 2009-2010 Annual Budget, Capital

Budget, Management Fee Request, and Aliocation Schedule be approved as
presented.

Mr. Zimmerman will present the Budget Review for UTIMCO’s annual budget for the
2009-10 fiscal year. UTIMCO staff has proposed a total annual budget of
$50,161,299 for the 2009-10 fiscal year, a 25% decrease over the prior year budget
and a 27% increase over the 2008-09 forecast. Included in the total annual budget
is a proposed Management Fee Request of $15,977,125 for the 2009-10 fiscal year,
a 3.4% decrease over FY 2009. Additionally, UTIMCO staff has proposed a capital
budget of $145,000, a decrease of $75,000 as compared to the prior year budget.
The Management Fee Request is the amount paid by the Funds directly to UTIMCO
for corporate operations and the Allocation Schedule reports the fees charged to



Reference:

Agenda lem
UTIMCO Board of Directors Meeting
July 9, 2009

each of the Funds. The proposed Annual Budget, Management Fee Request, and
Allocation Schedule are included on page 6 of the presentation.

The University of Texas System Office of Finance staff, Philip Aldridge and William
Huang, has reviewed the annual budget and prepared the “Fiscal Year 2010
UTIMCO Budget Review.”

UTIMCO staff projects UTIMCQ's available cash reserves to be $5,014,581, as
documented on page 7 of the presentation, and staff is recommending that $5
million of the cash reserves be distributed back to the Funds. Mr. Aldridge and Mr.
Huang concur with the recommendation.

UTIMCO Budget Review FY 2010
U.T. System Office of Finance Fiscal Year 2010 UTIMCO Budget Review



RESOLUTION RELATED TO BUDGET J

RESOLVED, that the Corporation’s Annual Budget of $50,161,299,
Management Fee Request of $15,977,125, Capital Budget of $145,000,
and the Allocation Schedule as provided to the Board for the period
beginning September 1, 2009 through August 31, 2010, be, and is hereby,
approved, subject to approval by the Board of Regents of The University

of Texas System.
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Fiscal Year 2010 UTIMCO BUDGET REVIEW

L Executive Summary

This report supports the U. T. System Board of Regents’ efforts to determine whether investment
management costs for funds under its control are “reasonable and appropriate,” as required by the Texas
Uniform Prudent Management of Investment Funds Act (UPMIFA).

The report reviews UTIMCO’s proposed $50.2 million FY10 budget. The UTIMCO budget consists of
UTIMCO Services (corporate) and Direct Costs to (U. T. System) Funds (third party management and
performance fees paid directly by UTIMCO and costs related to custody, consulting, corporate legal,
audit, and risk measurement).

The report also reviews the FY10 budget in the context of Total Investment Costs, which includes
external management fees that are paid by the funds and netted from asset values but not included in the
UTIMCO budget.” The Total Investment Costs for FY09 are projected to be $324.5 million, inclusive of
the UTIMCO Services costs and Direct Costs to Funds.

Highlights:

» Total Investment Costs FY04-FY09: Total costs, dominated by external management and
performance fees, have increased significantly as a percentage of average assets under management
{AUM) from 1.01% in FY04 to 1.53% in FY09 (projected).

+ UTIMCO Budget for FY10: The FY10 budget is $50.2 million, a 27% increase from the current
projection for FY09 and a 25% decrease from the FY09 budget.

» Compensation: Salaries for FY10 are budgeted to increase $301k (5%) from FY09 proiections.
About two-thirds of the increase reflects four budgeted open positions for FY10; the balance
represents an overall 1.5% average salary increase for existing staff (including promotions). Bonuses
for FY'10 are budgeted to increase $31k (1%0) from FY09 projections.

o Travel: Travel expenses for FY10 are budgeted at $594k, a 52% increase over FY09 projections but
a 26% decrease when compared to the original FY(9 budget.

+ Lease Expenses: Lease expenses have stabilized in recent years and are budgeted at $979k, a 2%
increase from FY09 projections.

» Audit and Legal: Audit fees have also stabilized since the change in audit firms in FY08 and are
budgeted at $735k, relatively unchanged from FY09 projections. Direct legal fees are budgeted at
$678k for FY10, an increase of $180k (36%) over FY09 projections.

*  UTIMCO Reserves: UTIMCO staff projects UTIMCO’s available cash reserves to be $5.0 million at
fiscal year-end 2009. We concur with UTIMCO staff in recommending that $5.0 million in reserves
be distributed back to the funds at this time.

Fiscal Year 2010 UTIMCO Budget Review
Prepared by the U. T. System Office of Finance 1
Juhe 25, 2009



II. Total Investment Costs

UTIMC('s Total Investment Costs include all items in the UTIMCO budget plus external management

fees paid directly by the funds and netted from asset values.

Teotal Investment Costs

$324.5 million in FY09 (Projected)

g—

Direct Costs to

External Fees
Netted from

Based on FY09 projections, the pie chart
shows that UTIMCO Services and
Direct Costs to Funds (l.e., UTIMCO’s
budget) represent only 12% of the
$324.5 million in Total Investment
Costs. External Fees and Performance

F];:;ds Asset Values  Fees that are netted from asset vatues for
o 64% .
partnerships, hedge funds and mutual
UTIMCO funds are not budgeted since they are
Services not paid directly by the funds. These
5% expenses for FY09 are projected to be
84% of total investment costs. Other
Fees and Expenses (4% of total costs)
|UTIMC0 Budget 12% | include education, endowrnent
compliance and investment oversight
Performance EXpEnses.
Misc. Oth FeesNetted
l ;Zcesander from Asset Table | below shows the trend of Total
Expenses Investment Costs as a percentage of
4% average AUM from 1.01% in FY04 to
1.53% in FY09 (projected).
Table 1
Total Investment Costs Trend FY04-FY09 ($ millions)
| Projected
FY04 FY05 FY06 FY07 FY08 FYg9
UTIMCO Services 8.6 10.2 11.3 12.1 13.9 15.4
Direct Costs to Funds 25.5 33.8 52.3 40.1 35.1 24.2
External Fees Netted from Asset Values 62.5 76.5 115.2 164.1 209.7 206.2
Performance Fees Netted from Asset Values 36.9 90.5 g1.6 2273 64.0 66.0
Miscellancous Other Fees and Expenses 3.0 3.8 4.4 5.0 11.0 12.7 |
Total Investment Costs 156.6 214.8 264,7 448.4 333.6 324.5
Total % of Average Assets Under Management (AUM} *| 10100  1.25%  1.37%  2.04%  1.43% | 1.53%
* The FY09 value is based on average AUM ot fiscal year-end 2008 and May 2009,
Fiscal Year 2010 UTIMCO Budget Review
Prepared by the U. T. System Office of Finance 2

June 25, 2009



1II. UTIMCO Budget Analysis and Trends

UTIMCO proposes a budget for FY 10 of $50.2 million. Table 2 shows the trend of UTIMCO budgeted
costs (UTIMCO Services and Direct Costs to Funds) as a percent of average AUM since FY03, from

0.26% in FY05 to 0.24% in FY10 (budget).

Table 2
UTIMCO Budget Trends FY05-FY10 ($ millions)
\ Projected | Budget
FY05 FY06 FYo7 FY08 FY09 FY10
Average Total Assets Under Management (AUM) * | 17,245 19,372 21,965 23,359 21,190 21,190
% Change in AUM 11% 12% 13% 6% -9% 0%
UTIMCO Services 10.2 L3 12.1 13.9 15.4 16.0
% Change in UTIMCO Services 16% 11% 7% 15% 11% 4%
UTIMCO Services % of AUM 0.06% 0.06% 0.05%  0.06% 0.07% 0.68%
| Direct Costs to Funds 338 52.3 40.1 35.1 24.2 34.2
% Change in Direct Costs to Funds 33% 55% -23% -12% ~31% 42%
Direct Ceosts to Funds % of AUM 020% 027% 0.18%  0.15% 0.11% 0.16%
Total Budgeted Costs 44.0 63.6 521 49.0 395 50.2
% Change in Total Budgeted Costs 28% 44% -18% -6% -19% 27%
Total Budgeted Costs % of AUM 026% 033% 024%  0.21% 0.19% | 0.24%

* The FY09 and FYI0 values are based on average AUM at fiscal vear-end 2008 and May 2009.

FY 2010 UTIMCO Budget Components
$50.2 million

Compensation
& Benefits

Costs 24%
1%
Custodian &
Analytical
Costs General

7% Operating

/ 4%

Professional

Fees &
Insurance
External 1%
Management
Fees
57% Lease&
Depreciation
3% ™

\\F)Trect Costs to Funds 68%

Fiscal Year 2010 UTIMCQ Budgst Review
Prepared by the U. 7. System Office of Finance
June 25, 2008

UTIMCO Services 32%

The pie chart to the left shows the
breakdown of the UTIMCO budget.
UTIMCO  Services fees represent
32% of the total budget, with
Compensation & Benefits being the
largest component, Direct Costs to
Funds include External Management
Fees (including performance fees)
paid  directly, Custodian &
Analytical Costs and Other Direct
Costs. External Management Fees
represents the largest component of
the total budget at 57%. UTIMCO
retains external managers for 85% of
the $19.2 billion in operating and
endowment funds (as of May 31,
2009). UTIMCO staff manages the
remaining 15% of assets and an
internal derivatives portfolio.




Table 3 compares the UTIMCO budget for FY09 and FY10. Refer to Exhibits A and B for a detailed

budget comparison and budget trend for FY05-FY10.

Table 3
UTIMCO FY09 Forecast and FY10 Budget Overview
FY09 FY10
8 Change | % Change $ Change | % Change | % Change
vs FY(9 vs FY09 vs FY09 vs FY09 vs FY (9
3 Budget § Projected Budget Budget $ Budget Projected Projected Budzet

UTIMCO Services 16,543,709 | 15,385,395 | (1,158314) -7.0% 15,977,125 591,730 3.8% -3.4%
Direct Costs to Funds | 50,244,829 | 24,152,815 | (26,092,014)| -51.9% 34,184,174 | 10,031,359 41.5% -32.0%
Total Budget 66,788,538 | 39,538,210 | (27,250,328)| -40.8% 50,161,299 | 10,623,089 26.9% -24.9% |

FY(9 Forecast versus FY09 Budget: UTIMCO staff projects FY09 costs will be $39.5 million, $27.3
million (41%) below the FY(9 budget of $66.8 million.

o  UTIMCO Services corporate expenses are projected to be under budget by $1.2 million (7%)
o Salaries, largely driven by unfilled open positions, are expected to be $534k under budget.
o Travel expenses are projected to be significantly ($410k or 51%) under budget as a result of
LUTIMCQO puiting in cost controls and making fewer new investments during the fiscal year.
o Corporate legal expenses are expected to be significantly over budget, a result of additional legal
work related to the legislative session and increased discussions about the Compensation Plan.
e Direct Costs to Funds overall are projected o be under budget by $26.1 million (35%).
¢ External management fees are estimated to be $8.5 million (35%) under budget and performance
fees are anticipated to be $16.6 million (82%) under budget in FY09, primarily due to the
negative investment performance experienced during the fiscal year,
o Consultant Fees are projected to be $383k (40%) below budget.
o Legal fees are projected to be $517k (51%) below budget due to fewer investments being made.
e Capital Expenditures are forecasted at $244k, mainly for ongoing technology and software upgrades.

FY10 Proposed Budget: The proposed $50.2 million UTIMCO budget for FY10 is 27% higher than
FY{9 projected expenses (25% lower than FY09 budget).

o UTIMCO Services for FY10 at $16.0 million is an increase of 4% over FY09 projected costs,
primarily due to increases in personnel-related costs and travel expenses.

¢ Direct Costs to Funds at $34.2 million are budgeted to increase 42% over projected costs for FY09,
mainly due to increases in external management and consultant fees,

o (Capital Expenditures are budgeted at $145k, primarily for ongoing technology and software upgrades.

Iv. UTIMCO Services

For FY 10, total personnel-related expenses including employee benefits account for 74% of the UTIMCO
Services budget (24% of the total UTIMCO budget). Trends in staffing and total compensation in relation
to assets are shown in Table 4 on the next page. Highlights from Table 4 include;

Staffing has grown 7% (annoalized) from FY05 to FY09, while average AUM has increased 5%.
Staffing is projected at 57 employees for FY09 and budgeted at 60 employees for FY10.

Average AUM per employee decreased 2% (annualized) from FY03 to FY09.

Salaries are budgeted to increase 5% in FY10; bonuses increase 1%; and total compensation is
budgeted to increase 3%.

Total compensation has increased 12% (annualized) in aggregate since FY05.

Total compensation per employee has increased 4% (annualized) since FYO05 to $173k in FY09.

Fiscal Year 2010 UTIMCO Budget Review
Prepared by the U. T. System Office of Finance 4
June 25, 2009



Table 4

UTIMCOQ Compensation and Headcount FY0S-FY10

% Change
Since % Change
Projected FYo0s Budget From
FY05 ¥FY06 FY07 FY08 FY8% | (annualized) FY10 FY09
Employees (as of year end) 43 46 47 58 57 7% 60 5%
Average Total AUM (millions) 17,245 19,372 21,965 23,359 21,19 5% 21,190 0%
Average AUM/Employce (millions) 401 421 467 403 372 2% 353 -5%
Salaries and Wages 4,203,100 | 4,492,078 (4,908,821 (5,377,233 | 6,421,977 11% 6,722,802 5%
Bonus Compensation 2,094,447 | 2,164,963 (2,082,700 | 3,016,393 | 3,451,346 13% 3,482,645 1%
Total Compensation 6,297,547 | 6,657,040 6,991,521 |8,393,626 | 9,873,323 12% 10,205,447 3%
Total Compensation per Employee | 146,455 144,718 148,756 | 144,718 173,216 4% 170,091 2%
Bonus as % of Salaries and Wages 50% 48% 42% 56% 54% 52%
Bonus as % of Total Compensation 33% 33% 30% | 36% 35% 34%

Staffing: In FY09 the budget was based on staffing of 63 employees; actual staffing is projected to be 57
employees at fiscal year-end 2009. The FY10 budget is based on filling certain open positions to bring
staffing to 60 employees by fiscal year-end,

Personnel-related Expenses:

Salaries and Wages are projected to be $6.4 million, $534k (8%) under budget, in FY09 because of
unfilled positions and will increase to $6.7 million in FY09. About two-thirds of the budgeted
increase in salaries of $301k (5%) reflects open positions; the remaining one-third is for salary
increases and promotions for existing staff. Raises for existing staff (including promotions) represent
a 1.5% overall salary increase.

Bonus Compensation for FY09 based on performance year-to-date (including deferred bonuses
earned in prior years and related income) is forecast at $3.5 million, 3% under budget. The FY10
budget of $3.5 million in bonus compensation is 1% higher than projected FY09 bonuses. The
proposed FY 10 bonus compensation budget is based on Compensation Plan participants earning 70%
of the maximum incentive award. The FY10 budget also includes deferred bonuses earned by
employees in prior years and funds for a discretionary bonus pool of up to 15% of salaries for
employees who are not participants in the Compensation Plan. UTIMCO staff is recommending
certain changes to the Compensation Plan that, if approved, will affect the budgeted bonus
compensation for FY10 {e.g., thresholds for earning bonuses and the amount of bonus to be deferred).

Employee Benefils are expected to be under budget in FY09 by $178k (14%). Employee Benefits
costs are budgeted to increase 4% to $1.1 million in FY 10, reflecting increased staffing.

General Operating Expenses are forecast to be 20% below budget for FY09 at $1.8 million, mainly
from a reduction in travel expenses due to UTIMCO putting in cost controls and making fewer new
investments during the fiscal year. General operating expenses for FY 10 are budgeted fo increase 18% to
$2.1 million, primarily due to increases in travel, on-line data and contract services. Travel is budgeted at
$594k, an increase of 52% over FY(9 projections. The increase in travel expenses reflects a more
normalized level of investiment due diligence by UTIMCO staff.
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Lease Expenses: Table 5 shows that lease expenses have stabilized in recent years since UTIMCO’s
move in FY06 and addition of lease space in FY08. Operating Expenses (pass through expenses to
tenants) have increased significantly in recent years due to rising utilities expenses and ad valorem taxes,
and now exceed base rent.

Table 5
UTIMCO Lease Expenses
Projecied Budget
FY05 FY (6 FYo7 FYO08 FY09 FY10
Property Lease 362,010 613,560 462,722 499,823 518,373 518,373
Operating Expenses 171,789 83,294 362,755 515,296 515,848 330,060
Parking Expenses 62,362 77,342 94,805 160,007 94,571 95,000
Other Expenses 4,432 5,166 5,671 10,473 5,205 5,700
Amortization (Deferred Rent Credit) 0 £124,076) {148,891) (150,679 (176,344} (170,344)
Total Lease Expenses {net) 600,593 655,286 777,062 974,920 963,632 978,729

Professional Fees are expected to be $432k in FY09, 67% higher than budgeted.

Increased legal

expenses and compensation consultant fees account for a majority of the variance due to the legislative
session and increased discussions about the Compensation Plan. Professional Fees for FY10 are budgeted
at $300k, a decrease of 31%, A chart in the Direct Costs to Funds section of this report shows the trend
for total legal expenses since FY035,

V. UTIMCO Capital Expenditures

The trend for Capital Expenditures for FYO7-FY10 is summarized in Table 6. In FY09, total capital
expenditures are forecasted to be $244k, mainly for ongoing technology and software upgrades. A budget
of $145k is proposed for FY10. The majority of the FY'10 budget is for ongoing technology and software
upgrades with the rest for ongoing office equipment and fixtures.

Table 6
UTIMCO Capital Expenditures
Projected
Fyo7 FYos FY09 Budget FY10

Ongoing: Technology and Software Upgrades 71,271 139,860 224,103 127,000
Ongoing: Office Equipment and Fixtures 11,599 18,498 20,170 17,500
Expansion: Technology and Software Upgrades 0 7,490 0 0
Expansion: Office Equipment and Fixtures 0 152,864 0 0
|Expansion: Leasehold Improvements (net) 0 166,453 0 0
|To’tal Capital Expenditures (net) 82,870 485,165 244,273 144,500 |
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VI Direct Costs to Funds

Direct Costs to Funds for FY09 are projected at $24.2 million or 52% below a budgeted $50.2 million.
The FY10 budget increases 42% to $34.2 million from projected FY09 costs.

External Management and Performance Fees paid to external managers continue to remain the highest
component of the overail budget. These fees, projected at $19.2 million in FY09 (57% below budget) and
budgeted at $28.7 million, represent 84% of Direct Costs to Funds budget in FY10 and 57% of total
UTIMCO budget. Although UTIMCO staff estimates external management and performance fees in
detail using each manager’s fee structure and current asset base, these fees are very difficult to forecast
and budget due to the uncertainty of individual manager performance.

Custodian_and Analytical Costs: Custodian fees for FY09 are projected at $1.8 miilion, 7% over
budget. The FY'10 budgeted amount for these expenses will increase 9% over FY09 levels. Performance
measurement expenses paid in FY09 are projected to be 13% below budget at $439k and are budgeted to
decrease 2% to $42%: in FY10.

Risk Measurement: Risk measurement expenses charged to the funds are expected to be 13% under
budget at $422k for FY09 and budgeted to increase 2% to $432k in FY10.

Auditing expenses in FY09 of $733k funded external auditors and U. T. System Audit Office fees. Audit
expenses are budgeted at $735k for FY10 nearly unchanged from FY09. Audit expenses have increased
overall since FY08 due to a change in external auditors and additional time required to audit valuations of
alternative investments.

Legal: The chart below shows the trend in UTIMCO Services (corporate) legal fees and direct legal
expenses charged to the funds since FY05. Legal fees paid directly by the funds in FY09 are projected to
be $498k (51% under budget). Direct legal fees are budgeted for FY10 at $678k, a 36% decrease,
reflecting a more normalized level of new investments being made and associated legal review.

UTIMCO Legal Expenses
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$1,400,000

$1,200,000 -

$1.000,000

$800,000 -
$600,000 -
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$6 A
1 Projected Budget

FY09 FY10 |
[FUTIMCO Services | $579,720 | $362,045 | $567339 | $225.172 | $281.640 | $150,000
|WDirect Coststo Funds| $932,525 | $761,764 | $825621 | $1348784 | $497518 | $677,500

FY0s FY06 FY07 FY08
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EXHIBIT A
CO Operating Expenses/Budgets FY0
Change

Change from Change from from FY02
FY09 FY09 Budget FY09 Projected Budget
Budget Projected $ %

U

FUTIMCO Services
ISa!aries and Wages + Vacation

6,036 6,421,977 (534,059 -7.7%

Bonus Compensation + Interest X ‘1("5“6,110 3,451,346 {114,764 -3.2%

Totat Compensation 16, 5211@6? 9,873,323 {648,823) -6.2%
Totai Payroll taxes 538 445,966 (31,572  -6.6%
403(b) Contributions 476,754 G128 -10.7%

Group Health, Dental, AD&D, Life, LTD 601,605 (121,330)] -16.8%

11

Employee Benefits 1,078,359 (178,4549)] -14.2% 25.94 47,58¢
On-Line Data & Contract Services 936,440 77,994 9.1%|". 1,020,493 84,053
Recruiting and Relocation Expenses 16,865 (33,135)) -66.3%] .. 0,000
Travel 390,511 (409,488} -31.2%

Phone and Telecommunications 69,339 (3,88%) -5.3%
Compuater & Office Supplies 89,091 21,573 -19.5%
Employee Education 24,316 (884) -3.5%
Repairs/Maintenance 184,996 (4,004)  -2.1%| -
BOD Meetings 17,106 (33,894)| -66.5%|.
Other Operating Expenses 29,113 (10,91 -27.3%
Total General Qperating 1,757,776 (439,787} -20.0%
Total Lease Expense 963,652 19,217y -2.0%
Invest., Hiring & Board Consultants 30,800 0 0.6%
Legal Expenses 281,640 131,640 87.8% (131,640)
Compensation Consultant 78,900 66,400 | 531.2%| (1,400}
Accounting fees 41,205 (24,793)| -37.6% 1,295
Total Professional Fees 431,745 173,245 67.0% 31,745}
Property/Lisbility Package 12,265 25 0.2% 2,738
Umbrelia Policy 4,454 (46)| -1.0% 46
Warkers Compensation 14,319 (381)) -2.6%| - . 581
Business Auto 836 @ -0.5% 14
Commercial Bonding Policy 39,114 114 0.3% (4,114)
Prof., D&O & Emp. Practices Liabifity 172,064 7,064 4.3% 7,936
TFotal Ynsurance 243,052 6,772 2.9% 198 .
Depreciation of Equipment 591,522 {20,478) -3.3% ,130)

Total UTIMCO Sérvices®
Direct Costs to Funds

15,385,395 1. (1,158,314} - 5L0% Gi591,730:

Exfernal Management Fees 15,440,317 (8,4587,000)| -354% 3,254,825 21L1%| -21.8%

External Mgt, Fees-Performance Fees 3,715,734 | (16,589,748)| -831L.7% 6,336,618 -58.5%
External Management Fees 19,156,051 | (25,046,759) -56.7% "9,591.:443 -35, 0655

2,008,927

Custodian Fees and Other Direct Costs 1,847,677 122,416 7.1% 161,250 . 16.4%
Performance Measurement 439,317 66,407 -13.1% 429,374 (9,943) -23%| -151%
Analyticat Tools 339,651 1,791 0.5%| ¢ 8,527 2.5% 3.1%
Risk Measurement 422,083 (60,917) ~12.6% 9917 2.3%| -10,6%

Custodian and Analytical Costs 3,048,728 (3,118) -0.1% T TR, 782 - B.6% [T 58%
Consultant Fees 567,123 {383,377)| -40.3% 171377 31.3%| -21.7%
Auditing 733,097 (42,903)f  -5.5% 1,903 0.3%| -5.3%
Controls Assessment (Sarbanes-Oxley) 1] 0 N/A|- 0 N/A N/AJ
[Printing 132,932 (5,746)| -4.1% : {132,932)| -100.0%| -100.0%
Legal Fees 497,518 (517,482) -51.0% 77, ' 179,982 36.2%| -33.3%
Background Searches & Other 17,365 (92,635)| -84.2% 61,200 43,835 | 252.4%| -44.4%

1,048,035 | (L042,143)] 34.9%] 2,218,200 | 139%] . 25.8%

Total Direct Costs to Fands, T R02A4,820 | 24150815 (26 00%,014)] (51 0% 34,184,174 T 32.0%
L

Total Costs 56,758,538 | 30,538,210 | (27,250,328) -40.8%| 50,161,299 | 10,623,089 269%| -34.9%

Other Direct Costs Total
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EXHIBITB
[IMCO Operating Exp

FY07

FY08

FY (5 FY06
Actual Actual Actual Actual Projected
UTIMCO Services .
Salaries and Wages + Vacation 4,203,100 4,492,078 4,908,821 5,371,233 6,421,977 |
Benus Compensation + Interest 2,894,447 2,164,963 2,082,700 3,016,393
Total Compensation 6,297,547 6,657,040 0,991,521 8,393,626 E
Total Payroll faxes 313,637 312,023 337,117 394,313 445,966 |© " 479,116
403(b) Centributions 304,359 327,724 329,083 404,671 476,754 93,704 §
Group Health, Dental, AD&D, Life, LTH 315,457 406,756 420,593 510,154 661,605 R
Employee Benefits 619,816 734,430 749,676 014,825 1,078,359 | :
On-Line Data & Contract Services 677,346 811,883 840,378 851,499 936,440 |
Recruiting and Relocation Expenses 35,600 216,927 400,617 108,198 16,865 |
Travel 170,069 205,965 176,929 515,494 390,511 |-
Phone Equipment and Charges 39,340 46,965 43,743 38,400 69,339
Computer & Office Supplies 68,431 143,372 67,733 140,512 89,691
Empioyee Education 21,814 13,728 16,817 20,311 24,316
Repairs/Maintenance 36,434 85412 109,592 179217 184,996
BOD Meetings 27,552 52,375 49,711 58,615 17,106 |
Other Operating Expenses 52,366 106,401 42,208 40,748 29,113
Total General Operating 1,148,892 1,683,029 1,747,924 1,952,993 1,757,776
Total Lease Expense 600,593 655,286 777062 974,920 963,652 |-
Invest., Hiring & Board Consultants 17,500 20,175 25,124 30,000 30,000 |
Legal Expenses 579,720 362,045 567,339 225172 281,640
Cempensation Consuftant 33,650 95,929 13,100 146,455 78,900
Accounting fees 30,135 54,106 38,980 53414 41,205 |:
Total Professional Fees 661,005 532,246 644,542 455,641 431,745
FProperty/Liability Package 28,797 22,993 18,685 15,100 12,265
Umbrella Policy 6,720 5500 5,500 4,977 4,454 |
Workers Compensation 17,419 13,169 20,132 173158 14,319 |
Business Auto 469 756 779 811 836
Commercial Bonding Policy 28,849 27,732 40,960 39,785 39114
Prof.,, D&O & Emp. Practices Liability 171,959 150,525 164,360 164,300 172,064 | . 00 H
Total Insurance 254213 220,634 250,295 242,288 243,052 | 250:350°
Depreciation of Equipment 272,836 504,637 564,676 556,450 591,522 - 574,341
#10:368,539 1209376 | »912,062,213. |5 13,884,456 | 115,385,395 YETA2S
trect Costs to Funds
External Management Fees 14,217,736 17,815,353 16,413,106 20,767,775 15,440,317 |;
External Mgt. Fees-Performance Fees 14,898,389 | 29,648,938 18,010,650 8,087,324 3,715,734 |V
External Management Fees 29,116,125 | 47464291 | 34423756 | 28855099 | 19,156,051
Custodian Fees and Other Direct Costs 1,506,759 1,634,942 1,531,924 1,771,313 1,847.677 |
Performance Measurement 487,976 484,660 453,612 459,962 439,317
Analytical Tools 284,050 338,630 644,597 370,497 339,651
Risk Measarement 267,500 276,000 372,990 491,986 422,083
Custodian and Analytical Costs 2,546,285 2,734,232 3,003,123 3,093,758 3,048,728 |
Consultant Fees 980,000 852,000 1,289,304 736,654 567,123
Anditing 158,309 177,944 204,550 829,938 733,097 |
Controls Assessment (Sarbanes-Oxley) 0 97,110 109,750 0 0 |
Printing 132,196 163,790 178,155 152,719 132,932 |°
Legal Fees 932,525 761,764 825,621 1,348,784 497,518 |
Background Searches & Other 50,805 59,147 24,747 50,512 17,365 |
Other Direct Costs Total 2,173,835 2,111,735 2,632,217 3,118,607 1,948,035 |. -
. -“Total Direct Cosis to:Funds - 3,836,245, ... 52310,278 |1 40,059,096 " 35067464 | 24,152,815
Totat Costs 44,004,784 | 63,609,654 | 52,121,309 [ 48951,920 | 39,538,210 | 56,161,299
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EXHIBIT C

UTIMCO Reserve Analysis for August 31, 2009

Projected Cash Reserves at August 31, 2009
Cash 12,361,678
Prepaid Expenses 411,945
Less: Accounts Payable (3,620,261)
{Includes bonuses & earnings payable)
Expected Cash Reserves at August 31, 2009 $ 9,153,361
FY 10 Proposed Operating Budget 15,977,125
Applicable Percentage 25% 3,994,281
FY10 Proposed Capital Expenditures 144,500 144,500
Required Cash Reserves at August 31, 2009 $ 4,138,781
Balance Available for Distribution $ 5,014,580
Recommended Distribution $ 5,000,000
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Agenda ltem:

Developed By:

Presented By:
Type of ltem:

Description:

Agenda ftem
LITIMCO Board of Directors Meeting
July 9, 2009

Discussion and Appropriate Action Related to CEQ Service as a Trustee on the
Board of Trustees of The Common Fund

Staff
Zimmerman
Action required by UTIMCO Board

The UTIMCO Code of Ethics requires the CEO to obtain advance approval from the
Board of any outside employment. Mr. Zimmerman will request UTIMCO Board
approval to serve on the Board of Trustees of The Common Fund for Nonprofit
Organizations (TCF"). TCF is a nonprofit membership corporation whose
membership is limited to certain categories of educational institutions and their
supporting organizations. TCF, along with its consolidated subsidiaries, provides
investment management products and related services to its members. It was
founded in 1971 and is currently one of tha largest managers of endowment and
nonprofit assets in the world, Its core mission is to enhance substantially the
financial resources of the ponprofit community through fund management,
investment advice, and educational activities.

TCF is governed by a Board of Trustees {maximum of 18 members), whose
members are elected by TCF's member educational institutions (one member, one
vote) at TCF's annual meeting. The Board has fiduciary responsibility with respect
to the investment programs of the endowment funds maintained by TCF for is
eligible members, and is responsible for oversight of all aspects of the business and
operations of TCF (including all other invesiment funds operated by TCF's
subsidiaries), the compensation of TCF's senior officers, and general oversight of
the business and prospects of TCF, including its subsidiaries and proprietary assets.

It is anticipated that Mr. Zimmerman will be elected to a thres-year term on the TCF
Board of Trustees in December. For his service Mr. Zimmerman will be
compensated plus be reimbursed for his expenses incurred in aftending Trustee
meetings. The Board of Trustees meets as a full board four times per year for one
to two days, with related committee meetings held af the same time. It is probable
that Mr. Zimmerman will spend at least nine days each year on board business, not
including preparation and travel time. TCF Board of Trustees activity will not require
ot induce Mr. Zimmerman to disclose confidential UTIMCO information or impair Mr.
Zimmerman's independence of judgment in the performance of his duties for
UTIMCO. UTIMCO has no current business relationship with TCF and during Mr.
Zimmerman's term (and possibly for two years after his term concludes, if the
compensation received by Mr. Zimmerman from TCF is a pecuniary interest as
defined in the UTIMCO Code of Ethics), will be prohibited from maintaining any
business relationship with TCF. Service on the TCF Board of Trustees meets the



Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
July 9, 2009

“requirements for external, compensated board service as set forth in the UTIMCO

Code of Ethics and Master Investment Management Services Agreement.
Therefore, Mr. Zimmerman's board service creates no conflict of interest with
UTIMCO interests. :

Mr. Zimmerman believes that his service on the TCF Board of Trustees will, in fact,
benefit UTIMCO due to the increased exposure and access it provides to the
investment community, including the other members of the TCF Board of Trustees
who are some of the leading figures in the investment community.

Mr. Zimmerman will recommend approval of his service as a Trustee on the Board
of Trustees of The Common Fund

None



RESOLUTION RELATED TO CEO SERVICE AS A TRUSTEE
ON THE BOARD OF TRUSTEES OF THE COMMON FUND

RESOLVED, that the Board of Directors hereby approves external board
service for Mr. Bruce Zimmerman, CEO and Chief Investment Officer of
the Corporation, as a Trustee on the Board of Trustees of The Common
Fund for Nonprofit Organizations; and be it

FURTHER RESOLVED, that all external board service will not give rise to
conflicts of interest; and be it

FINALLY RESOLVED, that this exiernal board service will meet all
requirements of the Code of Ethics Policy and the Investment
Management Services Agreement for the Corporation applicable to
external, for-compensation board service.
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