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UTIMCO BOARD OF DIRECTORS
MEETING AGENDA
November 9, 2010

401 Congress Ave,, Ste. 2800
Austin, Texas 78701

Time ltem # Agenda ltem
Begin End
%30 am. 935a.m. 1 Call to Order/Discussion and Appropriate Action related to Minutes of Mestings held July 14, 2010,
and August 6, 2010 and the Joint Meeting with the Board of Regents of The University of Texas
System held July 14, 2010 *
8:35am. 45 am, 2 Discussion and Appropriate Action Related to Corporate Actions:
- Board Committee Assignments*
- Appointment of UTIMCO Officer”
- Resolution of Appreciation*
945 am. 10:30 a.m. 3 Executive Session:
Pursuant to Section 551.074, Texas Govermnment Code, the Board of Directors wilt convene in
Executive Session fo Consider individual Personne! Compensation Matters including Report of
Compensation Commitiee Regarding Performance Incentive Awards for UTIMCO Compensation
Program Participants for the Performance Period ended June 30, 2010.
Reconvene into Open Session
Consideration of Compensation Commitiee Report:
- Discussion and Appropriate Aclion related to Designation of Employees in Ei;glbie Positions as
Parfictpants in the UTIMCO Compensation Program for the 2010/2011 Performance Period”
- Discussion and Appropriate Action related to Amendments fo Appendix B of UTIMCO
Compensation Program (UTIMCO Peer Group)®
- Discussion and Appropriate Action related to Performance Incenfive Awards for UTIMCO
Compensation Program Parlicipants for the Performance Period ended June 30, 2010*
- Discussion and Appropriate Action related to Appendices C and D of the UTIMCO
Compensaticn Program, effective July, 1 2010**
10:30 am. 10:40 a.m. 4 Discussion and Appropriate Action Related to UTIMCO 2010-11 Budget*,*
10:40 a.m. 1115 am. 5 Report on and Discussion and Appropriate Action related to ltems from Audit and Ethics Committes”
1415 a.m. 11:30 a.m. ¥ Report from Risk Committee
11:30am. 12:30 p.m. Recess for Briefing Session pursuant to Texas Education Code Section 66.08 (h)(2) related to
investments
12:30 p.m. 115 p.m. Lunch
115 p.m. 2:30 p.m. 7 Reconvene into Open Session
Endowment and Operating Funds Update Report
2:30 p.m. 300 p.m. 8 UTIMCO Organization Update
3.00p.m. 3.05p.m. 9 Discussion and Appropriate Action Related to Selection of Custodian for Additional Bank Services*,™
3:05 p.m. 350 pm, 10 Discussion of Invesiment Environment and Opportunifies
350 p.m. 4:00 p.m. 11 Reportor 2011 Meeting Dates
4:00 p.m. Adjourn

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

Members of the Board may attend the meeting by tefephone conference call pursuant fo Tex. Educ. Code Ann. § 66.08(h){2)(8). The tefephone
eonference will be audible to the public at the meeting location specified in this nofice during each part of the meeting that is required to be open

to the public.

Next Scheduled Meeting: February 3, 2011
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RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the meetings of the Board of Directors held on July
14, 2010, and August 6, 2010, and the Joint Meeting with the Board of Regents of
The University of Texas System held on July 14, 2010, be, and are hereby,

approved.







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

The Board of Directors (the “Board”) of The University of Texas Investment Management Company {the
“Corporation”) convened in an open meeting at 8:10 am. on the 14th day of July 2010, at the offices of
the Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meeting having been called by the
Chairman, Paul Foster, with notice provided o 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:

Paul Foster, Chairman
~J. Philip Ferguson, Vice Chairman
Francisco G. Cigarroa, M.D, Vice Chairman for Policy
Printice Gary
Janiece Longoria
Ardon E. Moore
Erle Nye

Accordingly, a majority and quorum of the Board was in attendance. Director Clint Carlson did not aftend
the mesting. Employees of the Corporation attending the meeting were Bruce Zimmerman, CEO 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;
Lindel Eakman, Managing Director - Private Markets; Mark Warner, Senior Director - Natural Resources
Investments; Uzi Yoeli, Senior Director - Portfolio Risk Management; Bill Edwards, Managing Director -
Information Technology; and other Staff members. Other attendees were Kyle Kalkwarf, UT System
Student Regent; Keith Brown of the McCombs School of Business at UT Austin; Bob Jewell of Andrews
Kurth LLP; Philip Aldridge, Charlie Chaffin, Jim Philips, William Huang, Moshmee Kalamkar, Miles
Ragland, Matt Flores and Roger Starkey of the UT System Administration; Greg Anderson of Texas A&M
University System; Nanci Hibschman of Mercer; and Bruce Myers of Cambridge Associates. Director Erle
Nye and Ms, Hibschman attended the meeting by means of conference telephone. Director Charles W.
Tate joined the mesting later in the meeting as noted in the minutes. Mr. Foster called the meeting to order
at8:10 am.

Minutes

The first item to come before the Board was the approval of the minutes of the meeting of the Board of
Directors held on April 15, 2010. Upon motion duly made and seconded, the following resolution was
unanimously adopted by the Board:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
April 15, 2010, be, and are hereby, approved.



Committee Assignments

Mr. Foster recommended approval of Corporate committee assignments to the Audit and Ethics
Committee, subject to further approval by the U. T. System Board of Regents in accordance to Section
66.08 of the Texas Govemment Code. M. Foster deferred action on Corporate committee assignments
for the Compensation, Policy, and Risk Committees. Upon motion duly made and seconded, the following
resolution was unanimously adopted:

BE IT RESOLVED, that the following Directors of the Corporation are hereby
designated as the Audit and Ethics Committee of the Board of Directors:

Janiece Longoria

Erle Nye

Charles Tate

subject to approval by the Board of Regents of The University of Texas System at
its meeting to be held on July 15, 2010, fo serve until the expiration of their term,
or until their successor has been chosen and qualified, or until their earlier death,
resignation or removal; and

FURTHER RESOLVED, that Janiece Longoria is hereby designated the Chair of
the Audit and Ethics Committee and shall preside at its meetings.

Investment Strategy Review

Mr. Foster asked Mr. Zimmerman fo review the investment strategy for 2011. The objective of the
investment strategy review was to assess the portfolio's current position in relation to the recent/expected
market conditions and recommend changes fo the targets and ranges for FY 2011, Mr. Zimmerman stated
that there had been a very good discussion of investment strategy during the Policy Committee meeting
held on July 8, 2010, which the Risk Committee joined as guests, and he would be presenting the
Investment Strategy Review 2011 in detail at the Joint Meeting of the UT System Board of Regents and
UTIMCO Board of Directors later in the day, so he suggested moving on to the next item on the agenda.
Mr. Foster concurred.

Investment Policy Statements

Mr. Eoster asked Mr. Zimmerman fo review the proposed changes to the Investment Policy Statements.
The Investment Management Services Agreement between the U.T. Board and UTIMCO (IMSA) requires
that UTIMCO review the current Investment Polices for each Fund at least annually. Mr. Zimmerman
discussed the recommended amendments proposed by Staff as a result of the annual investment strategy
review, and provided a handout that summarized changes to the various investment policies that were
proposed and recommended by the Policy Committee. The review included distribution {spending)
guidelines, long-term investment retum expectations and expected risk levels, Asset Class and [nvestment
Type allocation targets and ranges for each eligible Asset Class and Invesiment Type, expected returns for
each Asset Class, Investment Type, and Fund, and designated performance benchmarks for each Asset
Class andfor Investment Type. The Investment Policy Statements for the Permanent University Fund
(‘PUF", the General Endowment Fund (*GEF"), the Intermediate Term Fund (fTF"), the Permanent Health
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Fund (“‘PHF"), the Long Term Fund ("LTF"), the Short Term Fund (“STF"}, and the Separately Investment
Funds (“SIF") are being amended effective September 1, 2010.  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 have been amended to set forth the revised Policy Portfolio Asset Class and Investment Type targets
and ranges for FY 2011. Mr. Tate joined the meeting during the discussion. Mr. Zimmerman answered the

Directors’ questions.

Policy Committee

Mr. Foster asked Ms. Longoria to report on behaif of the Policy Committee. Ms. Longoria reported that the
Committee met on July 8, 2010, with all members of the Commitiee present. The Risk Committee
members, Mr. Tate, Mr. Carlson, and Mr. Ferguson had been invited to attend the meeting. Mr. Nye aiso
joined the meeting. The Policy Commitiee approved the minutes from the April 8, 2010 meeting, discussed
and approved amendments to the Code of Ethics and Investment Policy Statements, and discussed the
Committee’s Self-Assessment. Since Mr. Zimmerman had already provided recommendations to the
Investment Policy Statements, she continued by reporting on the changes to the Code of Ethics. Ms.
Longoria explained that the most significant change to the Code was the deletion of provisions permitting
Directors and UTIMCO to hold private investments in the same business entity so long as the Director’s
private investment did not constitute a pecuniary interest as defined in the Code. This proposed
amendment reversed a change made approximately two years ago. She noted that the change made two
years ago never produced any real benefit to the Corporation; it was not one that was ever exercised, so to
alleviate any concerns, the decision was made to recommend reversing the amendment. Under the
proposed draft, only certain private investments acquired before the Director takes his/her position on the
UTIMCO Board would be permitted. Staff aiso proposed changes that included reorganization, clarification,
and standardization of existing provisions. Ms. Longoria stated that the draft changes to the Code were
based on the joint efforts of UTIMCO Staff and Andrews Kurth LLP, with some of the changes made based
on recommendations by the State Auditor during their last audit. ~ Mr. Zimmerman answered the Board
Members' questions. On behalf of the Committee, Ms. Longoria recommended approval of the
amendments to the Code of Fthics. Upon motion duly made and seconded, the following resofution was

unanimously adopted:

WHEREAS, the charter of the Audit and Ethics Committee requires it to
periodically review the Code of Ethics policy of the Corporation and recommend
any proposed changes to the Policy Committee for concurrence and submission fo
the Board for approval; and

WHEREAS, the Audit and Fthics Committee has reviewed the Code of Ethics
policy and recommended its changes to the Policy Committee for concurrence and
submission fo the Board for approval; and

WHEREAS, the Policy Committee has reviewed the changes recommended by
the Audit and Ethics Committee and recommends same fo the Board for its
approval; and

WHEREAS, the Board wishes to document its approval of the amendmenis to the
Code of Ethics policy in the form previously provided to the Board, subject fo the
approval by the Board of Regents of The University of Texas System.



NOW, THEREFORE, be it:

RESOLVED, that the amendments to the Code of Ethics of the Corporation as
presented be, and are hereby, approved, subject to approval by the Board of
Regents of The University of Texas System.

On behalf of the Committee, Ms. Longoria also recommended Board approval of the amendments to the
Investment Policy Statements. Upon motion duly made and seconded, the following resolution was
unanimously adopted:

RESOLVED, that amendments to the Investment Policy Statements of the
Permanent University Fund, General Endowment Fund, Permanent Heailth Fund,
Long Term Fund, Intermediate Term Fund, Short Term Fund, and Separately
Invested Funds, and amendments to the Derivative Investment Policy, Delegation
of Authority Policy, and Mandate Categorization Procedure, as presented be, and
are hereby, approved, subject to approval by the Board of Regents of The
University of Texas System.

Compensation Committee Report

Mr. Foster asked Mr. Ferguson to provide the report for the Compensation Committee. Mr. Ferguson
reported that the Committee met on June 30, 2010, fo discuss revisions to certain Appendices of the
UTIMCO Compensation Program (the "Plan”), base salaries for UTIMCO Officers and other Plan
participants, and the CEQ's Qualitative Performance Goals. All members participated in the meeting, but
no action was taken.

Executive Session

Mr. Foster announced at 9:08 a.m., that, “The Board of Directors of The University of Texas Investment
Management Company having been duly convened in Open Session and notice of this meeting having
been duly given, | hereby announce the convening of a closed meeting as an Executive Session to
deliberate individual personnel matters. This Executive Session meeting of the Board is authorized by
Texas Government Code Section 551.074 (Personnel Matters). The date is July 14, 2010, and the time is
now 9:08 a.m.” With the exception of Mr. Zimmerman, Ms. Gonzalez, Mr. Jewell, Ms. Hibschman and Mr.
Myers, all other meeting participants left the meeting at this time.

Open Session

The Board reconvened in open session and Mr. Foster announced that on July 14, 2010, at 10:29 am,,
“The Open Session of the Board of Directors of The University of Texas Investment Management Gompany
is now reconvened. The date is July 14, 2010, and the time is now 10:29 am. During the Executive
Session, the Board deliberated individual personnel matters, but no action was taken nor decisions made,
and no vote was called for or had by the Board in Executive Session.”



Risk Committee Report

Mr. Tate followed with a report from the Risk Committee. Mr. Tate reported that the Committee met on July
8, 2010, All members of the Committee were present. The Commitiee reviewed performance and risk
reporting, reviewed and approved new investment mandate categorizations, reviewed the institutional
compliance report and discussed the Committee's Self-Assessment. Mr. Tate reported that the Committee
approved the categorization of eleven new investment mandates prepared by Staff beginning April 1, 2010,
and ending June 30, 2010. Three mandates included in the "Mandate Categorization Watch-List" would
continue to be monitored by Staff for possible recategorization. There was a report from Ms. Gonzalez on
non-compliance items from the Compliance Report for the Quarter Ended May 31, 2010. Mr. Tate provided
a summary of the results from the Committee’s Self-Assessment. This was the first time the Risk
Committee had performed a self-assessment. Committee Members were generally satisfied with the
performance of the Committee, but it was noted that the Committee Members would like to have a periodic
review of the Committee Charter, and they would like more information regarding duties and responsibilities
in the areas of risk modeling data, use of swaps, derivatives and investments that move into the trigger
zone. Mr. Tate said that he would work with Staff to determine the best way to provide the requested
information to the Committee Members. Mr. Zimmerman and Ms. Gonzalez answered the Board Members'’

questions.

Audit and Ethics Committee Report

Mr. Foster provided the report on behalf of the Audit and Ethics Committee. He reported that the
Committee met on July 8, 2010. The Committee approved the engagement of Deloitte & Touche LLP as
the Corporation's independent auditor for the fiscal year ending August 31, 2010, subject fo further
approval by the Board. The Committee reviewed the amendments to the Code of Ethics that were
approved earfier in the meeting. The Committee reviewed their Self-Assessment responses, which overall
were extremely positive and expressed satisfaction with the performance of the Commiitee, with one
request to allow more time to review the meeting materials. The Committee heard a presentation of the
unaudited financial statements for the Investments Funds and the Corporation for the nine months ended
May 31, 2010, received a report from the UT System Audit Office, and received a report on other ethics and
compliance activities from Staff. Mr. Foster recommended Board approval of the engagement of Deloitte &
Touche LLP. Upon motion duly made and seconded, the following resolution was unanimously adopted:

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, 2010.

Endowment and Operating Funds Update

Mr. Foster asked Mr. Zimmerman to present the Corporation's endowment and operating funds update.
Mr. Zimmerman handed out a prefiminary report of the Corporation’s Performance Summary as of June 30,
2010. He reported the Corporation had $22.3 billion of assets under management at the end of June 30,
2010. Of the $22.3 billion, $10.4 billion was in the PUF, $5.9 billion in the GEF, $1.9 billion in the STF and
$4.0 billion in the ITF.  Mr. Zimmerman presented actual versus benchmark results, factical asset
allocation, and value-add analysis. The net performance for the one-month period ended June 30, 2010,
for the PUF was -0.54% and for the GEF was -0.51%, versus benchmark returns of -0.76% for each fund.
The net performance for the one year ended June 30, 2010, for the PUF was 16.86% and for the GEF was
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16.85%, versus benchmark returns of 10.68% for each fund. The ITF's performance was -0.14% versus its
benchmark return of -0.46% for the one-month period, and 14.14% versus its benchmark return of 9.73%
for the one year ended June 30, 2010. Performance for the STF was 0.02% versus 0.01% for its
benchmark retum for the one-month period, and was 0.23% versus a benchmark return of 0.16% for the
one year ended June 30, 2010. Mr. Zimmerman reviewed the Funds’ Asset Class and Investment Type
targets, ranges and performance objectives. He reviewed the Less Correlated and Constrained portfolio
categorizations vs. “look thru" exposures. Mr. Zimmerman also presented risk analytics, a report on
derivatives and counterparties, manager exposure, investment activity as of June 30, 2010, and gave an
update on liquidity, contracts and the Intermediate Term Fund. Mr. Zimmerman answered the Directors’

questions.

At 10:52 a.m. the open meeting of the Board recessed info a Briefing Session pursuant to Texas Education
Code Section 66.08(h)(2) related to Investments.

The open meeting of the Board reconvened in open session at 11:16 a.m.

There being no further business to come before the Board of Directors, the meeting was adjourned at
approximately 11:17 am.

Secretary:

Joan Moelier

Approved: Date:
Paul Foster
Chairman, Board of Directors of
The University of Texas Investment
Management Company







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

The Board of Directors (the “Board") of The University of Texas Investment Management Company (the
"Corporation’} convened in an open meeting at 10:53 a.m. on August 6, 2010, by means of conference
telephone enabling all persons participating in the meeting fo hear each other, at the offices of the
Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meeting having been called by the
Chairman, Paul Foster, with notice provided fo 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: '

Paul Foster, Chairman
J. Philip Ferguson, Vice Chairman
Francisco G. Cigarroa, M.D, Vice Chairman for Policy
Clint Carlson
Printice Gary
Janiece M. Longoria
Ardon E. Moore
Erle Nye

Accordingly, a majority and quorum of the Board was in attendance. Employees of the Corporation
attending the meeting were Bruce Zimmerman, CEQ and Chief Investment Officer; Joan Moeller, Secretary
and Treasurer; Christy Wallace, Assistant Secretary; and Cecilia Gonzalez, internal General Counse! and
Chief Compliance Officer. Other aftendees were Keith Brown of the McCombs School of Business at UT
Austin; Bob Jewell of Andrews Kurth LLP; Philip Aldridge, William Huang, Anthony DeBruyn and Roger
Starkey of the UT System Administration. Director Charles W. Tate joined the meeting later in the meeting
as noted in the minutes. Mr. Foster called the meeting fo order at 10:53 am.

Committee Assighments

Mr. Foster recommended approval of the following Corporate committee assignments. Upon motion duly
made and seconded, the following resolution was unanimously adopted:

BE IT RESOLVED, that the following Directors of the Corporation are hereby
designated as the Compensation Committee of the Board of Directors:

J. Philip Ferguson

Janiece Longoria

Ardon Moore

to serve until the expiration of their term, or until their successor has been chosen
and qualified, or until their earlier death, resignation or removal; and



FURTHER RESOLVED, that J. Philip Ferguson is hereby designated the Chair of
the Compensation Committee and shall preside at its meetings.

BE IT RESOLVED, that the following Directors of the Corporation are hereby
designated as the Risk Committee of the Board of Directors:

Charles Tate
J. Philip Ferguson
Ardon Moore

to serve until the expiration of their term, or until their successor has been chosen
and qualified, or until their earlier death, resignation or removal; and

FURTHER RESOLVED, that Charles Tate is hereby designated the Chair of the
Risk Committee and shall preside at its meetings.

BE IT RESOLVED, that the following Directors of the Corporafion are hereby
designated as the Policy Committee of the Board of Direclors:

Printice Gary
Erle Nye

to serve unti! the expiration of their term, or until their successor has been chosen
and qualified, or until their earlier death, resignation or removal; and

FURTHER RESOLVED, that Printice Gary is hereby designated the Chair of the
Policy Committee and shall preside at its meetings.

Compensation Committee Report

Mr. Foster asked Mr. Ferguson to provide a report from the Compensation Committee. Mr. Ferguson
reported that the Committee had met earlier that morning and considered several items of business at their
meeting. The Committee recommended for approval by the Board proposed amendments to Appendices
C, D and £ of the UTIMCO Compensation Program (the "Plan”). Mr. Ferguson asked Mr. Zimmerman to
provide more detall. Mr. Zimmerman explained that Appendix C, Table 1, set forth the Eligible Positions,
Weightings, Incentive Award Opportunities, and Percentage of Award Deferred for each Eligible Position
and included the addition of three new Eligible Positions he was recommending because of promotions.
Staff did not propose any changes to the weightings, incentive award opportunities, or percentage of award
deferred. Appendix D, Table 2, sets forth two of the Performance Goals categories referenced in Section
5.4.(b} of the Plan for the Plan Participants: the Entity Performance and the Asset Class/investment Type
Performance Goals, including the benchmarks for Asset Class/Investment Type and the Threshold, Targe,
and Maximum Performance Standards for the Total Endowment Funds, Intermediate Term Fund, and the
Asset Class/investment Types. Staff recommended changes fo the Policy Portiolio Weights for the Tofal
Endowment Funds in Table 2. The updated Policy Portfolio Weights were consistent with Staff's proposed
target adjustments in Exhibits A of the Permanent University Fund and General Endowment Fund
Investment Policy Statements. The UTIMCO Board approved the recommended targets at its meeting held
on July 14, 2010. The recommended new targets were expected to be adopted by the UT System Board
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of Regents at its August 11-12, 2010 meeting. Mr. Zimmerman continued by explaining that Appendix E,
Table 3, sefs forth the Eligible Positions of Affected Participants. Table 3 is required to be revised each
Performance Period to identify the Eligible Positions whose Performance Incentive Awards are subject to
automatic adjustment as to fiming and amount pursuant o Section 5.11. of the Plan. Mr. Tate joined the
meeting during the Compensation Committee report. Mr. Zimmerman answered the Directors’ questions.
Upon motion duly made and seconded, the following resolution was unanimously adopted by the Board:

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, Section 5.3.(a) of the Plan requires Table 1 to be revised each
Performance Period fo set forth the Eligible Positions, the weightings for the
Eligible Positions, the Incentive Award Opportunities, and any Applicable Deferral
Percentage for each Eligible Position, for that Performance Period as soon as
administratively practicable after confirmation of such by the Board for such
Performance Period and fo be attached as Appendix C fo the Plan; and

WHEREAS, Section 5.8.(b)(1) of the Plan requires Table 2 fo be revised, as
necessary, for subsequent Performance Periods to reflect new benchmarks, as
well as threshold, target, and maximum performance standards, in effect during
the three-year rolling historical period, culminating with the subsequent
Performance Period and to be attached as Appendix D to the Plan; and

WHEREAS, Section 5.11.(3) of the Plan requires Table 3 to be revised each
Performance Period to identify the Eligible Positions whose Performance incentive
Awards are subject fo automatic adjustment as to timing and amount pursuant fo
the Plan provisions pertaining to extraordinary circumstances and to be attached
as Appendix E to the Plan; and

WHEREAS, the Compensation Committee of the Board (the "Committee”) has
reviewed the revised Tables, approves such amendments, and has determined fo
recommend them to the Board,; and

WHEREAS, the Board has reviewed and concurs in the amendments fo the
revised Tables 1, 2, and 3, as recommended by the Committee.

NOW, THEREFORE, be it:

RESOLVED, the updated and amended Tables 1, 2, and 3, copies of which are
attached herefo, are hereby adopted and approved to replace the current
Appendix C, D, and E, respectively, effective as of July 1, 2010.

The next resolution was to approve the Base Salary of the Corperation’s CEO. Mr. Ferguson noted that at
their meeting the Committee had approved base salaries for the Corporation’s Officers (with the exception
of the CEO) and other UTIMCO Compensation Program Participants for the Fiscal Year 2010-2011 that
totaled $4,488,500. He reported, on behalf of the Compensation Committee, a recommended approval of
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the Base Salary of the Corporation's CEO for the Fiscal Year 2010-2011in the amount of $585,000. Mr.
Ferguson pointed out that the two figures combined equal the salary budget of FY 2010, noting the total
salary budget will be flat for the coming year. Upon motion duly made and seconded, the following
resolution was unanimously adopted:

RESOLVED, that the Board of Directors of UTIMCO hereby approves the Base
Salary of the Corporation’s CEO for the Fiscal Year 2010-2011 in the amount of
$585,000.

Mr. Ferguson also proposed approval, on behalf of the Compensation Committee, of the Qualitative
Performance Goals for the CEO and Chief Investment Officer by the Board. Upon motion duly made and
seconded, the following resolution was unanimously adopted.

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
Participant (other than for the CEO) 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 CEQ's Qualitative Performance Goals for
the Performance Period ended June 30, 2011, 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 Performance Period ended June 30, 2011, effective as of July 1,
2010, as set forth in the docurnent presented to the Board.

Budget Review

Mr. Foster asked Mr. Zimmerman to present the 2010-2011 Budget Review. Mr. Zimmerman reviewed the
budget request for salaries, which included one open position and as Mr. Ferguson stated earlier, the
recommended amount will remain flat from last years’ budget. He reported, for fiscal year 2010-2011, a
proposed total annual budget of $66,294,127. Included in the total annual budget was a proposed
Management Fee Request of $16,631,305. Additionally, Staff proposed other direct fund costs of
$5,504,702 and a capital budget of $215,000. 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 fo
each of the Funds. Following the discussion, Mr. Foster recommended the Corporation’s 2010-2011
Annual Budget, Capital Budget, Management Fee Request, and Allocation Schedule be approved as
presented. Upon motion duly made and seconded, the following resolution was approved unanimously:

RESOLVED, that the UTIMCO Management Fee of $16,631,305, Other Direct
Fund Costs of $5,504,702, and Anticipated Invoiced External Manager Fees of
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$44,158,120, resulting in Total Fees, excluding UT System Direct Expenses to the
Funds, of $66,204,127; Capital Budget of $215,000; and the Allocation Schedule;
as provided fo the Board for the period beginning September 1, 2010 through
August 31, 2011, be, and is hereby, approved, subject to approval by the Board of
Regents of The University of Texas System.

There being no further business fo come before the Board of Directors, the meeting was adjourned at
approximately 11:20 am.

Secretary:

Joan Moeller

Approved: Date:
Paul Foster
Chairman, Board of Directors of
The University of Texas Investment
Management Company







MINUTES OF THE JOINT MEETING OF
THE UNIVERSITY OF TEXAS SYSTEM BOARD OF REGENTS

AND
THE UNIVERSITY OF TEXAS INVESTMENT MANAGEMENT COMPANY

July 14, 2010

Austin, Texas

Note: These minutes were approved by
The University of Texas System Board of Regents
at its meeting held on August 12, 2010



MEETING NO. 1,060

WEDNESDAY, JULY 14, 2010.--The members of the Board of Regents of The
University of Texas System convened this meeting at 12:40 p.m. on Wednesday,
July 14, 2010, in the Board Mesting Room, Ninth Floor, Ashbel Smith Hall,

201 West Seventh Street, Austin, Texas, with the following participation:

ATTENDANCE .-

Present

Chairman McHugh, presiding
Vice Chairman Foster

Vice Chairman Longoria
Regent Dannenbaum
Regent Gary

Regent Hicks

Regent Pejovich

Regent Powell

Regent Stiliwell

Regent Kalkwarf, Student Regent, nonvoting

in accordance with a nofice being duly posted with the Secretary of State and there
being a quorum present, Chairman McHugh called the meeting to order.

WELCOME TO NEW REGENTS PEJOVICH AND KALKWARF .--Chairman McHugh
welcomed Regent Brenda Pejovich and Student Regent Kyle J. Kalkwarf to their first
Board meeting. (See Page 20 for the official welcome to these new Regents.)

CONVENE JOINT MEETING: BOARD OF REGENTS AND THE UNIVERSITY
OF TEXAS INVESTMENT MANAGEMENT COMPANY (UTIMCO) BOARD OF
DIRECTORS.—At 12:41 p.m., in accordance with a notice being duly posted with
the Secretary of State and there being a quorum of both Boards present, Chairman
McHugh convened the annual joint meeting of The University of Texas System
Board of Regents and The University of Texas Investment Management

Company (UTIMCO) Board of Directors. She then called on Vice Chairman Foster
who is also Chairman of the Board of Directors of UTIMCO to chair the meeting.



U. T. System Board of Regents: Introductions

Vice Chairman Foster introduced University of Texas System and University
of Texas Investment Management Company (UTIMCO) Regents, Directors,
staff, and consultants in attendance at the meeting who work on UTIMCO-
related matters. He also introduced Texas A&M University System Regent
Phil Adams, Chairman of the Board of Regents’ Commitiee on Finance, and
Mr. Gregory R. Anderson, Chief Investment Officer and Treasurer af Texas

A&M University.

U. T. System Board of Regents: Briefing on fiduc:;qrv responsibilities of The
University of Texas Investment Management Company { UTIMCO) Directors

Mr. Barry Burgdorf, Vice Chancelior and General Counsel, provided an
annual briefing on fiduciary responsibilities of The University of Texas
Investment Management Company (UTIMCO) directors. The Board of
Regents' Expectations of UTIMCO Directors on Pages 3 - 7 was provided
as background information.



U. T. System Board of Regents
Expectations for Appointees to the
UTIMCO BOARD OF DIRECTORS

Overview of UTIMCO

The University of Texas Investment Management Company (“UTIMCO™), a Texas nonprofit
corporation qualified as a tax-exempt entity under Section 501(c)(3) of the Internal Revenue
Code, was created for the sole purpose of managing the investment of funds under the control
and management of the Board of Regents of The University of Texas System pursuant to
authorization provided in Section 66.08 of the Texas Education Code (the “UTIMCO statute™).

The corporate activities of UTIMCO are managed by its Board of Directors (the “UTIMCO

Board™), subject to the Master Investment Management Services Agreement (“IMSA”) between
UTIMCO and the Board of Regents, the applicable provisions of the Board of Regents” Rules

and Regulations, the UTIMCO statute, UTIMCO’s Articles of Incorporation and Bylaws, and '
other applicable law.

The Chancellor of the U. T. System serves as the Vice Chairman for Policy.

e The Chancellor is charged by the UTIMCO Bylaws with coordination of responsibilities,
including the appropriate resolution of policy issues, assigned to UTIMCO and to the U. T.
System by the Regents' Rules to ensure implementation of UTIMCO's performance of core
investment duties.

s The IMSA between the U. T. System Board of Regents and UTIMCO provides that unless
otherwise provided in writing by the U. T. Board, “UTIMCO shall look to the Chancellor to
provide primary oversight and management concerning relations with the media, legal issues
that implicate policies of the U. T. Board other than the Investment Policies, public
disclosure of information and intergovernmental refations. Except for the foregoing matters,
the UTIMCO Board of Directors and the CEOQ of UTIMCO shall be responsible for making
all decisions necessary to implement the Investment Policies, The CEO of UTIMCO shall
confer with the Chancellor on the above-mentioned matters where the Chancellor has
primary oversight and management and on other matters that may implicate broader policies
of the U. T. Board.”

o The Regents' Rules, Rule 20101 and Rule 70401 provide additional detail on these duties.

Qualifications and Terms

Pursuant to the UTIMCO statute, the UTIMCO Board consists of nine (9) members. The
Chancellor of the U. T. System serves as a Director. The other members of the UTIMCO Board
are appointed by the Board of Regents and must include at least three (3) current merbers of the
Board of Regents and at least one person selected by the Board of Regents from a list of
candidates with substantial expertise in investments submitted by the Board of Regents of The
Texas A&M University System. Pursuant to the UTIMCO bylaws approved by the Board of
Regents, the three (3) Regental Directors serve two-year terms that expire on the first day of
April of each odd-numbered year, and the external Directors serve three-year staggered terms
that expire on the first day of April of the appropriate year. Any UTIMCO Director may be
removed as a Director by the Board of Regents with or without cause and at any time.

Cetober 1, 2007
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Operations and Resources

The UTIMCO Board has delegated primary responsibility for certain functions to key chartered
Board Committees:

. Audit and Ethics Comumittee (Appointments approved by the Board of Regents)

2. Compensation Committee

3.  Policy Committee

4.  Risk Committee

U. T. System Administration staff provide oversight through the Office of Business Adffairs,
including the Office of Finance; the Office of General Counsel; Internal Audit; the Systemwide
Compliance Officer; and the General Counsel to the Board of Regents. UTIMCO Directors also
have the benefit of professional independent consultants, including:

1. Investment consultants (Cambridge Associates);

Qutside legal counsel {Andrews Kurth, LLP);

Compensation consultants {Mercer),

External auditors (Deloitte & Touche LLP);

Dr. Keith Brown, Professor of Finance at U. T. Austin, Advisor to the Chairman of the
UTIMCO Board.

B b

Duties and Responsibilities

By statute and charter, as a fiduciary under the IMSA, UTIMCO is dedicated to the sole purpose
of investing funds under the management and control of the Board of Regents. [n practice, the
fiduciary duties of UTIMCO Directors are focused on the fulfiliment of the Board of Regents’
investment policy directives. As Directors of a nonprofit corporation, UTIMCO Directors’
fiduciary duties also include:

1. Duty of care in prudently managing the corporation’s investment management and other
affairs;

Duty of loyalty, requiring the avoidance of conflicts of interest; and

Duty to avoid conduct that exceeds the chartered powers of the corporation.

L 1

Investment Management Responsibilities: The Board of Regents is the ultimate fiduciary
responsible for all matters relating to the investment of the funds under its control, in accordance
with the “prudent investor” standard of care established by the Texas Constitution, Texas
Education Code, and other applicable law. This standard provides that the Board of Regents, in
making investruents, may acquire, exchange, sell, supervise, manage, or retain, through
procedures and subject to restrictions it establishes and in amounts it considers appropriate, any
kind of investment that prudent investors, exercising reasonable care, skill, and caution, would
acquire or retain in light of the purposes, terms, distribution requirements, and other
circumstances of the fund then prevailing, taking into consideration the investment of all the
assets of the fund rather than a single investment.

October 1, 2007
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The Board of Regents delegates to UTIMCO as its fiduciary, under the management of the
UTIMCO Board, authority to act for the Board of Regents in the investment of those funds,
subject to limitations and restrictions articulated through the IMSA; the Board of Regents’
investment policies; and other applicable laws, rules, and agreements. The UTIMCO Board’s
investment management authority, thus derived, includes the following investment management
responsibilities:

Review of the U. T. Board's current Investment Policies for each Fund at least annually. Such
review shall include distribution (spending) guidelines, long-term investment refurn
expectations and expected risk levels, Asset Class and Investment Type allocation targets and
ranges, expected returns for each Asset Class and Investment Type and fund, designated
performance benchmarks for each Asset Class and Investment Type and such other matters
as the U. T. Board or its staff designees may request.

After UTIMCO completes its assessment, UTIMCO must forward any recommended
changes to U. T. System staff for review and appropriate action.

Oversee the investment management process pursuant to the Investment Policies. Such
oversight shall include without limitation the development of an investment outlook based on
global economic and capital market forecasts, the rebalancing of allocations to each Asset
Class and Investment Type within ranges in response to changes in the investment outlook,
and the selection of a combination of portfolio managers to construct portfolios designed to
generate the expected returns of each Asset Class and Investiment Type.

Monitor and report on investment performance for each of the Funds. With respect to all
Funds other than the Separately Invested Funds (“SIFs™), such responsibilities shall include
the calculation and evaluation of investment returns for each Asset Class and Investment
Type and individual Fund portfolio against approved benchmarks over various periods of
time, and the periodic review of performance benchmarks. With respect to all Funds, such
responsibilities shall also include the reporting of investment performance of such specific
Funds as may be requested by the U. T. Board, and the reporting to regulatory agencies and
others regarding investments under management to the extent required by applicable law.
Develop and implement a risk management system to measure and monitor overall portfolio
derivative exposure, risk levels, liguidity, and leverage.

Monitor and enforce compliance with all investment and other policies and applicable law.
Monitor termination of external managers in accordance with Delegation of Authority Policy
and investment policies.

Some investment management responsibilities delegated to UTIMCO, including but not limited
to the following, are expressly subject to Board of Regents approval:

Analyze and recommend investment strategies for U, T. System funds managed by
UTIMCO, including Asset Class and Investment Type allocation targets, ranges, and
performance benchmarks for each Asset Class and Investment Type (Exhibit A of the Fund
Investment Policy Statements).

Consider and recommend investments not covered by investment policy statements.

Select one or more Custodians, each of which shall be approved by the U. T. Board, which
shall also enter into or approve each agreement with the Custodian(s).

Select, engage, and evaluate External Auditor(s) for the funds.

Qctober 1, 2007
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Review and propose amendments to Board of Regents’ policies related to the investment
management of the U. T. System funds, including (not limited to):

Investment Policy Statements for all U, T. System funds.

Distribution (spending) guidelines, rates, and amounts as required.

Liquidity Policy.

Derivative Policy.

S TE R S

Corporate Governance Responsibilities: The UTIMCO Board manages the activities of the
corporation, providing the primary governance and oversight of the CEO and Chief Investment
Officer, other professionals employed by UTIMCO, and outside investment managers with
whom funds have been invested. Management oversight responsibilities of the UTIMCO Board
or UTIMCO Board Comunittees include the following:

Monitor actual staffing, operating, and capital expenditures relative to approved budgets.
Monitor compliance with the Delegation of Authority policy. ‘ -

Consider and approve actions outside the authority delegated to the CEO as required.

Select, engage, and evaluate UTIMCO’s outside counsel, custodian(s), external auditor(s) for
the corporation, investment consultant(s) and risk consultant(s).

Ensure compliance with UTIMCO’s Code of Ethics, including conflict of interest policies
and applicable law.

Develop and administer a compensation plan, consistent with current regulations for
determining reasonable compensation, to aftract and retain high caliber investment
professionals and support staff. With the exception of changes to the appendices, the
Compensation Plan is subject to approval by the Board of Regents.

Appoint, supervise, evaluate and compensate UTIMCO’s CEQ.

Evaluate investment results against incentive compensation plan performance objectives;
approve and recommend incentive compensation for UTIMCO’s officers and other
compensation plan participants.

Review and approve committee charters.

Assure establishment and implementation of legally compliant and administratively effective
personnel policies.

Oversee implementation of accounting principles, policies, internal financial controls, and
reporting in the spirit of the Sarbanes-Oxley Act.

Oversee implementation of public disclosures in compliance with the Texas Public
Information Act and other applicable law, in. collaboration with the Chancellor/Vice
Chairman for Policy.

Some corporate management responsibilities of the UTIMCO Board, including but not limited to
the following, are expressly subject to approval by the Board of Regents:

Review and approve the proposed annual UTIMCO operating and capital budgets, including
incentive compensation, capital expenditures, and management fee allocations.

Review, approve, and recommend key governance documents such as the Asticles of
Incorporation, Bylaws, and Code of Ethics.

Approval of Performance Incentive Awards that will result in an increase of 5% or more of
the total performance incentive awards calculated to the approved Performance [ncentive
Plan contained in the UTIMCO Compensation Program.

Qetober 1, 2067
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Prohibited Transactions — Conflicts of Interest

The UTIMCO Code of Ethics (“Code™) details, among other things, prohibitions on transactions
between UTIMCO and entities controlied by UTIMCO Directors, as required by the UTIMCO
statute and supplementing the general requirements under the Texas Non-Profit Corporation Act.
Amendments to the Code are expressly subject to Board of Regents’ approval.

The Code prohibits any transaction or agreement between UTIMCO and any investment fund or
account managed by a UTIMCO Director as a fiduciary or agent for compensation. The Code
prohibits agreements or transactions between UTIMCO and a business entity controlled by a
UTIMCO Director or in which a UTIMCO Director owns five percent or more-of the fair market
value of the assets or of the voting stock or from which the UTIMCO Director received more
than five percent of his or her gross income for the preceding calendar year.

The Code prohibits 2 UTIMCO Director from investing in the private investments of a business
entity in which UTIMCO contemporaneously owns a private investment if after the investment
the UTIMCO Director’s investment constitutes a pecuniary interest (i.e., ownership of five
percent or more of the fair market value of the assets or of the voting stock or from which the
UTIMCO Director received more than five percent of his or her gross income for the preceding
calendar year). The Code also prohibits UTIMCO from investing in the private investments of a
business entity in which a UTIMCO Director contemporanecusly owns a private investment if
the UTIMCO Director’s interest constitutes a pecuniary interest. For this purpose, “private
investment” means any debt or equity interest that is not publicly traded, including a private
investment in a public company.

Application of the Texas Public Information Act

UTIMCO and its officers, directors and employees are subject to the provisions of the Texas
Public Information Act. Corporate documents, correspondence, and emails are subject to public
inspection and duplication, unless specifically excepted from disclosure under the Act.

Meeting Requirements

UTIMCO Directors are expected to attend all regularly scheduled Board meetings, which are
typically held approximately every three months. In addition, special Board meetings may be
scheduled from time to time with prior notice. The Texas Open Meetings Act applies to the
UTIMCO Board, requiring that all deliberations of a quorum of the Board take place in open
meetings after advance notice of the meeting is posted as required by the Act. Committee
meetings are held as needed to address specific items within the Committee charters.

Qcrober 1, 2007
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U. T. System Board of Regents: Discussion of U. T, System financial
resources

Dr. Scott C. Kelley, Executive Vice Chancellor for Business Affairs, discussed
the importance of investment assets in the context of The University of Texas
System’s overall financial resources. His presentation provided an overview of
the U. T. System's assets, liabilities, revenues, and expenditures, and the role
that assets managed by The University of Texas Investment Management
Company (UTIMCO) play in supporting the financial condition ofthe U. T.
System.

Dr. Kelley reminded both Boards of the critical nature of the assets that

are being managed by UTIMCO and of the importance of the investment
performance of those assets to the overall financial condition and picture of
the U. T. System. He noted the investment distributions, which amount to
approximately 6%, support marginal programs that are some of the most
effective and most important programs in the U, T. System. In addition, he
said the large assets strengthen the balance sheet and provide access fo
low-cost debt, provide liquidity, and provide overall strength to each
institution. Further, Dr. Kelley said the realized and unrealized gains, or the
nonoperating revenue increases or decreases, are particularly important
because the operations for campuses are largely budgeted at almost a
breakeven standpoint. He said extraordinary gains provide a significant
impact to the overall strength of the institution and the ability {o move forward,
and losses have a converse effect.

Dr. Kelley said the liquidity exposure that UTIMCO provides is valuable to find
low-cost debt, to enter into the variable rate debt market, and to be able to
time an entrance into the market in terms of the acquisition of long-term debt
to hedge the U. T. System's positions. He noted that at one point, purchasing
liquidity outside was prohibitively expensive and having access through the
assets at UTIMCO has been particularly helpful.

U. T. System Board of Regents: Governance of The University of Texas
Investment Management Company (UTIMCO)

Vice Chairman Foster outlined The University of Texas investment
Management Company (UTIMCO) Board Committee structure. Four
Board committees assume primary responsibility for overseeing certain
aspects of UTIMCO operations. The chairs of the following UTIMCO Board
committees described the roles of their committees since the last joint
meeting on July 9, 2009:

° Audit and Ethics Committee: Chairman Paul L. Foster

® Risk Committee: Chairman Charles W. Tafe



e Policy Committee: Chairman Janiece Longoria
. Compensation Commitiee: Chairman J. Philip Ferguson
U. T. System Board of Regents: Report on investment objectives and

nerformance for The University of Texas [nvestment Management
Company (UTIMCO)

Mr. Bruce Myers, Cambridge Associates, reported on the investment
objectives and performance of funds managed by The University of Texas
Investment Management Company (UTIMCO), including objectives,
performance, policy portfolios, benchmark, and asset aflocation.

In terms of the target return for the Permanent University Fund (PUF) and the
General Endowment Fund (GEF), Mr. Myers said the distribution objectives,
adjusted for infiation, are set to provide the same level of support over time.
When asked by Vice Chairman Foster about the term “purchasing power,”
IMr. Myers explained that the term refers to the same amount of support that
the PUF and the GEF can give to The University of Texas System and, in the
case of the PUF, to The Texas A&M University System today and a year from
NOw.

Mr. Bruce Zimmerman, Chief Executive Officer and Chief Investment
Officer, then reported on current UTIMCO performance through the fiscal
quarter ending May 31, 2010. To update the performance figures through
June 30, 2010, Mr. Zimmerman reported the endowment returns Jost

some ground in June 2010 to 9.8% from 10.3% at the end of May 2010;

the Intermediate Term Fund (ITF) was down slightly from 6.89% to approxi-
mately 6.8%; and the staff value add (actual performance versus policy
portfolio and benchmarks) was 4.34% greater for the endowments and the
ITF, transtating into $813 million. Mr. Zimmerman reported that for the fiscal
year ended June 30, 2010, which is the fiscal year for peer comparisons, the
endowment returns were at about 16.8%, with staff vaiue add at about 6%,
which franslates into over $1 billion.

Director J. Philip Ferguson remarked on this value add for one year
compared to compensation for three years, which the UTIMCO
Compensation Plan focuses on, of $1,860 million (see the UTIMCO
Performance Summary Report on Page 11). He said the UTIMCO Board'’s
incentive compensation recommendations will be forthcoming and will
include less than 1% of the $1.8 billion.



The May 31, 2010 UTIMCO Performance Summary Report is set forth on
Page 11.

ltem | on Page 12 reports activity for the PUF investments. The PUF's net
investment return for the quarter was .68% versus its composite benchmark
return of negative .47%. The PUF's net asset value increased by $54 million
since the beginning of the quarter to $10,524 million. This change in net asset
value includes contributions from PUF Land receipts, increases due to net
investment return, and the third payment of the annual distribution to the
Available University Fund (AUF) of $129 million.

ltem It on Page 13 reports activity for the GEF investments. The GEF's net
investment return for the quarter was .67% versus its composite benchmark
return of negative .47%. The GEF's net asset value increased during the
guarter to $5,873 million.

Item il on Page 14 reports activity for the ITF. The ITF's net investment
return for the quarter was negative .37% versus its composite benchmark
return of negative 1.65%. The net asset value increased during the quarter
to $4,035 million due to net contributions of $53 million, investment return
of negative $15 million, and net distributions of $31 million.

For all funds, all exposures were within their asset class and investment type
ranges and liquidity was within policy.

ltem IV on Page 15 presents book and market values of cash, debt, equity,
and other securities held in funds outside of internal investment pools.

Total cash and equivatents, consisting primarily of institutional operating
funds held in the Dreyfus money market fund, increased by $40 million to
$1.874 million during the three months since the last reporting period. Market
values for the remaining asset types were debt securities: $24 million versus
$24 miilion at the beginning of the period; equities: $43 million versus

$44 million at the beginning of the period; and other investments: $2.2 million
versus $1.7 million at the beginning of the period.

10
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6. U. T. System Board of Regents; Update on The University of Texas
Investment Management Company (UTIMCO) organization, including
investment manager activity and expenses

Mr. Bruce Zimmerman, Chief Executive Officer and Chief Investment Officer
of The University of Texas Investment Management Company (UTIMCO),
reported on the UTIMCO organization, investment manager activity,
technology, audits, and expenses. He noted the organization has been
stable over the past year and has passed all audits.

7. U. T. System Board of Regents: Discussion of trends in investment
management

Dr. Keith Brown, Advisor to the Chairman of the UTIMCO Board, recipient of
a Regents’ Qutstanding Teaching Award (2009), University Distinguished
Teaching Professor and Fayez Sarofim Fellow at the Red McCombs School
of Business at The University of Texas at Austin, discussed trends in
investment management.

8. U. T. System Board of Regents: Discussion of invesiment portfolio and
strategy

Mr. Bruce Zimmerman, Chief Executive Officer and Chief Investment Officer
of The University of Texas Investment Management Company (UTIMCO),
reported on the investment portfolio and investment strategy.

ADJOURN JOINT MEETING.—-At 2:34 p.m., Vice Chairman Foster thanked
members of both Boards for their interest and input, saying he looks forward to
next year's meeting and a continued close and productive working relationship
throughout the year. The joint meeting adjourned at 2:35 p.m.
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. '::_f. Type of ltem:

G Agehda ltem:

i = _l 'l.i_‘_ré__s_.e_btét_:f By:

-'_:'l:)é'scr_'iption: S

i _:: o '. Re.com_m.endaﬁ()ﬂ:

© " Reference: -

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Discussion and Appropriate Action Related to Board Committee Assignments and

. Officers

Staff

‘Chairman Foster, Zimmerman

 Action required by UTIMCO Board

Chairman Foster will propose the Board committeé assignments. in addition, Bruce
Zimmerman will request that Mark Warner be appointed an officer of the corporation.

o Managing directors are considered officers of the corporation and Mark Warner has
- “been promoted to the position of Managing Director, Natural Resources, effective

September 1, 2010. If a change is made in the composition of the Audit and Ethics

-Committee, Section 66.08 of the Texas Government Code requires that the U. T,

System Board of Regents approve the appointment of the members of the Audit and

~ Ethics Committee of the Board of Directors of UTIMCO.

Chairman Foster will recommend approval of the Board committee assignments and
staff will recommend approval of Mark Wamer as an officer of the corporation.

None



RESOLUTION RELATED TO CORPORATION OFFICER

RESOLVED, that the Mark Warner is hereby appointed fo the office of Managing Director
of the Corporation to serve until the next Annual Meeting of the Corporation or until his
resignation or removal.




RESOLUTION RELATED TO COMMITTEE ASSIGNMENTS

BE IT RESOLVED, that the following Directors of the Corporation are hereby designated as the
Audit and Ethics Committee of the Board of Directors:

subject to approval by the Board of Regents of The University of Texas System at its meeting to be
held on , fo serve until the expiration of their term, or until their successor has been
chosen and qualified, or until their earlier death, resignation or removal; and

FURTHER RESOLVED, that is hereby designated the Chair of the Audit
and Ethics Committee and shall preside at its meetings.

BE IT RESOLVED, that the following Directors of the Corporation are hereby designated as the
Compensation Committee of the Board of Directors:

to serve until the expiration of their term, or until their successor has been chosen and qualified, or
until their earlier death, resignation or removal; and

FURTHER RESOLVED, that is hereby designated the Chair of the
Compensation Committee and shall preside at its meetings.

BE {T RESOLVED, that the following Directors of the Corporation are hereby designated as the Risk
Committee of the Board of Directors:




to serve until the expiration of their term, or until their successor has been chosen and qualified, or
until their earlier death, resignation or removai; and

FURTHER RESOLVED, that is hereby designated the Chair of the Risk
Committee and shall preside at its meetings.

BE IT RESOLVED, that the following Directors of the Corporation are hereby designated as the
Policy Committee of the Board of Directors:

to serve until the expiration of their term, or until their successor has been chosen and qualified, or
until their earlier death, resignation or removal; and

FURTHER RESOLVED, that is hereby designated the Chair of the Policy
Committee and shall preside at its meetings.




RESOLUTION OF APPRECIATION HONORING
CLINT D. CARLSON

WHEREAS, in recognition of his substantial background and expertise in business and
investments, Clint D. Carlson was appointed fo the Board of Directors of The University of Texas
Investment Management Company ("UTIMCQ") by the Board of Regents of The University of Texas
System (“Board of Regents”) in 2004, and was reappointed to serve a second term on the UTIMCO Board
by the Board of Regents in 2007; and

WHEREAS, Mr. Carlson served as a Member of the Board's Compensation Commitiee and Risk
Committee, and the Chair of the Advisory Search Committee; and

WHEREAS, as a Member of the Board’s Compensation Committee and Risk Committee and the
Chair of the Advisory Search Committee, Mr. Carlson provided invaluable insight and counsel, drawing on
his immense business experience as President and Chief Investment Officer of Carlson Capital, L.P., a
multi-strategy, altemnative asset management firm founded in 1993 and based in Dallas, Texas, that
manages six hedge fund groups with over $5 billion in assets under management and has additional
offices located in Houston, London, New York, and Greenwich, Connecticut; and

WHEREAS, Mr. Carlson's commitment and service as a Director of UTIMCO were exemplary,
reflecting his deep devotion to the education and development of students at all levels, and further
evidenced by his work as a Member of the Council of Overseers at the Jones School of Business at Rice
University; and

WHEREAS, Mr. Carlson’s unselfish contributions are also evidenced by his service on the Board
of Trustees of the Dallas Museum of Art and the Management Commitiee and Board of Governors of the
Texas Ballet Theatre; and

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

WHEREAS, Mr. Carlson's leadership, judgment, and commitment have greatly benefited UTIMCO
and contributed to its success.

NOW, THEREFORE,

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




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

PASSED AND ADOPTED this 9th day of November, 2010.
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. Typeofltem:

' Description:

. Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Consideration of Compensation Committee Report: Discussion and Appropriate

. Action related to Designation of Employees in Eligible Positions as Participants in
- the UTIMCO Compensation Program for the 2010/2011 Performance Period;

Discussion and Appropriate Action related to Amendments to Appendix B of
UTIMCC Compensation Program (UTIMCO Peer Group); Discussion and

" Appropriate Action related to Performance Incentive Awards for UTIMCO

Compensation Program Participanis for the Performance Period ended June 30,

- 2010; and Discussion and Appropriate Action related to Appendices C and D of the
UTIMCO Compensation Program, effective July 1, 2010

~Zimmerman, Gonzalez, Moeller

Ferguson

Action ltem; Action Required by UTIMCO Board; Further Action Required by UT

-System Board of Regents for Appendices C and D of the UTIMCO Compensation
- Program (the "Plan’)

. The Compensation Committee (the “Committee”} met on September 21, 2010 and
 will meet on November 4, 2010 and November 9, 2010. At its meeting on
- September 21, 2010, the Committee (1) approved the Designation of Employees in

Eligible Positions as Participants in the Plan for the 2010/2011 Performance Period;
{2} approved the Plan Participants’ Qualitative Performance Goals {(other than for
the CEOQ) for the 2010/2011 Performance Period; (3) engaged Deloitte & Touche
LLP to perform agreed upon procedure services; and (4) received a report related to

 the findings of the Committee’s self-assessment responses.

- At its November 4% meeting, the Committee will consider and {ake appropriate
- getion refated to Amendments to Appendix B of the Plan (UTIMCO Peer Group). At
its November 9" meefing, the Committee will consider and take appropriate action

- refated fo the following, which require further action by the UTIMCO Board: (1)

Personnel Performance Incentive Awards for the Performance Period ended June
30, 2010; and (2) Appendices C and D of the Plan, effective July 1, 2010.

Approval is required by the UTIMCO Board related fo the designation of Employees

_in Eligible Positions for the 2010/2011 Performance Period. Eligible Positions, as

defined in Section 5.3. of the Plan include senior management, investment staff, and

other key positions as designated by the CEO and approved by the UTIMCO Board.
-Section 5.3. of the Plan provides that in order for an employee of UTIMCO to

become a Participant in the Plan for a Performance Period, the employee must be
(1) employed by UTIMCO in an employment position that is designated as an

-Eligible Position for the Performance Period and (2) be selected by the UTIMCO

Board as eligible to participate in the performance incentive award opportunity
available under the Plan. An employment position that is an Eligible Position in one

1



Agenda ltem
~ UTIMCO Board of Directors Meeting
November 9, 2010

Performance Peried is not automatically an Eligible Position in any subsequent
. Performance Period.  Similarly, an employee eligible fo participate in one
Performance Period is not automatically eligible to participate in any subseqguent
Performance Period. The UTIMCO Board in its discretion may also designate the
- employment position of a newly hired or promoted employee as an Eligible Position.
~ The designation of Plan Participants in Eligible Positions in the 2010/2011
Performance Period is included Exhibit 1.

 The Committee will take appropriate action and make its recommendation fo the
~ UTIMCO Board related to the UTIMCO Peer Group. The UTIMCO Peer Group is
updated annually by Cambridge Associates, the Board's external investment
advisor, at the beginning of each Performance Period, and Appendix B is updated
*accordingly. The UTIMCO Peer Group set forth in Appendix B of the Plan is a peer
- group of endowment funds maintained by the Board’s external investment advisor
~ that is composed of all endowment funds with more than 10 full-ime employee

- positions, aflocations to alternative assets in excess of 40%, and with assets greater
than $2.5 billion, determined as of the last day of each of the three immediately
preceding Performance Periods, excluding the Total Endowment Assets (PUF and
GEF). The Plan Universe for 2010/2011 that has been provided by Cambridge

. Associates will be used as the UTIMCO Peer Group for Appendix B of the Plan.

The UTIMCO Peer Group for the Performance Period ending June 2011
incorporates June 2008, 2009, and 2010. The Peer Group has been decreased by
one participant and now consists of 18 participants. Northwestern University has
been removed from the Peer Group since Northwestern had only 8 professional staff
in 2010.The UTIMCO Peer Group may potentially be used as one of a Participant's
Qualitative Performance Goal to measure performance relative to the Peer Group.

- Approval of the UTIMCO Peer Group is also required by the UTIMCO Board.

~The Committee will take appropriate action and make its recommendaticn fo the
UTIMCO Board related fo the Performance Incentive Awards under the Plan for all
Eligible Employees. Performance Incentive Awards in the Plan for the 2009/2010
Performance Period are calculated for each Participant based on the percentage

. - achieved of each Performance Goal, taking into account the weightings for the
" Parficipant's Entity Performance, Asset Class/investment Type Performance, and

individual Performance Goals. Action is required by the UTIMCO Board related to
- the Performance Incentive Awards.

The Committee will take appropriate action and make its recommendation to the
UTIMCO Board related to Appendix C. Table 1, Appendix C, sets forth the Eligible
Positions, Weightings, Incentive Award Opportunities, and Percentage of Award
Deferred for each Eligible Position. The Committee and Board have previously taken
action regarding the Eligible Positions, Weightings, and Percentage of Award
Deferred and approved Table 1, Appendix C for the 2010/2011 Performance Period

at their respective meetings held on August 6, 2010. Mr. Zimmerman will discuss

2



Agenda ltem
UTIMCO Board of Directors Meeting
November 8, 2010

proposed changes to the Incentive Award Opportunities to be effective July 1, 2010
for the 2010/2011 Performance Period. Action is required by the UTIMCO Board
related to Appendix C.

- The Committee will take appropriate action and make its recommendation fo the

UTIMCO Board related fo Appendix D. Table 2, Appendix D, sets forth two of the

“Performance Goals categories referenced in Section 5.4.(b) of the Plan for the Plan
" Participants: the Entity Performance and the Asset Class/investment Type

" Performance Goals, including the benchmarks for Asset Class/investment Type and

~the Threshold, Target, and Maximum Performance Standards for the Total
- Endowment Funds, Intermediate Term Fund, and the Asset Class/Investment

-~ Types. The Committee and Board have previously taken action regarding Appendix

- D, Table 2 at their respective meetings held on August 6, 2010. Staff will review
- with the Committee proposed amendments fo the Maximum Performance Standards

for the Total Endowment Funds, Intermediate Term Fund, and the Asset
Class/Investment Types. Action is required by the UTIMCO Board related to

- Appendix D.

o "Ré_cdﬁiihehdatidn: -
Lonio o Employees in Eligible Positions for the 2010/2011 Performance Period, the UTIMCO

CUTIMCO staff will forward supporting materials to the Committee members for

Executive Session discussion.
The Commitiee will recommend appropriate action related fo the designation of

Peer Group for the Plan for the 2010/2011 Performance Period, the 2009/2010

- Performance Incentive Awards, including the 2009/2010 Performance Incentive
~"Award proposed for the CEO of UTIMCO, and amendments to Appendices C and D

of the Plan.

 Exhibit 1 Designation of Plan Participants in Eligible Positions in the 2010/2011

Performance Period

Certification of 2010 Compensation Plan Universe memorandum from Cambridge

Associates



Designation of Plan Participants in Eligible Positions

in the 2010/2011 Performance Period

ELIGIBLE POSITION

CEO & Chief Investment Officer
President and Deputy CIO

Managing Director - Private Investmenis
Managing Director - Investments
Senior Director - Investments

Senior Director - Risk Management
Senior Portfolio Manager

Portfolio Manager

Director - Investments

Director - Investments

Director - Investmenis

Senior Associate - Investments
Senior Assotiate - Investments
Senior Associate - Private Investments
Senior Associate - Investments
Senior Associate - Risk Management
Associate - Private Investments
Senior Analyst - Investments

Senlor Analyst - Investments

Senior Analyst - Investments

Analyst - Investments

Analyst - Investments

Analyst - Invesimenis

Analyst - Investments

Operations/Support Professionals

Senior Managing Director
Managing Director

General Counsel and Chief Compliance Officer

Senior Manager
Manager

Manager

Senior Financial Analyst

Participants are eligible as of July 1, 2010

Investment Professionals

PARTICIPANTS

Bruce Zimmerman
Cathy Iberg
Lindel Eakman
Mark Warner
Mark Shoberg
Uzi Yoeli

Russ Kampfe
Hartand Doak
Ryan Ruebsahm
Susan Chen
Zac McCarrolt
Mark Newcomb
Courtney Powers
Scott Bigham
Amanda Hopper
Kate Wagner
Mike McClure
Alison Hermann
Mukund Joshi
Danief Senneff
Natasha Cupps
Siame Kamalie
Lara Jeremko
Drury Morris

Joan Moelier

Bill Edwards
Cissie Gonzalez
Gary Hill

Debbie Childers
Melynda Shepherd
Lara McKinrey
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CAMBRIDGE ASSOCIATES LLC

M e m or andum

2001 Ross Avenue, Suite 26C0
Dattas, Texas 75201
1o 214.468 2800 rax 214.468.2601

wwyw.cambridgeassoriates.com

To:

From:

Date:

The University of Texas Investment Management Company

Bruce Myers
Hamilton Lee

October 15, 2010

Certification of 2011 Compensation Plan Universe

On an annual basis, Cambridge Associates is asked to confirm UTIMCO’s compensation plan universe
for the upcoming fiscal year. The criteria for the 2011 universe is as follows: a peet institution must
have mote than 10 full time investment professionals, have an allocation to alternative assets in excess
of 40%, and have assets greater than $2.5 billion as of the last day of cach of the three immediately
preceding performance periods ending June 30™.

We were able to identify institutions meeting these qualifications by reviewing Cambzidge staffing
surveys, researching internal asset allocation data, and by verifying data with the Cambridge consultants
responsible for relationships on the peer universe list. The resulting 2011 peer universe is as follows:

ARLINGTON

BOSTON

i

Columbia University
Commell University
Duke University
Emory University
Harvard Management Company, Inc.
MIT Investment Management Company
Princeton University
Rice Univessity
Stanford University
University of Chicago
University of California
Univetsity of Michigan
University of Notte Dame

(list continued on next page}

DALLAS | LONDGON | MENLO PARK

SINGAPORE

SYDNEY



October 15, 2610

University of Pennsylvania
University of Virginia
Vanderbilt University

Washington University in St. Louis
Yale University

Please note that we recommend the universe remain similar to the 2010 universe despite a few

exceptons. As we recommended in 2010, we continue to advise that the University of California

and University of Pennsylvania remain in the peer group despite the fact that their allocations to

alternative assets are only approximately 39%, natrowly missing the 40% mandate. Alternatively,

Northwestern University only had only 8 professional staff in 2010, so they have been removed from .
the 2011 universe. Last year, the University of Michigan professional staff dropped to 9, but the staff
level has since returned to at least 10 in 2010.

We hope this information is useful and we are happy to answer any questions or concetns that may
arise.



RESOLUTION RELATED TO
2010/2011 PARTICIPANTS IN
UTIMCO COMPENSATION PROGRAM

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

WHEREAS, the Compensation Committee of the Board has recommended the individuals
who may become Participants for the 2010/2011 Performance Period set forth on Exhibit 1
attached hereto; and

WHEREAS, the UTIMCO Board has reviewed Exhibit 1 and wishes to select the individuals
who may become Participants for the 2010/2011 Performance Period, conditioned upon
approval by the Board of Regents of The University of Texas System (the "UT Board") of
certain changes to the Plan adopted and approved by the Board at this meeting.

NOW, THEREFORE, be it:

RESOLVED, that, subject to approval by the UT Board of updated and amended Tables 1
and 2 to the Plan, in the forms adopted and approved by the Board, the individuals set forth
on Exhibit 1 attached hereto are hereby designated as “Participants” in the Plan for the
2010/2011 Performance Period, effective as of July 1, 2010.




RESOLUTION RELATED TO
PEER GROUP

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

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

WHEREAS, the Board wishes to amend Appendix B to conform fo the updated Peer Group.
NOW, THEREFORE, be it:
RESOLVED, that the updated and amended Appendix B (UTIMCO Peer Group), a copy of

which is attached hereto, is hereby adopted and approved as part of the Plan to replace the
current Appendix B, effective as of July 1, 2010.




RESOLUTION RELATED TO THE
CEOQ’S 2009/2010 PERFORMANCE INCENTIVE AWARD

WHEREAS, Section 5.5.(d} of the UTIMCO Compensation Program {the “Plan”) provides
that, at the end of each “Performance Period,” the Board will approve the “Performance
Incentive Award” of the CEO based upon a determination of the level of achievement of the
CEO with respect to his or her “Performance Goals” for such Performance Period; and

WHEREAS, the Compensation Commitiee has reviewed and approved the actual
performance of the CEO during the 2009/2010 Performance Period and has submitted its
recommendation to the Board for approval; and

WHEREAS, the Board has reviewed the actual performance of the CEO during the
2009/2010 Performance Period and has compared such actual performance relative to each
Performance Goal category for the CEO against his corresponding Performance Goal for
such Performance Period.

NOW, THEREFORE, be it:
RESOLVED, that the Board approves the CEQ’s Performance Incentive Award for the

2009/2010 Performance Period in the amount of § and be it
FURTHER RESOLVED, that of the CEQ's $ Performance Incentive
Award for the 2009/2010 Performance Period, 50% ($ ) will be deferred

pursuant to the Plan.




RESOLUTION RELATED TO
2009/2010 PERFORMANCE INCENTIVE AWARDS

WHEREAS, Section 5.5.(d) of the UTIMCO Compensation Program (the “Plan”) provides
that, at the end of each “Performance Period,” the Compensation Commitiee will approve,
subject to further approval of the UTIMCO Board, the “Performance Incentive Award” of
each Participant based upon a determination of the level of achievement of such Participant
against his or her “Performance Goals” for such Performance Period; and

WHEREAS, in accordance with Section 5.5.(d) of the Plan, the Compensation Committee
has determined the level of achievement by each Participant in the Plan during the
2009/2010 Performance Period of his or her Performance Incentive Goals for such
Performance Period; and

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

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

WHEREAS, the Compensation Committee has reviewed the Performance Incentive Awards
for all Participants who have met or exceeded their performance benchmarks for the
2009/2010 Performance Period, made changes it deemed appropriate, approved such
Performance Incentive Awards, and recommended that the Board approve the same.

NOW, THEREFORE, be it;

RESOLVED, that the Performance Incentive Awards for all Participants for the 2009/2010
Performance Period (excluding the CEOQ) in the fotal aggregate amount of § are
hereby approved.




RESOLUTION RELATED TO AMENDMENTS TO
UTIMCO COMPENSATION PROGRAM APPENDICES CAND D

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 fime to time; and

WHEREAS, Section 5.3.(a} of the Plan requires Table 1 o be revised each Performance
Period to set forth the Eligible Positions, the weightings for the Eligible Positions, the
Incentive Award Opportunities, and any Applicable Deferral Percentage for each Eligible
Position, for that Performance Period as soon as administratively practicable after
confirmation of such by the Board for such Performance Period and to be attached as
Appendix C to the Plan; and

WHEREAS, Section 5.8.(b)(1) of the Plan requires Table 2 to be revised, as necessary, for
subsequent Performance Periods to reflect new benchmarks, as well as threshold, target,
and maximum performance standards, in effect during the three-year rolling historical
period, culminating with the subsequent Performance Period and to be attached as

Appendix D to the Plan; and

WHEREAS, the Compensation Committee of the Board (the “Committee”) has reviewed the
revised Tables, approves such amendments, and has determined to recommend them to
the Board; and

WHEREAS, the Board has reviewed and concurs in the amendments to the revised Tables
1 and 2, as recommended by the Committee.

NOW, THEREFORE, be it:

RESOLVED, the updated and amended Tables 1 and 2, copies of which are attached
hereto, are hereby adopted and approved to replace the current Appendix C and D,
respectively, effective as of July 1, 2010, subject to approval by the Board of Regents of
The University of Texas System.
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. Discussion: -

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

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

Moeller, Hill, Gonzalez

- Longoria

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

- The Audit and Ethics Committee (“Committee”) will meet on November 4, 2010. The
: ‘Committee will consider and take appropriate action related to the following items:
(1) Deloitte & Touche LLP's Audit Results and Communications and the audit
reports of the Permanent University Fund ("PUF"), General Endowment Fund
~ ("GEF"), Permanent Health Fund (‘PHF”), Long Term Fund (‘LTF”), Intermediate

Term Fund ("ITF"), and the Statement of Performance Statistics for the year ended

- August 31, 2010; and (2) General Counsel and Chief Compliance Officer's
- Performance Incentive Award for the Performance Period ended June 30, 2010.

- The Commitiee's agenda also includes a report by uT System Audit Office, a report
- on the Institutional Compliance Program Peer Review, and a report on other ethics
- -and compliance acfivities from staff.

The financial statements were audited by Deloitte & Touche LLP. Tom Wagner,
engagement partner, will present to the Committee Deloitte & Touche LLP's

-Financial Statement Audit Results and Communications letter (the “Letter’) and

answer questions related to the financial statements. Included in these materials is
a draft of the Letter. Because of the voluminous nature of the audited financial
statements, they are not included in the Board book. However, the complete
audited financial statements will be available on UTIMCO's website, www.utimco.org

. after November 4,

As required by the Audit Charter of the Audit and Ethics Committee, the Committee
will approve the CEO's recommendation of the performance incentive award for the
performance period ending June 30, 2010 for the General Counsel and Chief
Compliance Officer and together make a recommendation to the Compensation

" Committee.

- UTIMCO completed its Institutional Compliance Program Peer Review. UTIMCO
...engaged Bart J. Brunk, Controller, DUMAC, LLC, James P. Feeney, Chief
- Compliance Officer, Commonfund, and Mark C. Kcrmaric, Managing Director &

Chief Operating Officer, University of Notre Dame ( the “Peer Review Team”), to

evaluate its Institutional Compliance Program (the "Program’). The Peer Review



Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

was conducted onsite at the UTIMCO offices on August 30-31, 2010. The Peer

Review Team examined UTIMCO's core compliance documentation, administered a
compliance effectiveness/awareness survey to all employees, and conducted
interviews with senior management and other high-risk area Responsible Parties.

-The Peer Review Team was requested to evaluate UTIMCO’s Program based on

the following objectives: (1) validation of the Chief Compliance Officer's Self-

- -Assessment of the Program; (2} evaluation of Program effectiveness; (3)
“identification of opportunities for Program enhancement; and (4) assistance and/or

- recommendations related to the Employee Ethics and Compliance Committee, staff
- compliance awareness and training, and risk assessment/risk management in the

.' UTIMCO-identified high-risk areas. Ms. Gonzalez will discuss the report issued by

1

' Recommendation:

.. Reference: -

the Peer Review Team.

~ Charles Chaffin, UT System Chief Audit Executive will review with the Commiitee
~the UTIMCO Chief Executive Officer/Chief Investment Officer Expenses Audit

Report for FY2010.

- The Committee will recommend that the UTIMCO Board take appropriate action
- related to the Deloitte & Touche LLP Financial Statement Audit Results and
. Communications and the audited financial statements of the PUF, GEF, PHF, LTF,

ITF, and the Statement of Performance Stafistics for the year ended August 31,

2010,

Draft Deloite & Touch LLP's Financial Statement Audit Results and

- Communications

- - Audited Financial Statements and Audit Reports

UTIMCO Institutional Compliance Peer Review Report of Peer Review Team

- Quarterly Compliance Reports



RESOLUTIONS RELATED TO AUDITS OF THE INVESTMENT FUNDS
FOR FISCAL YEAR 2010

RESOLVED, that Deloitte & Touche LLP's Financial Statement Audit Results and
Communications on the Investment Funds Under Fiduciary Responsibility of The
University of Texas System Board of Regents for the year ended August 31, 2010,
be, and is hereby approved in the form as presented to the Board; and

FURTHER RESOLVED, that the separate annual financial statements and audit
reports for the Permanent University Fund, the Permanent Health Fund, The
University of Texas System Long Term Fund, The University of Texas System
General Endowment Fund, and The University of Texas System intermediate Term
Fund each for the fiscal years ended August 31, 2010, and August 31, 2009, and the
Statement of Investment Performance Statistics for the year ended August 31, 2010,
be, and are hereby approved in the form as presented to the Board.




October 29, 2010

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

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

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

401 Congress Avenue, Suite 2800
Austin, TX 78701

Dear Mr. Zimmerman, Members of The Audit, Compliance and Management Review Committee
of The Board of Regents of the University of Texas System as well as Members of The Audit and
Ethics Committee of the Board of Directors of The University of Texas Investment Management

Company (the “Board™):

We have performed the audits of the financial statements of The Permanent University Fund, The
University of Texas System General Endowment Fund, The Permanent Health Fund, The
University of Texas System Long Term Fund and The University of Texas System Intermediate
Term Fund (collectively, the “Funds™) as of and for the year ended August 31, 2010, in
accordance with auditing standards generally accepted in the United States of America and have
issued our report thereon dated October 29, 2010.

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

OUR RESPONSIBILITY UNDER GENERALLY ACCEPTED AUDITING STANDARDS

Our responsibility under auditing standards generally accepted in the United States of America
has been described in our contract effective August 1, 2007 as amended June 1, 2008, May 1,
2009 and April 1, 2010 (the “Amendment”). As described in Exhibit A-3 to the Amendment, the
objective of a financial statement audit conducted in accordance with auditing standards generally
accepted in the United States of America is to express an opinion on the fairness of the
presentation of the Funds’ financial statements for the year ended August 31, 2010 in conformity
with accounting principles generally accepted in the United States of America (“generally
accepted accounting principles”), in all material respects. Our responsibilities under generally
accepted auditing standards include forming and expressing an opinion about whether the
financial statements that have been prepared by management with the oversight of the Board are
presented fairly, in all material respects, in conformity with generally accepted accounting
principles. The audits of the financial statements do not relieve management or the Board of their

responsibilities.

We considered the Funds’ internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Funds’ internal control over financial reporting. Accordingly,
we do not express opinions on the effectiveness of the Funds® internal control over financial



reporting. Our consideration of internal contro! over financial reporting was not designed to
identify all deficiencies in internal control over financial reporting that might be significant
deficiencies or material weaknesses.

ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and
are based on management’s current judgments. Those judgments are ordinarily based on
knowledge and experience about past and current events and on assumptions about future events.
Significant accounting estimates reflected in the Funds” financial statements include valuation of
certain investments which are specifically the Funds® investments in hedge funds, private equity
funds, and private placements recorded at the amounts included in the table below which have
been estimated by management in the absence of readily determinable fair values.

FUND VALUE OF INVESTMENTS | PERCENTAGE OF NET
IN THE ABSENCE OF ASSETS AT 08/31/10
READILY
DETERMINABLE FAIR
VALUES AT 08/31/10
Permanent University Fund $6,800,324,864 63.4%
The University of Texas $3,897,006,233 64.6%
System General Endowment
Fund
The University of Texas $1,836,134,292 44.2%
System Intermediate Term
Fund

Although management believes the accounting estimates reflected in the Funds® 2010 financial
statements are reasonable, there can be no assurances that the Funds could ultimately realize these
values. The basis for our conclusions as to the reasonableness of these estimates when considered
in the context of the financial statements taken as a whole, as expressed in our anditors’ reports
on the financial statements, is our understanding and testing of the process used by management

to develop the estimates.

Management uses a process to estimate the fair value of these entities which includes, but is not
limited to, consideration of financial information from the underlying funds provided at various
interim dates during the year, other information from the underlying funds, as well as,
information from other relevant sources. We feel this valuation process is reasonable based on the
requirements of the AICPA Practice Aid for Auditors Alternative Investments—Audit
Considerations and investment management industry general practices.

During the year ended August 31, 2010, we are not aware of any significant changes in
accounting estimates or in management’s judgments relating to such estimates.

UNCORRECTED MISSTATEMENTS

Our andits of the financial statements were designed to obtain reasonable, rather than absolute,
assurance about whether the financial statements are free of material misstatement, whether
caused by error or fraud. There were no uncorrected misstatements or disclosure items passed

identified during our audits.




MATERIAL CORRECTED MISSTATEMENTS

Our audits of the financial statements of the Funds were designed to obtain reasonable, rather
than absolute, assurance about whether the financial statements are free of material misstatement,
whether caused by error or fraud. There were no material misstatements that were brought to the
attention of management as a result of our audit procedures.

SIGNIFICANT ACCOUNTING POLICIES

The Funds’ significant accounting policies are set forth in the footnotes to the Funds’ 2010
financial statements. During the year ended August 31, 2010, there were no significant changes in
previously adopted accounting policies or their application.

OTHER INFORMATION IN THE ANNUAL REPORTS TO SHAREHOLDERS

When audited financia} statements are included in documents containing other information such
as the Funds® Management’s Discussion & Analysis and Supplemental Schedules, we read such
other information and consider whether it, or the manner of ifs presentation, is materially
inconsistent with the information, or the manner of its presentation, in the financial statements
audited by us. We have read the other information in the Funds’ financial statements and have
inquired as to the methods of measurement and presentation of such information.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matiers that are material to the
Funds’ 2010 financial statements.

CONSULTATION WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants
about auditing and accounting matters during the year ended August 31, 2010.

SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE, WITH
MANAGEMENT PRIOR TO QUR INTITIAL ENGAGEMENT OR RETENTION

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

OTHER SIGNIFICANT ISSUES DISCUSSED, OR SUBJECT OF CORRESPONDENCE,
WITH MANAGEMENT

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

SIGNIFICANT DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

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



MANAGEMENT’S REPRESENTATIONS

We have made specific inguiries of the Funds’ management about the representations embodied
in the financial statements. Additionally, we have requested that management provide to us the
written representations management is required to provide to the Funds’ independent auditors
under generally accepted auditing standards.

kR R R X%

This report is intended solely for the information and use of the Funds’ management, as well as
The Audit, Compliance and Management Review Committee of the Board of Regents of The
University of Texas System, and The Audit and Ethics Committee of the Board of The University
of Texas Investment Management Company, and others within the organization, and is not
intended to be, and should not be used by anyone other than these specified parties.

Yours truly,






UTIMCO
INSTITUTIONAL COMPLIANCE PEER REVIEW
Report of Peer Review Team
September 17,2010

To:  Ms. Cecilia Gonzalez
General Counsel and Chief Compliance Officer

Mr. Bruce Zimmerman
CEO and Chief Investment Officer

Executive Summary

Management at The University of Texas Investment Management Company (“UTIMCO”)
requested a peer review to determine the effectiveness of its Institutional Compliance Program
and to identify opportunities for program enhancement. The peer review was conducted on-site
at the UTIMCO offices on August 30-31, 2010 by the Controller of DUMAC, the Chief
Compliance Officer & Managing Director of Commonfund, and the Managing Director & Chief
Operating Officer from the University of Notre Dame Investment Office.

The peer review team examined extensive documentation provided by UTIMCO prior to the site
visit and on-site, conducted interviews with senior management and other key personnel, and
administered a compliance effectiveness/awareness survey. At the conclusion of the peer review,
a verbal report was presented in anticipation of this written report, noting the following key
points:

e Commendations
‘o There is pervasive concern about the mission and reputation of the

organization and its investment performance results as well as creating and
maintaining a “culture of compliance”;

o There is an organization-wide appreciation and understanding for compliance
activities and structures;

o UTIMCO has thoughtfully constructed a compliance program that is
reasonably designed to identify and prevent compliance risks;

o There is centralized availability of applicable policies and procedures;

o UTIMCO has retained a knowledgeable, dedicated, and competent CCO;

o Compliance policies are in actuality implemented by UTIMCO staff.

o Best Practices
o There is a keen understanding of fiduciary responsibilities to the UT System

and legal obligations;
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o Governance structures are appropriate to promote a compliance and risk
management culture;

o There is a robust, interdisciplinary, and comprehensive investment due
diligence and monitoring process;

o Staff demonstrates attention to detail and thoroughness;

o The compliance training program has effectively communicated employee
responsibilities.

s Recommendations
o Consideration should be given to a mechanism for regular discussions
between the CCO and the Chair of the Audit & Ethics Committee of the
Board of Directors;
o Consideration should be given to an annual review of compliance activities in
light of investment activities, the regulatory or legal framework, and any
potential new or emerging compliance risks.

The peer review team believes the objectives for the peer review have been accomplished.
UTIMCO personnel provided extensive documentation and devoted substantial staff time to the
peer review team. The recommendations noted above, when presented verbally at the conclusion
of the review, were welcomed.

As noted above, one of the review activities was administration of a compliance
effectiveness/awareness survey. The peer review team noted a very high response rate of 95
percent. In general, employees responded positively regarding their awareness of the compliance
program and its components.
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1. Introduction

At the recommendation of The University of Texas System Office of Audit, management at The
University of Texas Investment Management Company (“UTIMCO”) requested a peer review to
determine the effectiveness of its Institutional Compliance Program. Compliance peer reviews
are an assurance function initiated by executive management. Peer reviews offer a major source
of objective appraisal and assurance of program effectiveness. They allow for the exchange of
information among peers and vastly expand the available resources for compliance assurance
activities. The peer review team provides its assessments according to objectives, scope, and
reporting requirements set forth in the engagement agreement. This peer review was conducted
on August 30-31, 2010, at UTIMCQ’s offices.

II. Objectives

The primary objective of this review was to evaluate the effectiveness of UTIMCO’s
Institutional Compliance Program, and to identify opportunities for Program enhancement.

TII. Scope

The scope of the review included:

Validation of the results of UTIMCO’s Program self-assessment
Evaluation of the effectiveness of the Program
Identification of opportunities for Program enhancement
Providing assistance and recommendations in the following areas:
o Compliance Committee
o General Compliance Training
o Risk Assessment/Risk Management
» Investment Due Diligence
a  Investment Risk Management
s Information Technology and Security
= Investment Compliance
= Conflicts of Interest
o Assurance Strategies
o Compliance Awareness and Communication

e & @ o

IV. Peer Review Team

The peer review was conducted by the following persons:

o Bart J. Brunk, Controller, DUMAC, LLC

o James P. Feeney, Chief Compliance Officer & Managing Director, Commonfund

e Mark C. Kremaric, Managing Director & Chief Operating Officer, University of Notre
Dame
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V. Review Activities

The review included (prior to issuance of this final written report):

o Review of core compliance documentation prior to arrival
o  UTIMCO Organizational Chart
o  Institutional Compliance Manual
n Compliance Committee Meeting Minutes (past 12 months)
s Quarterly Reports (past 4 quarters)
»  UTIMCO Code of Ethics
= Monitoring Plans
Compliance Organizational Chart
= Compliance Commiitee Participant List and Contact Information
Compliance Program Self-Assessment
General Compliance Training Curriculum Outline (April 2010)
Enterprise Risk Management Report - 2009/2010
Investment Policy Statements
Board of Directors and Committee Meeting Minutes (past 12 months)
= Audit & Ethics Committee
=  Compensation Commiitee
= Policy Committee
x  Risk Committee
e Administration of a compliance effectivenessfawareness survey, Including
distributing the survey to employees and receiving and compiling responses
» Interviews with executive leadership and high-risk area responsible parties
o Bruce Zimmerman, CEO and Chief Investment Officer (the “CEO”)
o Cecilia Gonzalez, General Counsel and Chief Compliance Officer (the
“CCO”)
Cathy Iberg, President and Deputy CIO
Lindel Eakman, Managing Director, Private Markets
Mark Shoberg, Senior Director, Real Estate Investments
Lara McKinney, Financial Analyst
Uzi Yoeli, Senior Director, Portfolio Risk Management
Kate Wagner, Associate, Portfolio Risk Management
Bill Edwards, Managing Director, Information Technology
David Gahagan, Chief Information Security Officer, Information Technology
Debbie Childers, Manager, Portfolio Accounting and Operations
Joan Moeller, Senior Managing Director, Accounting, Finance and
Administration
o Lara McKinney, Financial Analyst
e Observance of high-risk procedures and activities
¢ FEvaluation of compliance communication tools and awareness
o Preliminary (verbal) report to the CCO and CEO

Q

o o O ¢ O

0000000 0C0C

The peer reviewers exchanged information prior to arrival. During the on-site review, they
functioned as a team, conducting interviews and reviewing documentation as a group. The peer
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review team was given access by UTIMCO to any requested additional information (due
diligence binders and specific UTIMCO policy and procedure documents) and was afforded the
opportunity for private dialog during the course of the peer review to assess progress and focus
direction of the review.

V1. Commendations

[

UTIMCO employees interviewed by the peer review team genuinely cared about
the mission and reputation of the organization and its investment performance
results as well as creating and maintaining a “culture of compliance™:

O

The CEOQ, President and Deputy CI0, CCO, and other senior management
effectively established the “tone-from-the-top” that UTIMCO is dedicated
to the highest standards of conduct in the investment management industry
and higher education;

Peer review team identified commitment by staff to teamwork,
cooperation, and collegiality;

Reliance on “subject matter experts” (e.g., risk management,
operations/accounting/back  office, investments, legal/compliance,
information technology and security) in furtherance of the organizational
objectives;

Organization-wide appreciation and understanding for:

o
o

The role and responsibilities of the compliance program and the CCO;
Each employee’s obligations under the UTIMCO Code of Ethics as well
as UT System requirements and State of Texas statutes;

UTIMCO has thoughtfully constructed a compliance program that includes:

O

o]

The appointment of a CCO with the oversight and authority to manage
compliance risks;

Effective organizational monitoring and oversight by independent board of
directors;

Dual reporting of the CCO to the CEO and the independent board of
directors;

Established compliance policies and procedures that are reasonably
designed to identify and prevent compliance risks related to the
organization’s investment management activities and obligations under the
UT System;

Centralized availability of applicable compliance policies and procedures:

o]
o]

(@]

Employees know where to go to access and review compliance policies;
Employees know that the CCO is available to discuss any questions or
issues related to compliance policies and procedures;

Employees know how to report potential or suspected violations of
compliance or ethics policies;

Knowledgeable, dedicated, and competent CCO;
Review team independently corroborated that compliance policies were
implemented by UTIMCO staff through an examination of sample records related

to:
o]

Compliance Committee Minutes;
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Compliance Training Records;

Board Training Materials;

Quarterly Compliance Reports;

Manager Due Diligence binders (pre- and post-closing) and related
compliance certificates;

o Personal Trading Disclosure forms.

c 0 00

VII. Best Practices Identified

e UTIMCO employees interviewed by the peer review team demonsirated a keen
understanding of their fiduciary responsibilities to the UT System and their legal
obligations as an organization that supports instrumentalities of the State of Texas and
applicable charters;

o Reporting lines and compensation structures are appropriate to promote a culture of
compliance and overall risk management;

e Robust, interdisciplinary, and comprehensive due diligence process for initial
investments and on-going monitoring/oversight of such investments (i.e., post-closing);

» A review of sample records indicated a demonstrated attention to detail and thoroughness
as evidenced by the pre- and post-closing documents and compliance records (e.g.,
training records, committee minutes, employee compliance certifications, etc.);

e The compliance training program has effectively communicated employee
responsibilities under the Code of Ethics, compliance policies and applicable state
stamtes.

VIII. Recommendations

s To promote effective corporate governance, UTIMCO should consider implementing a
policy or procedure whereby the CCO meets or discusses compliance matters, relevant to
the organization, with the Chair of the Audit & Risk Committee of the Board of Directors
on a regular or periodic basis;

o In furtherance of best practices, UTIMCO should consider conducting an annual review
of compliance activities to measure the adequacy or effectiveness of the compliance
program in light of then current or planned investment activities, changes to the
regulatory or legal framework governing its operations, functions, and activities, and any
potential new or emerging compliance risks.

IX. Conclusions

The peer review team believes the primary objective of evaluating the effectiveness of
UTIMCOQ’s Institutional Compliance Program, and identifying opportunities for Program
enhancement, have been accomplished. UTIMCO personnel were very organized in providing
documentation before and during the on-site review and in making staff available for as long as
the peer review team felt necessary during the interview process. Staff were welcoming,
forthcoming in responding to questions, and genuinely interested in hearing the perspectives of
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the peer review team. The recommendations noted above, when presented verbally at the
conclusion of the review, were welcomed.

As noted above, one of the review activities requested by UTIMCO was adminisiration of a
compliance effectiveness/awareness survey. Of the 57 employees who received the survey 54,
or 95 percent, responded. Overall, the results indicate a well developed, well communicated
compliance program, as the overall positive response rate was 89 percent. In general, émployees
responded positively regarding their awareness of the compliance program and its components.
The questions resulting in less than a 90 percent positive response rate do not indicate a lack of
agreement with the question or statement, but rather seem to reflect a lack of willingness to
speculate regarding application of the compliance program (a significant number of “don’t
know” responses) in these cases. The questions with the lowest positive responses may indicate a
need for UTIMCO management to overcome the “don’t know” feeling by reinforcing the
perception that ethical behavior will be rewarded (67 percent “yes”, 22 percent “don’t know™},
that an employee will be protected from retaliation for reporting a suspected violation (69
percent “yes”, 28 percent “don’t know™), that there will be equal treatment of employees who
display similar unethical behavior (72 percent “yes”, 20 percent “don’t know™), and the belief
that the identity of a compliance hotline caller would be held confidential (80 percent “yes™, 19

percent “don’t know”).

X. Management Response

Management is keenly aware of the time and effort required to perform the peer review and is
indebted to the peer review team for their willingness to participate, dedication to the process,
and thoughtful approach. Management agrees with the recommendations made by the peer
review team and intends to implement both.

cc: Paul Foster, Chairman of the Board
Janiece Longoria, Chair of the Audit and Ethics Committee
Charlie Chaffin, UT System Chief Audit Executive
Larry Plutko, UT System Systemwide Compliance Officer
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The University of Texas Investment Management Company
Institutional Compliance Action Plan

Fiscal Year 2010
# { ACTION ITEM TARGET COMPLETION
DATE STATUS
A. RISK ASSESSMENT
1. | Update risk assessment and map controls 09/30/09 Completed 03/23/10
identified in the risk assessment to controls
identified in the process documentation
2. | Reevaluate A risks 09/30/09 Completed 03/23/10; No
change to the compliance
A risks
B. MONITORING ACTIVITIES / ASSURANCE
3. | Meet with Responsible Parties for updates | On-going On-going
4. | Submit Institutional Compliance Program to | 12/31/09 Completed 08/31/10
a peer review
5. | Revise or create monitoring plans based on | 09/30/09 Completed 08/31/10
updated risk assessment
6. | Inspect high risk areas A On-going On-going
7. | Work with Risk Management to enhance On-going On-going
monitoring by CCO
C. COMPLIANCE TRAINING / AWARENESS
8. | Provide Code of Ethics training and 04/30/10 Completed 04/09/10;
information to improve staff awareness of individual session held
compliance program for one employee; new
hires trained within 30
days of hire
9. | Compliance Training for CCO regarding 03/31/10 Completed 03/23/10
investments
10.| Identify and network with similarly situated | 08/31/10 On-going
compliance professionals
D, REPORTING
11.| Conduct quarterly meetings with the On-going On-going
internal ethics and compliance committee
12.| Provide quarterly/annual reports to the On-going On-going —~ UTS will be
System-wide office revising required
reporting; CCO will meet
with Larry Plutko and
David Givens to discuss
UTIMCO
participation/reporting in
System-wide compliance
program
E. OTHER / GENERAL COMPLIANCE
13.| Hotline report investigations On-going On-going
14.| Evaluate enterprise risk management and February 2010 Completed 04/15/10
report to UTIMCO audit and ethics

As of 09/10/10




# | ACTION ITEM

TARGET COMPLETION

transmission and completion of Certificates
of Compliance electronically

DATE STATUS
committee
15.} Control Self Assessment of Compliance 10/31/09 Completed 08/06/10
program
16.| ICAC activities: ICAC and Standing On-going On-going
Committee participation
17.] Work with IT to enable web-based 08/31/10 Email reminder sent to IT

on 11/06/09; review of
Directors Desk and other
products confinues

As of 09/10/10




The University of Texas Investment Management Company
Institutional Compliance Action Plan
Fiscal Year 2011

# | ACTION ITEM TARGET COMPLETION
DATE STATUS

A. RISK ASSESSMENT

1. | As needed, update risk assessment and map | On-going
controls identified in the risk assessment to
controls identified in the process
documentation

B. MONITORING ACTIVITIES / ASSURANCE

2. | Meet with Responsible Parties for updates | On-going

3. | Inspect high risk areas A On-going
4. | Work with Risk Management to enhance On-going
monitoring by CCO
C. COMPLIANCE TRAINING / AWARENESS
5. | Provide Code of Ethics training and 04/30/11

information to improve staff awareness of
compliance program

6. | Identify and network with similarly situated | On-going
compliance professionals

D, REPORTING
7. | Conduct quarterly meetings with the On-going
internal ethics and compliance committee
8. | Provide quarterly/annual reports to the On-going

System-wide office

E. OTHER / GENERAL COMPLIANCE

9. | Hotline report investigations On-going

10.| Periodic Re-evaluation of enterprise risk 06/30/11
management and regular reporting to
UTIMCO Audit and Ethics committee

11.] ICAC activities: ICAC and Standing On-going
Committee participation
12.| Work with IT to enable web-based 12/31/10

transmission and completion of Certificates
of Compliance electronically; Review of
Directors Desk and other comparable

products

13.| Update and Monitor Records Retention 01/31/11
Procedures

14.! Draft and implement business continuity 06/30/11

plan
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The University of Texas Investment Management Company
- Tnstitutional Compliance Program Annual Report
for the Fiscal Year Ended August 31, 2010

Section I - Organizational Matters

e Four meetings of the Ethics and Compliance Committee were held during the fiscal year; September 9, 2009,
December 7, 2009, March 9, 2010, and June 15, 2010.
The UTIMCO Code of Ethics was amended effective August 12, 2010.
Tnvestment Policy Statements were amended during the fiscal year, effective September 1, 2010. The
Delegation of Authority Policy was amended effective July 14, 2010. The Derivative Investment Policy was
amended effective August 12, 2010, The Mandate Categorization Procedure was amended effective August
1,2010. Staff developed a Derivative Investment Controls and Processes Document effective September 1,
2009.

e Significant personnel changes: Former Senior Director — Real Estate Investments, Bob Schau left UTIMCO.
Mark Shoberg was appointed to the position of Senior Director — Real Estate Investments.

Section II - Risk Assessment, Monitoring Activities and Specialized Training {(Perfermed by

Responsible Party)

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

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

o Orgonization could fail to adequately conduct continual review and evaluation of external

managers hived to manage UT System investmenl funds.

Key Monitoring Activities:
Public Markets: The Public Markets groups participated in 384 meetings/calls with potential managers.
Initial due diligence was performed on 271 managers and serious due diligence was performed on 100
managers. Twelve managers were hired. Ongoing review of active external managers included 219
meetings/calls. Additional efforts included monthly performance tracking, reviews and analyses by the team
and Quarterly Portfolio Review meetings.

Marketable Alternative Investments: The Marketable Alternative Investments group participated in 181
meetings/calls with potential managers. Initial due diligence was performed on 20 managers and serious due
diligence was performed on 14 managers. Three managers were hired. Ongoing review of external managers
was conducted in the form of 219 meetings, conference calls, or Annual Meetings with active managers and
quarterly portfolio review meetings.

Private Markets: The Private Markets group performed initial due diligence on 117 and serious due diligence
on 69 potential managers. Eight commitments were made. The Private Markets group also participated in
367 meetings with active external managers and 247 with prospective managers, including site visits,
conference calls, and Advisory Board or Annual meetings.

Natural Resources: The Natural Resources group participated in 276 meetings/calls with potential managers.
Serious due diligence was performed on eight managers. Seven managers were hired. Ongoing review of
active external managers included 183 meetings/calls.

Real Estate: The Real Estate group participated in 233 meetings/calls with potential managers. Serious due
diligence was performed on five managers. Two managers were hired. Ongoing review of active external
managers included 108 meetings/calls.
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Specialized Training: Staff attended various industry-related conferences/forums and functions during the
yeat.

High-Risk Area #2: Investment Risk Management

Responsible Party: Senior Director - Risk Management

Key “A” risk(s) identified:

e Organization could fail to accurately perform ils assessment of risk due to data and investment
instrument modeling ervor.
e Organization could fail to respond to risk levels (manage risk budget).

Key Monitoring Activities:

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

e Risk Team renegotiated the ISDAs with all our counterparties, added one new counterparty, and is in the
process of negotiating ISDAs with two additional counterparties.

e Risk Team completed documentation of all Risk procedures.

Risk Team is evaluating various tail-hedging strategies including tactical moves within the Asset Allocation;
met with several of our leading Hedge Fund managers to better understand “best practices”.

o Risk Team re-evaluated the role and services of our Risk Analytics Provider, and has evaluated alternative
systems.

e Risk Team was involved in Risk Management due diligence discussions for Managers with Agency
Agreements and reviewed their LAAs to ensure compliance with the Derivative Investments Policy.

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

e TFixed income duration and tracking error is being monitored on an ongoing basis. Managers” use of margin
and leverage is monitored on an ongoing basis.

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

o Risk Team created new and more in-depth audit procedures as the result of the UT System Audit Office
Derivatives audit.

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

o Risk Team has initiated a quarterly Risk Management Working group conference call with nine other
endowments to share market knowledge and best practices. '

Specialized Training: Risk Team participated in one conference and two seminars during the year.

High-Risk Area #3: Information Technology & Security
Responsible Party: Managing Director - Information Technology
Key “A” risk(s) identified:
o  Organization could fail to adequately secure networks and data to prevent abuse, destruction,
and/or thefi.
e Organization could fail to manage computer software and hardware resulting in internal and
external users unable to perform necessary job duties.
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Key Monitoring Activities:

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

e Continued training of users on the procedures and proper use of encrypted USB drives on an as needed
basis.

e Completed annual information security and use fraining for all employees including portable computing
safeguards, confidential data storage, teleworking, manager responsibility, communicated users should
access data on a need-to-know basis only, and should report any security issues to the CISO. Provided
topic specific email alerts to employees regarding encryption of social security numbers and credit card
numbers, computer viruses, potential attacks, and critical updates.

« Monitoring and blocking of unencrypted electronic transmissions of social security numbers and credit
card numbers is ongoing. Violations are reported to the CCO and staff is reminded to transmit via
encrypted means.

Information Security Program Plan FY09/10 was revised.

Policy for Incident Response was adopted.

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

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

Annual reviews/reports with Data Owner’s were completed in April 2010.
External code scan and review was completed with Denim group. Findings are being reviewed and a
plan to correct needed issues is currently being built.

o Installation of Shibboleth was completed.

Specialized Training: ISO attended meetings of the Chief Information Security Officers Council.

High-Risk Area #4: Investment Compliance

Responsible Party: Manager - Portfolio Accounting and Operations

Key “A” risk(s) identified:

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

Key Monitoring Activities:

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

e  Work continues to verify that custodian software queries and database queries are working properly for
manager compliance, Performed cross-training with employees who work on manager compliance.

¢ Monthly compliance testing and reporting was updated to reflect new policy guidelines that went into
effect throughout the fiscal year.

s  All external manager contracts were reviewed to ensure all guidelines are being tested. Work continues
to verify that custodian sofiware queries and database queries are working properly.

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

Annual compliance statements were sent to 18 external managers under agency agreements; no non-
compliance was noted.

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

e The annual review of all existing mandates was performed and no mandates previously approved by the
UTIMCO Risk Committee were recommended for re-categorization but three existing mandates are on
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the “watch list” for possible re-categorization in the future. The annual review was presented to the
UTIMCO Risk Committee at its meeting on April 8, 2010.

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

o Derivative Investment Controls and Processes are being followed and work continues on improving them.
UT System Audit Office completed its audit of these procedures and the Derivative Investments Policy
and suggested changes have been implemented.

e UT System Audit Office completed its follow-up audit of recommendations implemented as a result of
the ITCI Fixed Income Audit in the spring of 2008.

Specialized Training: None

High-Risk Area #3: Conflicts of Interest

Responsible Party: Senior Managing Director - Accounting, Finance and Administration

Key “A” risk(s) identified:

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

Key Monitoring Activities:

o  All Certificates of Compliance were received timely from all UTIMCO Board members and key
employees for all investment managers hired, with the exception of one Director who returned the
Certificates late. Certificates were reviewed for completeness; no conflicts of interest were noted, i.e., no
pecuniary interests were identified by any UTIMCO Board member or key employee.

Verified that the funds committed during the year had the appropriate signed certificates of compliance.
Internal and external managers under agency agreements are provided a list of publicly traded securities
of all publicly traded companies in which a UTIMCO Board member or employee has a pecuniary
interest in order to prevent the violation of UTIMCO Cede of Ethics and Texas Education Code section
66.08. Changes to the restricted list occurred during the fiscal year and an updated restricted Jist was sent
to all internal and external managers during the fiscal year. Staff reviews holdings for compliance with
the restricted list on a daily basis. :

s UTIMCO employees, interns, and new hires participated in training on the UTIMCO Code of Ethics.

e  With the exception of one Director, signed financial disclosure statements were timely received from all
UTIMCO Board members, employees and interns as required by the UTIMCO Code of Ethics.

s During the fiscal year, a new Director was appointed by the Board of Regents of The University of Texas
System. Since the appointment was effective on August 12, 2010, the financial disclosure statement was
not due during the quarter ended August 31.

Specialized Training: None

Section I — Monitering and Assurance Activities (Performed by Compliance Office)

High-Risk Area #1: Investment Due Diligence

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO designee performed quarterly due diligence monitoring plan for
each Investment group. CCO designee reviewed initial due diligence for twenty (20) managers hired by the
Tnvestment groups during the fiscal year. Ongoing due diligence efforts continue. The Senior Director, Risk
Management and CCO participated in the bi-weekly Investment Committee meetings, the monthly
Investment meetings, the quarterly Marketable Alternatives Group Hedge Funds reviews, the quarterly Public
Markets Investments portfolio reviews, and Private Markets portfolio reviews.

Significant Findings: None.
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High-Risk Area #2: Investment Risk Management

Assessment of Control Structure: Opportfunity for enhancement

Assurance Activities Conducted: CCO continues to review documentation maintained by the Risk Team
evidencing risk monitoring performed by the Risk Team. Risk Team has completed documenting its
procedures, which were reviewed by both the CEO and Chief Investment Officer and the CCO. UTIMCO
staff completed work on enhanced Derivative Investments Controls and Processes document.

Significant Findings: Compliance with UTIMCO Derivative Investments Controls and Processes document
was audited by the UT System Audit office. Recommendations from the UT System Audit Office primarily
focused on the need for additional documentation by the Risk Team to support its conclusions regarding new
Derivative Investments. Additionally, two external managers were found to be out of compliance with the
Derivative Investment Policy. Monitoring of external managers operating under agency agreements for
compliance with the Derivative Investment Policy has since been enhanced. Staff has met to discuss
enhancements to its documentation and monitoring processes.

High-Risk Area #3: Information Technology & Security

Assessment of Control Structure: Well controlled

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

Significant Findings: None

High-Risk Area #4: Investment Compliance

Assessment of Control Structure: Well controlled

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

Significant Findings: See Significant Findings notation in High-Risk Area # 2: Investment Risk
Management. Investment Compliance Staff and Risk Team have met to discuss enhancements to
documentation and monitoring of Derivative Investments.

High-Risk Area #5: Conflicts of Interest

Assessment of Control Structure: Well controlled

Assurance Activities Conducted: CCO designee reviewed the completed sign- offs for completeness for all
certificates of compliance received during the fiscal year. All but one UTIMCO Board member and all
employees had timely signed off on certificates of compliance; no conflicts of interest were noted. CCO
reviewed ethics compliance and financial disclosure statements received from employees and UTIMCO
Board members and verified that an updated restricted list was sent to all internal and external managers
during the fiscal year. Monitoring for potential conflicts of interest in the areas of personal securities
transactions, outside employment and business activities, and manager/third party-paid travel, entertainment
and gifts is ongoing.

Significant Findings: None.

Section IV — General Compliance Training Activities

Two annual training sessions were held for all employees. Training encompassed the UTIMCO Code of
Ethics, Employee Handbook, information security, and Travel Guidelines. Eight additional training sessions
on the UTIMCO Code of Ethics were held for new hires and summer inferns.
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Section V — Action Plan Activities

«  Staff participated in the evaluation of Enterprise Risk Management, including preparation of risk assessments
and mapping of controls for each functional group. Enterprise Risk Management report was presented to
Audit and Ethics Committee and Board of Directors. Staff developed new monitoring plans for each of the
High-Risk Areas.

. UTIMCO’s Institutional Compliance Program underwent a Peer Review. Review Team included Bart J.
Brunk, Controller, DUMAC, LLC, James P, Feeney, Chief Compliance Officer, Commonfund, and Mark C.
Kermarie, Managing Director & Chief Operating Officer, University of Notre Dame.

«  Employee Handbook and PowerPoint for employee training purposes was updated.

«  Meetings of the Employee Ethics and Compliance Committee are held quarterly.

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

Section VI — Confidential Reporting

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

Type Number % of Total
Employee Relations 0 0.00%
Policy Issues 0 0.00%
Hang ups or wrong numbers 11 100.00%
Total Il 100.00%

All calls are accepted by the hotline and reported to the UTIMCO Compliance Office. All reports are handled by
a 5-person team comprised of the Chief Compliance Officer, Manager of Finance & Administration, the Office
Manager, the Executive Assistant to the CEO and Chief Investment Officer, and David Givens from the System-
wide Compliance Office.

This 2010 Annual Report is submitted by:

Cecilia Gonzalez, J.D., CPM N~
erakCounyel and Chief Compliance Officer
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| Agenda ltem:
: Developed By:
Presented By:
- Type of ltem:

- Description:

- Discussion

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Report from Risk Committee
Staff

Tate

Information item

The Risk Committee (“Committee”) will meet on November 4, 2010. The
Committee’s agenda includes (1) discussion and appropriate action related to
categorization of new investment mandates and re-categorization of an existing
mandate; (2) review and discussion of compliance reporting; and (3) review and
discussion of performance and risk reporting.

The Committee will review and approve, as appropriate, the fourfeen mandate
categorizations prepared by staff for the period beginning July 1, 2010, and ending
October 15, 2010, and one re-categorization of an existing mandate previously
included on the “Mandate Categorization Watch-List.” The Committee will report
fo the UTIMCO Board the results of its review of the Invesiment Mandate
Categorizations.

The Committee wilf review the quarterly compliance reporting and the performance
and risk reporting.

None

None
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2 Agenda_ it_erh:

L Devéiope_d By:
~ Presented By:

L 'D.é'sc_:r,i_pt_ion: .

" Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010
UTIMCO Organization Update
Zimmerman
Zimmerman

Discussion item

Mr. Zimmerman will provide an update on UTIMCO’s staffing, task forces,

- and technology issues.

- UTIMCO Organization Update presentation
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- Agenda ltem:

Developed By:
Presented By:
- Type of ltem:

Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Discussion and Appropriate Action Related to Selection of Custodian for
Additional Bank Services

Zimmerman, Warner
Zimmerman
Action item

Staff will bring forth to the UTIMCO Board a recommendation to consider
and approve a possible contract(s) for additional custodian bank services.

UTIMCO is in discussions with the HSBC Bank USA and The Bank of
Nova Scotia, acting through its ScotiaMocatta division, for custodian bank
services as deemed necessary by staff to perform investment
management services for The University of Texas System. Staff seeks
approval to negotiate and execute a contract with HSBC Bank USA and/or
The Bank of Nova Scotia. The Master Investment Management Services
Agreement (IMSA) between the U. T. System Board of Regents and the
UTIMCO Board of Directors requires U. T. Board approval of custodian
banks and related custodian agreements. Staff is requesting approval
from the U. T. Board, at its meeting to be held on November 10-11, 2010,
for authority to conclude negotiations with HSBC Bank USA and/for The
Bank of Nova Scofia. Should negotiations be successful, the resulting
confracts will be included in the U. T. Board docket for approval.

Staff recommends that the UTIMCO Board approve a contract with HSBC
Bank USA and/or The Bank of Nova Scotia fo provide additional custodian
bank services and directs staff to negotiate the contracts, subject to
approval by the U. T. Board.

None



RESOLUTION RELATED TO SELECTION OF CUSTODIAN FOR
ADDITIONAL BANK SERVICES

WHEREAS, the Board of Directors of the Corporation (the “Board”) has determined that
additional custodian bank services are necessary to perform investment management
services for The University of Texas System; and

WHEREAS, the Master Investment Management Services Agreement between the Board of
Regents of The University of Texas System (*U. T. Board”) and the Board requires U. T.
Board approval of custodian banks and related custodian agréements; and

WHEREAS, the Board has reviewed and concurs in the selection of HSBC Bank USA
and/or The Bank of Nova Scotia fo provide additional custodian bank services, as

recommended by staff.
NOW, THEREFORE, be it:

RESOLVED that the Board approves the selection of HSBC Bank USA and/or The Bank of
Nova Scotia to provide additional custodian bank services as deemed necessary by staif to
perform investment management services for The University of Texas System and directs
staff to negotiate and enter into a contract with HSBC Bank USA and/or The Bank of Nova
Scotia (the “Agreement(s)"), subject to approval by the U.T. Board.

FURTHER RESOLVED, that the CEQ and Chief investment Officer, President and Deputy
ClO, any Managing Director, and the Secretary of this Corporation be, and each of them
hereby is, authorized and empowered (any one of them acting alone) to do or cause to be
done all such acts or things and to sign and deliver, or cause to be signed and delivered, all
such documents, in the name and on behalf of the Corporation, or otherwise, as such officer
of this Corporation may deem necessary, advisable or appropriate to effectuate or carry out
the purposes and intent of the foregoing resolution and to perform the obligations of this
Corporation under the Agreement(s).
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Agenda ltem:
Developed By:
- Presented By:
Type of ltem:

Description;
Discussion:

Recommendation:

" Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Discussion of Investment Environment and Opportunities
Zimmerman

Zimmerman

Information ftem

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

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

None

None
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Agenda Item:
Developed By:
Presented By:
~ Type of ltem:

. Description:

" Recommendation:

- Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
November 9, 2010

Report on 2011 Meeting Dates
Zimmerman

Zimmerman

Information item

This agenda ifem presents the 2011 UTIMCO Board Meeting schedule and the
Committee meetings schedule.

None

None



UTIMCO Meeting Dates

2011
Month Board Of | Auditand | Compensation | Policy | Risk
Directors Ethics
January Jan 26 Jan 26
February Feb 2-3°
March
April '
| {annual) Apr 14 Apr 7 Apr7 Apr7 | Apr7
| May
June
July Jul 13-14™ Jul7 Jul7 Jul7 | Jul7
August
September September 29
October
November Nov 8 Nov 3 Nov 3 Nov3d | No
December

*Fabruary 2 — UTIMCO Board Retreat, February 3 — UTIMCO Board of Directors Meeting

** Joint meeting of UTIMCO Board and UT System Board of Regents - July 13 or 14, TBD - please hoid both dates

All 2011 UTIMCO Board of Directors Meetings will be held in the corporate office:

Committee Assignments:

Audit and Ethics: Longoria, Nye, Tate

401 Congress, Suite 2800, Austin, Texas 78701

Compensation: Ferguson, Longoria, Moore
Policy: Gary, Nye
Risk: Tate, Ferguson, Moore
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