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UTIMCO BOARD OF DIRECTORS
ANNUAL MEETING AGENDA
April 14, 2011
UTIMCO
401 Congress Avenue, Suite 2800
Austin, Texas

Time item # Agenda ltem
Begin End
OPEN MEETING:
g00am.  905am. 1 Call to Order of the Annual Meeting/Discussion and Appropriate Action on Minutes of the
February 2-3, 2011 Strategy Offsite Meeting and February 3, 2011 Meeting®
g05pm.  915pm. 2 Discussion and Appropriate Action Related fo Corporate Resolutions:
Election of UTIMCO Officers™
Resolutions of Appreciation*
Committee Assignments™,™
916am.  10:00am, 3 Endowment and Operating Funds Update Report
1000 am. 11:00am. 4 Task Force Updates
11:00 am. 12:00 p.m. Recess for Briefing Session pursuant to Texas Education Code Section 66.08 {h){2)
refated fo Investments
1200 p.m. 12:45pm. Lunch
1245pm.  145pm. 5 Reconvene into Open Session:
Discussion of Policy Portfolio
145pm.  215pm. 6 Report from Risk Committee:
- Discussion and Appropriate Action Related to the Proposed Amendments to the Charler of
the Risk Committee*
- Discussion and Appropriate Action Regarding Delegation of Authority Relating to Certain
Portfolio Hedging Investments™
215pm. 230pm. 7 Report from Policy Commiittee:
- Discussion and Appropriate Action on Recommendation of Distribution Rates for the
Investment Funds™,**
- Discussion and Appropriate Action Relafed fo Proposed Amendments {o the Charter of the
Policy Commitiee”
- Discussion and Appropriate Action Related fo Increase in Delegation of Authority Limit for
Specific Manager*
230pm. 245pm. 8 Report from Audit and Ethics Committee:
- Discussion and Appropriate Action Related to the Proposed Amendments to the Charter of
the Audit and Ethics Committeg™
245pm. 300pm. 9 UTIMCO Organization Update
300pm.  330pm 10 Report on Special Purpose Entities
330pm  400pm. M Educational Program for UTIMCO Directors
400pm. 430 p.m. 12 General Discussion of Investment Environment
4:30 p.m. Adiourn

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

By: The University of Texas Investment Management Company

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

Next Scheduled Meeting: July 13/14, 2011







RESOLUTION RELATED TO MINUTES

RESOLVED, that the minutes of the Board of Directors Strategy Offsite
Meeting held on February 2-3, 2011, and the Meeting held on February
3, 2011, be, and are hereby, approved.




MINUTES OF THE
BOARD STRATEGY OFFSITE 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, for a Board Strategy Offsite Meeting, at 8:46 am. on
February 2, 2011, at the Mansion on Judges' Hill, 1900 Rio Grande, Austin, Texas, 78705, said meeting
having been called to order by the Chairman, Paul Foster, with nofice 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. Phifip Ferguson, Vice Chairman
Francisco G. Cigarroa, M.D, Vice Chairman for Policy
Kyle Bass
Janiece M. Longoria
Ardon E. Moore
Charles W. Tate

thus constituting a majority and quorum of the Committee. Director Erle Nye did not attend the meeting.
Employees of the Corporation attending the meefing were Bruce Zimmerman, CEO and Chief Investment
Officer; Cathy Iberg, President and Deputy ClO; Joan Moeller, Secretary and Treasurer; Christy Wallace,
Assistant Secretary; Cecilia Gonzalez, internal General Counsel and Chief Compliance Officer; Lindel
Eakman, Managing Director — Private Markets Investments; Mark Warner, Managing Director - Natural
Resources Investments; Mark Shoberg, Senior Director — Real Estate Investments; Uzi Yoeli, Senior
Director - Portfolio Risk Management; Ryan Ruebsahm, Director - Marketable Alternative Investments;
Susan Chen, Director — Public Markets Investments; Russ Kampfe - Senior Portfolio Manager, Fixed
Income Investments: and other Staff members. Other attendees included Jerry Tumer and Bob Jewell of
Andrews Kurth LLP; Charfie Chaffin, William Huang, and Roger Starkey of The University of Texas System
(UT System) Administration; and former UTIMCO Chairmen Scott Caven, Woody Hunt, and Robert
Rowling. Director Printice L. Gary and Keith Brown of the McCombs School of Business at UT Austin later
joined the meeting as noted in the minutes. Mr. Foster called the meeting to order at 8:46 am.

Investment Strateqy Panel

Mr. Foster opened the meefing by asking Mr. Zimmerman fo introduce the panel speakers. Mr.
Zimmerman infroduced Mr. Howard Marks, Chairman of Oakiree Capital Management, L.P.; Mr. Ray Datio,
President, Co-Chief Executive Officer, Co-Chief Investment Officer of Bridgewater Associates, LP; and Mr.
Timothy O'Neill, Co-Head of the Investment Management Division and Member of the Management
Committee of Goldman Sachs. Mr. Zimmerman served as moderator as the three speakers provided
dialogue and answered questions on several topics including Economic Environment, Capital Markets
Environment, Endowment Asset Allocation and Endowment Best Practices.

After the panel discussion, the meeting recessed at 11:10 a.m. fo a new location, due fo the fact that there
was no heat or electricity in the Mansion on Judges' Hill Conference Room, brought on by statewide



electrical rofling blackouts. The meeting reconvened at the offices of the Corporation, Suite 2800, 401
Congress Avenue, Austin, Texas at 11:40 am,

Economic Sceparios

Mr. Foster called the meeting back to order in the new location. He welcomed the past Chairmen of the
Board that were in afiendance. Mr. Foster asked Mr. Zimmerman to begin with the presentation on
Econormic Scenarios. Mr. Zimmerman reviewed the agenda for the rest of the meeting and then began the
discussion of Economic Scenarios. Mr, Zimmerman and Ms. lberg provided the context of the topic of
discussion and information regarding the economic environment, economic forecasts, global GDP and
growth trends, and economic forecasts. Ms. Iberg, Mr. Bass and Ms. Chen listed key issues and explained
details and implications of several investment scenarios. At approximately 12:30 p.m. the open meeting of
the Board recessed for lunch. The open meeting of the Board reconvened in open session in the same
location at 1:15 p.m. and discussion of economic scenarios continued. Dr. Brown joined the meeting at this

time.

Tactical Positioning

Ms. Iberg followed with a discussion of tactical positioning, tail hedgingfinsurance, derivatives and
leveraging, and limitations of Derivative and Investment Policies.

Managing Other Endowments Assets

The next item presented was an overview of considerations associated with the Corporation investing
higher education financial assets in addition to those of The University of Texas System ("UT System”).

Discussion of Capital Markets

Mr. Foster asked Ms. Iberg to lead the discussion of Capital Markets. Ms. lberg presented the value of
predictions and provided some predictions for 2011 Staff members from gach of the asset classes
provided summaries of key indicators across asset classes designed to increase communication across
groups and facilitate tactical positioning and reviewed the Indicator Decision Support System utilized by
Staff.

At 5:05 p.m., Mr. Foster announced the Board would recess and woutd reconvene on the mormning of
February 3, 2011, at 9:00 am.



The Board of the Corporation reconvened in open meeting at 9:05 a.m. on the 3" day of February 2011.
Mr. Gary joined the meeting at this time,

Private Direct and Co-Invesiments

The meeting began with a discussion of the Private Direct and Co-Investments Program. Mr. Eakman, Mr.
Shoberg and Mr. Wamer presented and discussed the target portfolio, expected capital deployment,
portfolio diversification and rationale for the program.

Review of Peers

Mr. Zimmerman continued with a presentation on the Review of Peers. Mr. Zimmerman explained that in
the fall of 2010, Rajansh Miglani, a UT MBA Studenf, agreed to conduct an analysis of selected
endowments (“peers’) focusing on organization and governance. Mr. Zimmerman and Mr. Miglani
presented the results from research including website review, internet search and personal calls/emails.

Conclusion

There being no further business to come before the Board of Directors, the Board Strategy Offsite Meeting
was adjourned at approximately 11:05 am.

Secretary:

Joan Moeller

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 11:28 a.m. on February 3, 2011, at the offices of the
Corporation, Suite 2800, 401 Congress Avenue, Austin, Texas, said meefing having been called by the
Chairman, Paul Foster, with notice provided to each member in accordance with the Bylaws. The audio
portion of the meeting was electronically recorded. Participating in the meeting were the following
members of the Board:
Paul Foster, Chairman
J. Philip Ferguson, Vice Chairman
Kyle Bass
Printice L. Gary
Janiece Longoria
Ardon E. Moore
Charles W. Tate

Accordingly, a majority and quorum of the Board was in attendance. Director Erle Nye did not attend the
meeting. 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, intemal General Counsel and Chief Compliance Officer;
Mark Warner, Managing Director - Natural Resources Investments; Uzi Yoeli, Senior Director - Portfolio
Risk Management; and other Staff members. Other attendees were Keith Brown of the McCombs School
of Business at UT Austin; Jerry Tumer and Bob Jewell of Andrews Kurth LLP; Phifip Aldridge, Charlie
Chaffin, Barry McBee, Roger Starkey, Moshmee Kalamkar and Miles Ragland of The University of Texas
System (UT System) Administration. Dr. Francisco G. Cigarroa joined the meeting later as noted in the
minutes. Mr. Foster called the meeting to order at 11:28 a.m. He asked to postpone the Briefing Session
until after lunch.

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 November 9, 2010. Upon motion duly made and seconded, the foliowing resolution was
unanimously adopted by the Board:

RESOLVED, that the minutes of the meeting of the Board of Directors held on
November 9, 2010, be, and are hereby, approved.

Corporate Resolution

Mr. Foster next recommended Board approval {o designafe the date for the Annual Meeting of the Board.
Upon motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the Annual Meeting of the Board of Directors will be held on April
14, 2011, in Austin, Texas.



Endowment and Operating Funds Update

Mr. Foster asked Mr. Zimmerman to present the Corporation's endowment and operating funds update.
Mr. Zimmerman presented the net asset value and performance numbers (Preliminary) as of December 31,
2010, and then reported in more detail the Corporation’s Performance Summary as of November 30, 2010.
He reported the Corporation had $25.1 billion of assets under management at the end of November 30,
2010. Of the $25.1 billion, $11.6 billion was in the Permanent University Fund (PUF), $6.5 billion in the
General Endowment Fund (GEF), $2.2 billion in the Short-Term Fund (STF) and $4.4 bilion in the
Intermediate Term Fund (ITF). Mr. Zimmerman presented actual versus benchmark results, tactical asset
allocation, and value-add analysis. The net performance for the quarter ended November 30, 2010, for the
PUF was 6.78% and for the GEF was 6.80%, versus benchmark refurns of 5.94% for the PUF and GEF.
The net performance for the one year ended November 30, 2010, for the PUF was 12.21% and for the GEF
was 12.26%, versus benchmark returns of 9.09% for each fund. The ITF's performance was 5.56% versus
its benchmark retum of 4.66% for the quarter ended November 30, 2010, and 9.66% versus ifs benchmark
return of 5.04% for the one year ended November 30, 2010, Performance for the STF was 0.07% versus
0.03% for its benchmark retumn for the quarter ended November 30, 2010, and was 0.23% versus a
benchmark return of 0.11% for the one year ended November 30, 2010. Mr. Zimmerman reviewed the
Funds' Asset Class and Investment Type targets, tactical asset alflocation, ranges and performance
objectives. He reviewed the Less Correlated and Constrained portfolio categorizations vs. “look thru”
exposures, Mr, Zimmerman asked Mr. Yoeli fo present risk analytics for the period ending November 30,
2010. Mr. Zimmerman continued reporting on derivatives and counterparties, manager exposure,
investment activity as of November 30, 2010, and gave an update on fiquidity, contracts and the ITF. Mr.
Zimmerman, Ms. Iberg and Mr. Yoeli answered the Directors’ questions.

At 12:45 p.m. the open meeting of the Board recessed for lunch.

The open meeting of the Board reconvened in open session at 1:18 p.m.

Risk Committee Report

Mr. Foster asked Mr. Tate to provide a report from the Risk Committee. Mr. Tate reported that the
Committee met on January 26, 2010, with all members of the Committee present. The Committee
considered several items, including approval of the Categorization of New Investment Mandates. He stated
that there were five new investment mandate categorizations prepared by Staff for the period beginning
October 16, 2010, and ending January 10, 2011, and three mandates inciuded in the “Mandate
Categorization Watch-List’ that will continue to be monitored by Staff for possible recategorization.
Another item discussed was the Corporation’s Liquidity Policy. Mr. Zimmerman explained to the
Committee that the Corporation’s Liquidity Policy establishes limits on the overall liquidity profile of
investments in the PUF, the GEF and the ITF. The allowable range for illiquid investments is 0% to 45% of
the total portfolio for the ITF. Onge the ITF illiquid investments move into the trigger zone of 35% to 45%,
Staff is required to request approval from the Risk Committee or UTIMCO Board before any additional
illiquid investments are made. He presented estimated run-off liquidity as of November 30, 2010, and
reported that the ITF’s illiquid investments have moved closer to the 35% threshold, primarily due to the
Less Correlated and Constrained Investment Type allocation being increased from 256% to 35% in the ITF
Investment Policy Statement when it was amended August 2009, without a corresponding increase for
illiquid investments in the Liquidity Policy. Mr. Zimmerman asked for guidance from the Risk Committee to
determine the appropriate course of action, if any, refated to the ITF’s liquidity position. The Committee
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also heard a report on UTIMCO's corporate insurance. The Corporation's Directors and Officers (D&O)
insurance coverage period is from February 28, 2011 to February 28, 2012. After discussion on this topic,
the Committee tabled the agenda item and asked Staff and Mr. Tumer fo present additional information on
D&O coverage at a future Committee meeting. The Committee also heard a report from Ms. Gonzalez on
non-compliance items from the Compliance Report for the Quarter Ended November 30, 2010. Mr. Tate
left the meeting at this time.

Policy Committee Report

Mr. Foster asked Mr. Gary to provide a report on the behalf of the Policy Committee. Mr. Gary reported
that the Committee convened on January 26, 2010. Mr. Gary said that the Committee discussed proposed
amendments fo the Separately Invested Funds (SIF) Investment Policy Statement, amendments that were
requested by the Office of Finance of UT System. Mr. Gary explained details of the suggested
amendments stating that UT System currently had approximately $1.1 billion of bond proceeds, currently
invested in the STF. The Office of Finance staff had asked the Corporation to invest a portion of these debt
proceeds into a laddered portfolio in the SIF. The laddered portfolio would be invested by the Corporation’s
internal Portfolio Managers. The Corporation’s back office staff would provide the accounting services for
the debt proceeds funds. The SIF Investment Policy Statement needed to be amended to allow for the
investment of these funds by Staff. The proposed changes to the SIF Investment Policy Statement were
approved by the Policy Committee at their meeting. On behalf of the Committee, Mr. Gary recommended
approval by the Board of the amendments fo the SIF Investment Policy Statement, with further approval
required by the UT System Board of Regents. Staff additionally requested delegated authority from the
Board for the internal portfolio managers to invest the debt proceeds in the investments authorized by the
SIF Investment Policy Statement. Mr. Zimmerman and Mr. Aldridge answered the Directors’ questions.
Upon motion duly made and seconded, the following resolutions were unanimously adopted by the Board:

RESOLVED, that amendment fo the Investment Policy Statement of the
Separately Invested Funds, as presented be, and is hereby, approved, subject to
approval by The University of Texas System Board of Regents.

And,

WHEREAS, UTIMCO Staff has been requested by the Office of Finance of The
University of Texas System (UT System) staff to invest a portion of the debt
proceeds from UT System bond issuances currently invested in the Short Term
Fund into a laddered portfolio; and

WHEREAS, UT System has requested that the laddered portfolio be invested by
the UTIMCO internal portfolio managers; and

WHEREAS, UTIMCO intemal portfolio managers are currently only authorized to
manage an Internal Fixed Income Portfolio of $750,000,000; and

WHEREAS, in order for the UTIMCO internal portfolio managers fo be able to
invest the debt proceeds, the Board must delegate authority to Corporation’s staff.

NOW THEREFORE,



BE IT RESOLVED, that, subject to approval of the amendment to the Investment
Policy Statement of the Separately Invested Funds by The University of Texas
System Board of Regents, in addition to the currently authorized internal Fixed
Income Portfolio, the internal portfolio managers be, and each of them hereby is,
authorized fo invest the debt proceeds from UT System bond issuances as
requested by UT System staff in accordance with the terms and restrictions in the
Investment Policy Statement of the Separately Invested Funds.

Audit and Ethics Committee Report

Mr. Foster asked Ms. Longoria to provide a report on behalf of the Audit and Ethics Committee. Ms.
Longoria reported that the Committee convened on January 26, 2011, with all members present.  She
stated that Mr. Tom Wagner, engagement partner from the independent accounting firm of Deloitte &
Touche LLP, presented the audit results and necessary communications for the Corporation for the fiscal
years ended August 31, 2010 and August 31, 2009. Mr. Wagner confirmed the completion of the audit of
the Corporation, summarized the process and reviewed with the Committee the Audit Results and
Communications report covering required communications. Ms. Longoria, on behalf of the Committee,
recommended approval of Deloitte and Touche LLP's Financial Statement Audit Resuits and
Communications, and the audited financial statements and audit report for the Corporation. Upon motion
duly made and seconded, the resolution was unanimously adopted:

RESOLVED, that Deloitte & Touche LLP's Financial Statement Audit Results and
Communications for the Corporation 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 annual financial statements and audit report for the
Corporation for the fiscal years ended August 31, 2010 and August 31, 2009, be,
and are hereby approved in the form as presented to the Board.

The Committee was also presented a report from the UT System Audit Office related to a security audit of
information technology. The UT System Audit Office reviewed the UTIMCO Information Security Program
Index Audit Report with the Committee and briefed the Committee on the preliminary audit work completed
related to the audit of three security applications internally developed by the UTIMCO [T deparfment. A
handout of the audit results was provided fo the Directors at the Board meeting. The Committee also heard
a report from Ms. Gonzalez on non-compliance items from the Compliance Report for the Quarter Ended
November 30, 2010.

Cambridge Contract Renewal

Mr. Foster asked Mr. Zimmerman to summarize the changes to the contract with Cambridge Associates.
Mr. Zimmerman explained that Cambridge Associates had served as UTIMCO's consultant since its
inception in 1996. Under the terms of the current contract with Cambridge, UTIMCO has had access, via
the Cambridge Associates consulting team and Cambridge Associates web site, fo proprietary databases
on capital markets, investment managers, and partnerships. UTIMCO has also had access to comparative
peer performance data and quarterly and annual surveys of investment and financial data. Also included in



the current contract is 24 hours of consulting fime, a variety of research reports and working papers on
investment and financial data, and attendance at UTIMCO Board meetings.  Mr. Zimmerman stated that
the prior Cambridge Associates contract was $61,000 annuafly. The new contract, if approved, would
include a retainer of $46,000 with optional services to be “unbundled”. These unbundled services would be
charged individually at the time of service. Mr. Zimmerman estimated the annual fees would be less than
the previous year, even with the optional services. Upon motion duly made and seconded, the following
resolution was unanimously adopted:

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

Legislative Update

Mr. Foster asked Mr. McBee to give a Legislative update to the Board. Mr. McBee provided a handout,
82 Texas Legislature Session Update, to the Board which provided headlines of legisiative activities, a
comparison of the current State Budget and revenue estimates for the next biennium, and a summary of
the Legislative Budget Board recommendations on the appropriations in both the House and Senate budget -
bills. He also provided key activities and dates for the legislative session. Dr. Cigarroa joined the meeting
at this time. Mr. Zimmerman, Mr. McBee, Mr. Starkey and Mr. Tumer answered the Directors’ questions.

At 2:28 p.m. the open meeting of the Board recessed for a Briefing Session pursuant fo Texas Education
Code Section 66.08(h)(2) related to Investments.

The open meeting of the Board reconvened in open session at 3:42 p.m.

Organization Update

Mr. Zimmerman provided the Board with a Staff and budget update. Mr. Foster stated that due to time
constraints, the Task Force Update would be tabled until the next Board meeting.

There being no further business fo come before the Board, the meeting was adjourned at approximately
344 p.m.

Secretary:
Joan Moeller

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







- Agenda ltem:

Developed By:
-_Pr_esented By:
Type of item:

.~ Description:

“Recommendation:

Reference: -

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 14, 2011

‘Discussion and Appropriate Action Related fo Corporate Resolutions

- Election of UTIMCO Officers
- Resolutions of Appreciation
- Committee Assighments

Zimmerman, Gonzalez, Moelier
Foster
Action required by UTIMCO Board

Chairman Foster will present a recommendation for the Corporate Officers. As
stated in the Bylaws, a purpose of the Annual Meeting is to elect Officers for the
ensuing year. Employees that are designated as Officers by the UTIMCO Board
meet the definition of key employees in the Corporation’s Code of Ethics.

Chairman Foster will present a recommendation fo the Board to approve resolutions
acknowledging Mr. Ere Nye’s and Ms. Janiece Longoria's services as UTIMCO
Board members.

Chairman Foster will propose the Board committee assignments. When 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 election of Corporate Officers, the
approval of Erle Nye Appreciation Resolution and Janiece Longoria Appreciation
Resolution, and approval of the Board Committee assignments.

None



RESOLUTION RELATED TO CORPORATION OFFICERS

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

Name Office or Offices

Paul Foster Chairman

J. Philip Ferguson Vice-Chairman

Francisco G. Cigarroa Vice-Chairman for Policy

Bruce Zimmerman Chief Executive Officer and Chief Investment Officer
Cathy Iberg President and Deputy Chief Investment Officer

Joan Moeller Senior Managing Director, Treasurer and Secretary
Lindel Eakman Managing Director

Mark Warner Managing Director

Christy Wallace Assistant Secretary




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 a future meeting,
to serve until the expiration of their term, or untif 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 T 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 ifs meetings.

BE IT 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 removal; 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.
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Agenda ltem:

Developed By:

Presented By:
Type of ltem:

Description:

Discussion:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 14, 2011

Task Force Updates
Staff
Zimmerman, Ruebsahm, Warner

Information item

UTIMCO Staff created three investment task forces in the summer of
2010; Portfolio Positioning, Credit, and Emerging Markets.

Ryan Ruebsahm, chair of the Credit Task Force, and Mark Warmer, chair
of Emerging Markets Task Force will update the Board on the activities of
the Task Forces. The Portfolio Positioning Task Force activities wilt be
reported under Tab 6, Report from Risk Committee in the Insurance
Derivative Investments presentation.

None






Agenda item:
Developed By:
* Presented By:
~ Type of ltem:

Description:

' Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 14, 2011

Discussion of Policy Portfolio

Yoeli. Zimmerman

Yoeli, Zimmerman

Information item

Policy Portfolios have a strategic component and a tactical component. The
strategic component includes strategic asset allocation and risk budget. It can be
changed more frequently or less frequently. The tactical component includes the

ranges for asset classes, investment types, and risk. The pros and cons will be
presented and discussed.

There are several ways fo approach designing a Policy Portfolio: the classical
mean variance or mean-downside risk, a risk parity approach, and a factor
approach. These methods will be presented and compared to the current Policy
Portfolio.

Mr. Yoeli will lead a discussion related to the Policy Portfolio including the reasons
to have a Policy Portfolio, issues, flexibility, risk issues and other alternatives.

None

Discussion of Policy Portfolio presentation
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- ‘Recommendation:

Reference:

Agenda ltem
UTIMCG Board of Directors Meeting
April 14, 2011

trades being considered, and Staff's recommendation regarding increasing the
delegated authority limits related fo the premium budget of 25 basis points.

UTIMCO staff will discuss with the Committee staff’'s rationale for increasing the
delegated authority limit for Wellington. UTIMCO staff would like to increase the
investment limit in excess of the limits provided in the Policy for Wellington
Management Company, LL.C. ("Wellington") UTIMCO currently has $355 million
with Wellington and would like to make up to a $250 million commitment to their
commodity strategy which would bring the invested amount to $605 miflion, above
the delegated authority limit of $600 million. Staff would like the ability to make the
commodity investment of $250 million but would also ke the flexibility to allow a
potential investment in the Special Equity and/or Emerging account. Therefore,
staff is requesting an increase in the delegated authority limit to $750 million.

The Commitiee will review and take action on staff's proposed changes to the
Charter of the Risk Committee.

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

The Committee will request that the UTIMCO Board take action related to staff's
recommendation regarding increasing the aggregate prorated annual premium for
Derivative Investments included within item 3 of Exhibit B of the Derivative
Investment Policy to 50 basis points; and will request the UTIMCO Board take
appropriate action based on the Committee’s action from ifs meeting related to
proposed amendments to the Charter of the Risk Committee. Action related fo the
increase in delegation of authority limits for a specific manager will be proposed by
the Policy Committee in Tab 7 of the materials.

Insurance Derivative Investments presentation; Proposed Amendments to the
Charter of the Risk Committee



RESOLUTION RELATED TO CHARTER OF THE RISK COMMITTEE

RESOLVED, that the amendments to the Charter of the Risk Committee
be, and are hereby approved, in the form submitted to the Corporation’s
Board of Directors.



RESOLUTION RELATED TO INCREASE IN THE DELEGATED
AUTHORITY UNDER THE DERIVATIVE INVESTMENT POLICY FOR
ANNUAL PREMIUM PAID ON DERIVATIVE INVESTMENTS

WHEREAS, the Corporation’s Derivative Investment Policy (“Policy”) sets forth the
applications, documentation and limitations for investment in derivatives in the
Permanent University Fund, the General Endowment Fund, the Intermediate Term
Fund, and the Separately Invested Funds; and

WHEREAS, Exhibit B to the Policy lists the five types of Derivative Investments the
UTIMCO Board has authorized the CEO to enter into; and

WHEREAS, the third type of Derivative Investment authorized (“Insurance
Derivatives”) limits the maximum loss that may be suffered to the premium paid for
the Insurance Derivative, regardless of notional value; and

WHEREAS, the aggregate prorated annual premium of all Insurance Derivatives
may not exceed 25 basis points of the Fund value; and

WHEREAS, Corporation staff would like the authority to invest up to an additional 25
basis points in Insurance Derivatives for a total aggregate prorated annual premium
of 50 basis points of the Fund value; and

WHEREAS, Corporation staff has documented and presented to the Policy and Risk
Committees its reasons for desiring to increase the aggregate prorated annual
premium fimit for Insurance Derivatives, the Committees concur with the reasons
presented by Corporation staff and recommend that the Board approve the same;
and

WHEREAS, the Board concurs in the recommendations of the Policy and Risk
Committees and wishes to document its approval of same.

NOW, THEREFORE, BE IT

RESOLVED, that an increase in the aggregate prorated annual premium of
Insurance Derivatives to a maximum of 50 basis points of the Fund value is hereby

approved.
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The University of Texas Investment Management Company

Charter of the Risk Committee

Background

The Board of Directors (the “Board”) of The University of Texas Investment Management
Company (the “Corporation”) established a Liquidity Committee on November 20, 2003.
The name of the Liquidity Committee was changed to the Risk Committee (the
“‘Committee”} on May 19, 2005 to reflect the expanded responsibilities of the Committee.
This Charter adopted by the Board on January-30,-2008April 14, 2011, supersedes the
Charter adopted by the Board on Mareh-30,-2008January 30, 2008.

Purpose

The primary purpose of the Committee is to provide oversight and monitor 1) investment
risk management and compliance, 2) the integrity of risk management procedures and
controls, 3) the integrity of risk models and modeling processes, and 4) liquidity of the
Permanent University Fund (PUF), the General Endowment Fund (GEF), and the
Intermediate Term Fund (ITF) {individually referred to as the "Fund” and collectively, the
‘Funds’, 5) compliance with the Derivative Investment Policy, 8) the categorization of
investment mandates, and 7) the monitoring of manager mandates.

Composition

The Committee shall be composed of at least three members of the Board appointed from
time to time by a majority vote of the Board at a meeting at which a quorum is present.
Individuals who are not members of the Board may be appointed fo the Commitee;
provided however, a majority of the Commiitee members shall be members of the Board of
Directors. A member may be removed with or wathout cause at any fime by a majority vote
of the Board. Only-mem ; :

Meetings; Quorum,; Etc.

The Corporation's Bylaws state that any commitiee created by the Board_or the Bylaws,
including the Committee, shall (i) have a chairman designated by the Board, (ii) fix its own
rules or procedures, (i) meet at such times and at such place or places as may be
provided by such rules or by resolution of the Committee or resolution of the Board, and
(iv) keep regular minutes of its meetings and cause such minutes fo be recorded in books
kept for that purpose in the principal office of the Corporation, and report the same fo the
Board af its next reqular meeting. At every meeting of the Committee, the presence of a
majority of all the members thereof shall constitute a quorum, and the affirmative vote of a
majority of the members present shall be necessary for the adoption by it of any action,
unless otherwise expressly provided in the Committee’s rules or procedures or the Bylaws
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of the Corporation or by the Board. The Board may designate one or more Directors as
alternate members of the Committee, who may replace any absent or disqualified member
of the Committee. In the absence or disqualification of a member of the Committee, the
member or members present at any meeting of the Committee and not disqualified from
voting, whether or not constituting a quorum, may unanimously appoint the designated
alternate Director to act af the meeting in the place of the absent or disqualified member.

Duties and Responsibilities

The Committee will provide assurances to the Audit and Ethics Committee on a periodic
basis regarding the following items so the Audit and Ethics Committee may evaluate them
as a part of the Audit and Ethics Committee’s evaluation of the Corporation’s overall

epferprise-risk management.

Investment Risk Management and Compliance; The Committee has the following dufies
and responsibilities related to the oversight and monitoring of investment and compliance
risk:

+ The Committee will monitor actual risk levels in the PUF, GEF, and ITF to assess
whether current risk levels are within the bounds established by the Investment
Policies adopted by the UT Board of Regents;

« The Committee will monifor frends and changes in actual risk leveis in the PUF,
GEF, and ITF and report any significant changes fo the Board; and

» The Committee will monitor the compliance processes related fo the derivative
investment_policy, risk targets, asset class and investment type targets and
ranges, and investment related restrictions in the Investment Policy statements.

Integrity of risk management procedures and controls: The Committee has the following
duties and responsibilities related to the oversight and monitoring of the risk management
procedures and controls:
» The Committee will understand and review how the information provided by the
Risk Manager is reported to the Chief Compliance Officer; and
«  The Committee will monitor the reports provided by the Risk Manager to the Chief
Compliance Officer.

Integrity of risk models and modeling processes: The Committee has the following duties
and responsibilities related to the oversight and monitoring of the risk models and
modeling processes:
« The Committee will monitor the investment risk models, tools, and processes used
by Corporation staff; and
s The Committee will review and understand the data used in the risk models.

Liquidity. The Committee has the following duties and responsibilities related to the
oversight and monitoring of liquidity:

» The Committee {or the Board) must review and recommend-for-censideration-io
the-Beardapprove any new investment that would cause the allocation for illiquid
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investments in the PUF, GEF, or ITF to move within the trigger zone specified in
the Liquidity Policy for the respective Fund’s total portfolio.

The Committee {or the Board) must review and approve, before any such action or
actions are taken, any proposed changes in allocations among existing
investments that would cause the allocation for illiquid investments in the PUF,
GEF, or ITF to move within the trigger zone specified in the Liquidity Policy for the
respective Fund’s fotal portfolio.

The Committee {or the Board) must review and approve, before any such action or
actions are taken, any proposed investment action or actions that would increase
the actual investment position in illiquid investments in the PUF, GEF, or ITF by
10% or more of a respective Fund’s total asset value.

The Committee must review and approve, before any such action or actions are
taken, any new commitments for the PUF or GEF, if the actual amount of such
Fund’s unfunded commitments, as defined in the Liquidity Policy, exceeds or, as a
result of the commitment, would exceed the Maximum Permitted Amount specified
in the Liquidity Policy.

In the event that market actions cause actual investment positions in illiquid
investments to move into the trigger zone specified in the Liquidity Policy for the
PUF, GEF, or ITF, the Committee must review and approve the Chief Investment
Officer's proposed remedy or strategy for complying with the required allocation
range for liquid and illiquid investments before any such actions are taken.

The Committee (or the Board) must approve the use of swaps, derivatives, or
other third party arrangements to alter the liquidity status of any investment
classified as illiquid.

Committee review of new investments in the frigger zone will supplement, rather than
replace, the procedures established by the Board for the approval of new investments,

Compliance with the Derivative Investment Policy: The Committee has the following duties

and responsibilities related to compliance with the Derivative investment Policy:

o

The Committee will review the comprehensive report of ali outstanding derivative

invesiments, by type, entered into during the period being reported, for both
internal managers and extemal managers operating under agency agreements.

Cateqorization of Investment Mandates: The Committee has the following duties and

responsibilities related to the categorization of investment mandates:

hid

The Commiitee will review and approve or re-categorize new mandates as

| UTIMCO 04114111
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» The Committee will review and approve any recommended categorization of a
mandate proposed by staff.

Monitoring of Manager Mandates: The Commitiee has the following duties and
responsibilifies related to the monitoring of internal and external investment mandates:

o The Committee will review manager mandates (excluding passive expostre},
aggregated across investment types, resulting in three percent (3%) or more
exposure relative to the total Funds {excluding the {TF for Private Investments) on
a quarterly basis;

e The Committee will review and approve staff's recommendation reqarding an
appropriate course of action for any manager mandafe resulting in five percent
{B%) or more exposure relative to the total Funds (excluding the ITF for the Private
Investments) or determine a different appropriate leve! of exposure,

Other Duties
The Committee will evaluate the Committee’s performance on a periodic basis, periodically
review the adequacy of this Charter and submit this Charter fo the Board for its aporoval;
and perform any other activities consistent with this Charter, the Corporation’s Bylaws, and
applicable Jaws as the Commiitee or the Board deems necessary or appropriate.

Approved by the Board of Directors on Jam:ary-30,-2008Aprl 14, 2011,

| UTIMCO 04/14/11 4
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Agenda ltem:

- Developed By:

| Presented By:

~ Type of ltem:

Description:

- Discussion:

Agenda ltem
UTIMCO Board of Directors Meeting
April 14, 2011

Report on and Discussion and Appropriate Action Related to ltems from Policy
Committee — Discussion and Appropriate Action on Recommendation of
Distribution Rates for the Investment Funds; Discussion and Appropriate Action
Related to Proposed Amendments fo the Charter of the Policy Committee,
Discussion and Appropriate Action Related to Increase in Delegation of Authority
Limit for Specific Manager

Staff
Gary

Action item; Action required by UTIMCO Board and by The University of Texas
System ("UT System”) Board of Regents related fo the Recommendation of
Distribution Rates for the Investment Funds; Action required by UTIMCO Board
related {o Proposed Amendments to Charter of the Policy Committee, and fo the
Increase in Delegation of Authority Limit for Specific Manager; information item on
other items '

The Policy Commitiee ("Committee”) wili meet on April 7, 2011. The Policy
Committee’s agenda includes (1} approval of the Committee minutes; (2)
discussion and appropriate action related to recommended distribution rates for
the Investment Funds; (3} discussion and appropriate action regarding delegation
of authority relating to certain portfolio hedging investments; {4} discussion and
appropriate action related to increase in delegation of authority limits for specific
manager; and (5) discussion and appropriate action related fo proposed
amendments to the Charter of the Policy Commitiee.

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

Ms. Iberg will present to the Committee the Insurance Derivative Investments
presentation related to the current “insurance” positions, prospective insurance
trades being considered, and Staff's recommendation regarding increasing the
delegated authority limits related to the premium budget of 25 basis points.

UTIMCO staff will discuss with the Commitiee staff's rationale for increasing the
delegated authority limit for Wellington Management Company, LLC.
("Wellington"). UTIMCO staff would like to increase the invesiment limit in excess
of the limits provided in the Policy for Wellington. UTIMCO currently has $355
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million with Wellington and would like to make up to a $250 million commitment fo
their commodity strategy which would bring the invested amount to $605 miltion,
above the delegated authority limit of $600 miflion. Staff would like the ability to
make the commodity investment of $250 million but would aiso like the flexibility to
allow a potential investment in the Special Equity and/or Emerging account.
Therefore, staff is requesting an increase in the delegated authority fimit to $750
million,

The Committee will review and take action on staff's proposed changes fo the
Charter of the Policy Committee.

Staff has recommended to the Committee to approve the recommendation of
distribution rates for the Investment Funds. The Committee will request the
UTIMCO Board take appropriate action based on the Committee’s action from its
meeting. UTIMCO staff has proposed the following for fiscal year ending August
31,2012

1) The distribution from the PUF fo the Available University Fund be
decreased by 1.8% from $506,395,811 to $497,032,518;

2) The distribution rate for the PHF be increased from $0.0554 per unit fo
$0.0561 per unit;

3) The distribution rate for the LTF be increased from $0.3172 per unit fo
$0.3215 per unit; and

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

The Committee will also request that the UTIMCO Board take action related to
staff's recommendation regarding increasing the delegated authority limit for
Wellington to $750 milion, and will request the UTIMCO Board take appropriate
action based on the Commitiee's action from its meeting related to proposed
amendments to the Charter of the Policy Commitiee. Action regarding the
delegation of authority relating o certain portfolio hedging investments will be
proposed by the Risk Committee in Tab 6 of the materials.

Recommendation of Distribution Rates; Distribution Poficy Presentation; Proposed
Amendments fo the Charter of the Policy Committee; Wellington Management
Company and Wellington Commodity Strategy slides



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

RESOLVED, that the annual distribution amount for the Permanent University Fund be
decreased from $506,395,811 to $497,032,518 for fiscal year 2012, effective with the
September 1, 2011 distribution; the distribution rate for the Permanent Health Fund be
increased from $.0554 per unit to $.0561 per unit for fiscal year 2012, effective with the
November 30, 2011 quarterly distributions; the Long Term Fund be increased from
$0.3172 per unit to $0.3215 per unit for fiscal year 2012, effective with the November
30, 2011 quarterly distributions; and the distribution rate for the Intermediate Term
Fund remain at 3.0% per annum for fiscal year 2012, effective with the September 1,
2011 monthly distributions.

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




RESOLUTION RELATED TO CHARTER OF THE POLICY COMMITTEE

RESOLVED, that the amendments to the Charter of the Policy Committee
be, and are hereby approved, in the form submitted to the Corporation’s

Board of Directors.




RESOLUTION RELATED TO INCREASE IN INVESTMENT LIMIT FOR
WELLINGTON MANAGEMENT COMPANY, LLC

WHEREAS, the Corporation Delegation of Authority Policy (“Policy”) limits
the CEO’s authority to increase investments and commitments to existing
internal and external investment managers; and

WHEREAS, Corporation staff would like to invest up fo $750 million with
Wellington Management Company, LLC ("Wellington™) but by Policy is
limited to $600 million; and

WHEREAS, Corporation staff has documented and presented to the
Policy and Risk Committees its reasons for desiring to increase the
delegated authority limit for Wellington, and the Committees concurred
with the reasons presented by Corporation staff for desiring to increase
the delegated authority limit for Wellington and recommended that the
Board approve the same; and

WHEREAS, the Board concurs in the recommendations of the Policy and
Risk Committees and wishes to document its approval of same.

NOW, THEREFORE, BE IT

RESOLVED, that the increase in Corporation staff's delegated authority
limit for Wellington Management Company, LLC up to a maximum of $750
million is hereby approved.



Recommendation of Distribution Amount and Rates

PUF

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

As shown in the table below, the average annual return of the PUF investments for the trailing twelve
quarters ending February 28, 2011 has not exceeded the Expected Retum by 25 basis points or more
(.25%).

Trailing 12 -
Quarters Ending Expected or
February 28, 2011 Benchmarks Excess {Deficit)
Average Annual Rate of Relurn 2.02% 8.82% -6.80%

Therefore, as outlined in the PUF Investment Policy, the amount to be distributed from the PUF for Fiscal
Year 2011-2012 is $497 032,518 as calculated below:

Quarter Ended Net Asset Value
5i31/2008 12,245,951,162
8/31/2008 11,359,463,077
1113012008 8,837,574,480
2/28/2009 8,286,887.451
5/3%/2009 9,143,803,884
8/31/2008 9,673,008,334
11/30/2009 10,341,083,437
2/28/2010 10,470,036,500
5i31/2010 10,524,153,261
8/3112010 10,724,952,438
11/30/2010 11,619,582,822
212812011 12,338,732,852
$  125,566,109,698
Number of quarters 12
Average NetAssetValue $ 10,463,842,475
Disiribution Percenfage 4.75%
FY 2011-12 Digtibuton $ 497,032,518

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



further fimits the Board of Regents' discretion to set annual PUF distributions fo the satisfaction of three

tests:

1.

The amount of PUF distributions to the AUF in a fiscal year must be not less than the amount needed
to pay the principal and interest due and owing in that fiscal year on PUF bonds and notes. The
proposed distribution of $497,032,518 is substantially greater than PUF bond debt service of
$187,277,934 projected for FY 2011-2012.

System Debt Service
u.T. $ 108,542,691
TAMU 78,735,243

Total $ 187,277,934

Sources: U. T, System Cffice of Finance

Texas A&M Universtly System Office of Treasury
Services

The Board of Regents may not increase annual PUF distributions to the AUF (except as necessary to
pay PUF debt service) if the purchasing power of PUF investments for any rolling 10-year period has
not been preserved. As the schedule below indicates, the average annual increase in the rate of
growth of the value of PUF investments (net of expenses, inflation, and distributions) for the trailing
10-year period ended February 28, 2011 was 2.29%, which indicates that the purchasing power test

was met.

Average Annual Percent

Rate of Total Return 6.94%
Mineral Interest Receipts 2.65%
Expense Rate {0.33)% (1)
Inflafion Rate {2.33)%
Distribution Rate {4.64)%
Net Real Retumn 2.29%

(1) Theexpense rale as shown is a ten year annualized average
and includes all PUF Investment and PUF Land expenses,
including the UTIMCO management fee, paid directly by the
PUF, Management fees that are netied from asset valuations,
and are not paid directly by the PUF are not included, as they
are a reduction fo the Rate of Total Retum,

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

Proposed
Distribution
asa%of Maximum
Value of PUF Proposed Value of PUF Allowed
Investments (1) Distribution tnvestments Rate
$40,433,842475 $497,032 518 4.75% 7.00%

{1} Source: UTIMCC



LTF AND PHF

The spending policy objectives of the LTF and PHF are to:

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

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

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

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

We are recommending a 1.4% increase in the LTF distribution rate from $0.3172 to $0.3215 per unit. The
increase is recommended based on the LTF's Investment Policy to increase the disfributions by the
average rate of inflation for the trailing twelve quarters. The LTF’s distribution rate calculated using the
prior twelve quarter average valus of the LTF is 5.2%, within the range of 3.5% to 5.5% set forth in the LTF
Investment Policy. The increase in the consumer price index for the prior three years as of November 30,
2010, was 1.4%.

We are recommending a 1.4% increase in the PHF distribution rate of $.0554 to $.0661 per unit.  The

PHF's distribution rate calculated using the prior twelve quarter average value of the PHF is 5.0%, within
the range of 3.5% to 5.5% set forth in the PHF Investment Policy.

[TF

We are recommending that the distribution rate for the Intermediate Term Fund (ITF") remain at 3.0% for
fiscal year 2012.
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| The University of Texas Investment Management Company
Charter of the Policy Committee

Background

The Board of Directors (the “Board") of The University of Texas Investment Management
Company (the “Corporation”} has established a Policy Committee (the “Committee”). This
Charter, adopted by the Board on Nevember—16,-2005April 14, 2011, supersedes the
Charter adopted by the Board on November 16, 2005, and sets forth the responsibilities of
the Committee.

Purpose

The primary purpose of the Committee is to provide oversight and fo monifor:

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

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

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

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

Composition

The Committee shall be composed of at least three members of the Board appointed from
time to time by a majority vote of the Board at a meeting at which a quorum is present.
Individuals who are not members of the Board may be appointed to the Commitiee;
provided however, a majority of the Committee members shall be members of the Board of
Directors. A member may be removed with or without cause at any time by a majority vote

of the Board. Only-members-e

Meetings; Quorum,; Etc.

| The Corporation’s Bylaws state that any committee created by the Board or the Bylaws,
including the Committee, shall (i) have a chairman designated by the Board, (i) fix its own
rules or procedures, (i) meet at such times and at such place or places as may be
provided by such rules or by resolution of the Committee or resolution of the Board, and
(iv) keep regular minutes of its meetings and cause such minutes fo be recorded in books
kept for that purpose in the principal office of the Corporation, and report the same fo the
Board at its next succeeding-reqular meeting. At every meefing of the Committee, the
presence of a majority of all the members thereof shall constitute a quorum, and the

| UTIMCO 04/14/11 1
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affirmative vote of a majority of the members present shall be necessary for the adoption
by it of any action, unless otherwise expressly provided in the Commitiee's rules or
procedures or the Bylaws of the Corporation or by the Board. The Board may designate
one or more Directors as alternate members of the Committee, who may replace any
absent or disqualified member of the Committee. In the absence or disqualification of a
member of the Commitiee, the member or members present at any meeting of the
Committee and not disqualified from voting, whether or not constituting a quorum, may
unanimously appoint the designated alfernate Director to act af the meeting in the place of
the absent or disqualified member.

Duties and Responsibilities

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

in addition to ifs duties and responsibilities with respect to its oversight and monitoring of
UTIMCO Board Policies and Corporate Documents, the Committee, shall perform such
additional special functions, duties or responsibilities related thereto as may from fime to
time be designated to if by the Board Chairman.

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

Investment Policies of the U.T. Board

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

| UTIMCOQ 04/14i11 2
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The Committee has the following duties and responsibilities with respect to its oversight
and monitoring of the investment policies of the U.T. Board related fo the investment
management of the funds under the control and management of the U.T. Board:
o Review U.T. Board investment policy recommendations developed by
UTIMCO staff and provide guidance and suggested language when
necessary;
o Recommend fo the Board the approval of any new U.T. Board Policies;
» Review suggested amendments to U.T. Board Policies and provide
guidance and suggested language when necessary; and
o Recommend to the Board the approval of amended U.T. Board Policies.

In addition fo its duties and responsibilities with respect to ifs oversight and monitoring of
the investment policies, the Committee, if requested by the Board Chairman, shall provide
recommendations concerning the annual distribution amount and payout rates of the fund
assets under management.

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

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

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

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

[ e Recommend to the Board the approval of such amendments,

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

Other Duties
The Commitiee will evaluate the Commitiee’s performance on a periodic basis, periodically
review the adequacy of this Charter and submit this Charter to the Board for its approval;
and perform any other activities consistent with this Charter, the Corporation’s Bylaws, and
applicable laws as the Committee or the Board deems necessary or appropriate.

Approved by the Board of Directors on April 14, 2011,

| UTIMCO 04/14/11 3
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Agenda ltem:

Developed By:
* Presented By:

Type of ltem:

- Description:

Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 14, 2011

Report on and Discussion and Appropriate Action Related to ltems from Audit and Ethics
Committee — Discussion and Appropriate Action Related to Proposed Amendments to the
Charter of the Audit and Ethics Committee

Staff
Staff

Action required by UTIMCO Board related to proposed amendments to the Charter of the
Audit and Ethics Commitee; Information item on other items

The Audit and Ethics Committee (‘Committee”) will meet on April 7, 2011. The
Committee’s agenda includes (1) approval of the Committee minutes; (2) report from the
UT System Audit Office related to audits of information technology; (3) an update of other
compliance, reporting, and audit issues; (4) a presentation of the unaudited financial
statements for the six months ended February 28, 2011, for the Investment Funds and
the Corporation; and (5) discussion and appropriate action related to proposed
amendments to the Charter of the Audit and Ethics Committee.

The Committee will review and take action on staff's proposed changes to the Charter of
the Audit and Ethics Committee.

The UT System Audit Office will review the UTIMCO Information Security Application
Audit Report, which is related to the audit of three security applications internally
developed by the UTIMCO IT department, with the Committee.

Routine activities of the Commitiee will include reviewing the unaudited financial
statements for the six months ended February 28, 2011 for the Investment Funds and
UTIMCO Corporation and the quarterly compliance reports. :

The Committee will request the UTIMCO Board take appropriate action based on the
Committee’s action from its meeting related to proposed amendments to the Charter of
the Audit and Ethics Committee.

Proposed Amendments fo the Charter of the Audit and Ethics Committee; Quarterly
Compliance Reporis



RESOLUTION RELATED TO
AUDIT CHARTER OF THE AUDIT AND ETHICS COMMITTEE

RESOLVED, that the amendments to the Charter of the Audit and Ethics
Committee be, and are hereby approved, in the form submitted to the
Corporation’s Board of Directors.
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UTIMCO The University of Texas Investment Management Company

Background

Audit-Charter of the Audit And Ethics Committee
OETHE
AUDIT-AND-ETHICS COMMITTEE

The Board of Directors {the “Board”) of UTIMCO (the “Corporation”} established an Audit
and Fthics Committee (the “Committee”) on February 22, 1996. On July 15, 1996, the
Board adopted certain resolufions regarding, among other things, the Corporation’s Audit
and Ethics Committee Mandate (the “Mandate”). The Mandate was superceded
superseded by this Audit Charter. This Charter adopted by the Board on April 14, 2011,
supersedes the Charter adopted by the Board on September 21, 2007,

Purpose

The primary purpose of the Committee is to assist the Board in monitoring the ethics
programs and the audit, financial and compliance functions of the Corporation and the
investment funds managed on behalf of The University of Texas System Board of Regents
(the “UT Board"} to assure the balance, transparency and integrity of published financial
information. Specifically, the Committee is fo assist the Board in monitoring:

UTIMCO 04/14/11

the integrity of the financial reporting process, the system of internal controls, the
audit process, and the process for monitoring compliance ~with laws and
regulations;

the independence and performance of the Chief Compliance Officer;

the independence and performance of the Corporation'’s independent auditors;

the independence and performance of the independent auditors selected by the
UT Board fo audit the investment funds managed by UTIMCO on their behalf,

internal audit functions performed by the UT System Audit Office;

independent audit functions performed by the Texas State Auditor’s Office;

the Corporation's audit policies, ethics programs, and adherence to regulatory
requirements; and

the Corporation's enterprise risk management.



DRAFT 03/16/11

The Committee is responsible for maintaining free and open communication as well as
effective working relationships among the Committee members, the Chief Compliance
Officer, independent external auditors, UT System's-internal-auditers_Audit Office, the
Texas State Auditor's Office, and management of the Corporation. To perform his or her
role effectively, each committeeCommittee member will need to develop and maintain his
or her skills and knowledge, including an understanding of the Committee’s responsibilities
and of the Corporation’s activities, operations and risks.

The Committee will take all appropriate actions fo set the overall fone at the Corporation
for quality financial reporting, sound risk practices, and ethical behavior.

Scope

-This Audit Charter sets forth the Committee’s monitoring responsibilities with respect fo
the Corporation and the investment funds subject to the Master_Investment Management
Services Agreement by and between the UT Board and the Corporation effective March 1,
1998, and any subsequent amendments or restatements. As such, the role and purpose of
the Committee includes monitoring the functions and processes for both the Corporation and
the investment assets-funds managed on behalf of the UT Board.

Composition

The Committee shall be composed of at least three members of the Board; such members
to be appointed from time to time by a majority vote of the Board at a meeting a which a
quorum is present and approved by the UT Board as required by Section 66.08 (c}(3) of
the Texas Education Code. Individuals who are not members of the Board may be
appointed fo the Committee; provided however, a majority of the Committee members
shall be members of the Board of Directors, Members of the Committee must meet the
independence and financial literacy requirements as defined below., A member may be
removed with or without cause at any fime by a vote of a majority of the Board,

Independence Requirements

The Board shall determine that all members of the Committee are independent. A person
is “independent” who has no relationship with the Corporation which would interfere with
his or her exercise of independence from management. In addition, Committee members
would not be ‘independent” if during the three years prior to their appointment or at any
time during their service on the Committee, they accepled, directly or indirectly, any
consulting, advisory, or other compensatory fee from the Corporation apart from travel and
expense reimbursements they may receive as members of the Board and its Committees.

Financial Literacy

UTIMCO 04/14/11
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The Board, based on its business judgment, shall determine that each member of the
Committee s financially literate.

Financial Management Expertise

The Board, based on its business judgment, shall determine that at least one member of
the Committee is a “financial expert.” A financial expert possesses the foliowing attributes:
e an understanding of generally accepted accounting principles (GAAP) and
financial statements;
» an ability to assess the application of GAAP in connection with accounting for
estimates, accruals and reserves,
e an understanding of audit committee functions;
experience preparing, auditing, analyzing or evaluating financial statements, or
experience actively supervising persons engaged in such activities; and
o an understanding of internal controls and procedures for financial reporting.

Meetings; Quorum; Etc.

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

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

Functions, Duties and Responsibilities

Review Financial Statements for Quality Considerations

The Committee has the following duties and responsibilities with respect to the financial
statements of the Corporation and the investment funds managed on behalf of the UT
Board:

UTIMCO 04/14/11
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review the annual audited financial statements with management and the
independent auditor, including significant issues regarding adequacy of internal
controls and accounting principles and practices;

review an analysis prepared by management and the independent auditor of
significant financial reporting issues and judgments made in connection with the
preparation of the financial statements;

discuss with the independent auditor the maters required to be dissussed
communicated by Statement-on-Auditing-Standards-Ne—61AU 380, The Audifor’s

Communication with Those Charged with Governance, as amended, relating to
the-conductof-an audit of financial statements;

discuss with the independent auditor any fraud of which the independent auditor
becomes aware that involves senior management and/or which causes a material
misstatement of the financial statements; and

receive and review periodic reports from the independent auditor regarding the
auditor's independence and discuss such reports with the auditor.

Monitor Management’s Handling of Internal Controls

The Committee has the following duties and responsibilities with respect to its monitoring
of the integrity of the financial reporting process and internal controls of the Corporation
and the investment funds managed on behalf of the UT Board:

o4

review with the independent auditor all significant deficiencies_and material

UTIMCC D4/14/11

weaknesses identified during the audit as reguired by AU 325, Communicating
Internal Control refated Matters Identified in an Audit, as amended.

review with the independent auditor any problems or difficulties the auditor may
have encountered during its audit and any management letter provided by the
auditor and the Corporation's response to that letter, such review to include:

any restrictions on the scope of activities or access to required information; and
any changes required in the planned scope of the audit;

obtain reports from management, the independent auditor and UT System internal
auditerAudit Office with respect to the Corporation’s policies and procedures
regarding compliance with applicable laws and regulations;

when considered necessary, meet at-least-appually-with the independent auditor
and the senior personnel of the UT System Audit Office without management
participation;
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. meet periodically with management to review the major financial risk exposures
and the steps management has taken to monitor and control such exposures;

. review significant changes to internal controls and accounting principles and
practices as suggested by the independent auditor, infernal auditors or
management;

o review the significant reports fo management prepared by the UT System Audit

Office and management’s responses; and

) review with the Corporation's legal counsel or other appropriate persons legal
matters that may have a material impact on the financial statements, the
Corporation’s compliance policies and any material reports or inquiries received
from regulators or governmental agencies.

Manage the Relationship with the External Auditors

The external auditors for the Permanent University Fund are selected by the UT Board.
These auditors have a dual reporting responsibility, reporting to both the Audit,
Compliance, and Management Review Committee of the UT Board and to the Commiitee.
The external auditors for the Corporation are selected by, and report to, the Board. By
agreement between the UT Board and the Board, the external auditors for the other
investment funds managed by the Corporation on behalf of the UT Board will be selected
by the UT Board and will have a dual reporting responsibility, reporting to both the Audit,
Compliance, and Management Review Committee of the UT Board and fo the Committee.
The Committee may approve additional audit and non-audit services provided by the
external auditor related to the Corporation and investment funds as long as the work does
not impair auditor independence.

The Commitiee has the following specific duties and responsibilities with respect to the
Corporation’s independent auditors:

. recommend to the Board the appointment of the independent auditor, which firm is
ultimately accountable to the Committee and the Board.

» approve the fee arrangement of the independent auditor,

. after interviewing members of the Corporation's staff, evaluate together with the

Board the performance of the independent auditor and, if so determined by the
Committee, recommend that the Board replace the independent auditor; and

. if determined by the Committee to be necessary or advisable, recommend that the
Board take appropriate action to satisfy itself of the independence of the auditor.

UTIMCO 04/14/11
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Auditor Independence

In connection with the selection of external auditors, the Committee shall determine that:

®

the public accounting firm engaged to perform the annual audit does not provide
non-audit services contemporaneously with the audit;

the lead audit partner and reviewing partner rotate off of the audit every 5 years,
unless the Committee adopts a resolution affirmatively determining that such
rotation is not required; and

the CEQ, Controller, CFO, Chief Accounting Officer, or person in an equivalent
position shall not have been employed by the public accounting firm during the 1
year period proceeding the audit.

Work with the Internal Audit Function

The Corporation utilizes the UT System internal-Audit Bepartment-Audit Office to perform
internal audit functions hereunder with respect to the Corporation and investment funds
and report directly to the Committee. The Committee has the following duties and
responsibilities with respect to infernal audit:

review the independence, qualifications, activities, resources and structure of the
internal audit function,

review significant findings and recommendations made by the internal auditor and
management's response and proposed implementation plan;

review the proposed internal audit plan for the coming year to determine that it
addresses key areas of risk and that there is appropriate coordination with the
external auditor;

review completed internal audits and the status of management's implementing
implementation of related recommendations; and

receive a progress report on the infernal audit plan with explanations for any
deviations from the original pfan.

Monitor Ethics Program

UTIMCO 04/14/11
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The Committee is responsible for overseeing codes of conduct/conflicts of interest and a
system of addressing complaints. The Committee has the following duties and
responsibilities in monitoring the ethics program:

-

periodically review the Code of Ethics policy of the Corporation and recommend
any proposed changes fo the Policy Committee for concurrence and submission to
the Board for approval,

periodically evaluate and review the Corporation’s compliance process;

follow the UT System compliance guideiine as outlined in the Action Plan to
Enhance Institutional Compliance; and

review procedures for the receipt, retention and treatment of complaints about
accounting, internal accounting controls or auditing matters.

Oversee Regulatory Compliance

The Committee is responsible for overseeing the effectiveness of the system for assuring
compliance with laws and regulations and has the following duties and responsibifities:

L]

review the effectiveness of the system for monitoring compliance with laws and
regulations and the results of management’s investigation and follow-up of any
fraudulent acts or non-compliance;

obtain regular updates from management, the Chief Compliance Officer, and the
Corporation's legal counsel regarding compliance matters that may have a
material impact on the Corporation's and investment funds’ financial statements or
compliance policies;

obtain regular updates from management and the Chief Compliance Officer
regarding their consideration of all regulatory compliance matters in connection
with the preparation of the financial statements; and

review the findings of any examinations by regulatory agencies, including the
Texas State Auditor's Office.

Oversee the Corporation’s Enterprise Risk Management

Without limiting any of the foregoing, the Committee, along with management and other
personnel, as directed by the UTIMCO Board, is responsible for the Corporation’s
enterprise risk management.  Enterprise risk management assists management in
achieving the Corporation's performance goals and prevents loss of resources; helps
ensure effective reporting and compliance with laws and regulations; and helps avoid

UTIMCO 04/14/11
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damage fo the Corporation's reputation and associated consequences. Enterprise risk
management enables management to effectively deal with uncertainty and associated risk
and opportunity, enhancing the capacity fo build value. The Committee has the following
responsibilities related to enterprise risk management:

. evaluate the overall effectiveness of the Corporation’s achievement of its
objectives, as set forth in four categories:
» Strategic ~ high-level goals, aligned with and supporting its
mission;
» Operations — effective and efficient use of its resources;
> Reporting — reliability and timeliness of reporting; and
» Compliance -
» with applicable laws and regulations;
= with non-investment Board policies such as the Code
of Ethics and Delegation of Authority, and non-
investment items in the Board invesiment policies;
and
« with 1) investment risk management and compliance,
2) integrity of risk management procedures and
controls, 3} integrity of risk models and modeling
processes, and 4) liquidity of the Permanent
University Fund, General Endowment Fund, and
Intermediate Term Fund;

. evaluate whether management is setting the appropriate tone at the fop
by communicating the importance of enterprise risk; and

. inquire of management, the Chief Compliance Officer, the UT System's
internal-auditer Audit Office, and the independent external auditor about
significant enterprise risks or exposures to the Corporation and how these
are being managed.

With respect fo 1) investment risk management and compliance, 2} integrity of risk
management procedures and controls, 3) integrity of risk models and modeling processes,
and 4) fiquidity of the Permanent University Fund, General Endowment Fund, and
Intermediate Term Fund, the Committee may rely on assurances from the Risk Committee
in determining compliance.

Review the Overall Duties and Responsibilities of the Chief Compliance Officer

-The Chief Compliance Officer will report functionally to the Committee and administratively
to the CEQ and PresidentChief Investment Officer. The Chief Compliance Officer will
develop an annual plan for review and approval by the Committee. The Committee and
the CEQ and PresideniChief Investment Officer will approve the Chief Compliance

8
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Officer's individual performance goals and achievement of the goals, and will make joint
recommendations to the Compensation Committee as to base salary and performance
incentive awards for the Chief Compliance Officer. The CEQO and PresidentChief
Investment Officer will nominate the Chief Compliance Officer for hiring by the Committee.
The Committee has exclusive dismissal authority. The Chief Compliance Officer will report
compliance activities directly fo the Committee at ifs regular meetings and to the chair
between meetings. The CEO and PresidentChief Investment Officer will direct day-to-day
responsibilities of the Chief Compliance Officer with oversight by the Committee.

Other Duties

The Committee has the following additional duties and responsibilities:

. make regular reports (at least twice each calendar year) to the Board regarding
the Committeg’s activities and such other reports as may be requested by the
Board;

. review and reassess the adequacy of this Audit Charter periodically and

recommend any proposed changes to the Board for approval;

° perform such additional special functions, duties or responsibilities as may from
time to time be designated by the Board;

° direct the scope of the Corporation’s voluntary compliance with relevant provisions
of the Sarbanes — Oxley Act of 2002, monitor and review the implementation of the
relevant provisions; and

o evaluate the Committee’s own performance, both of individual members and
collectively, on a regular basis.

Powers and Limitations

The Committee shall have the authority fo retain special legal, accounting or other
consultants fo advise the Committee. The Committee may request any officer or
employee of the Corporation, the Corporation’s outside legal counsel or an employee in
the UT System Audit Office to attend any meeting of the Committee or to meet with any
members of, or consultants to, the Committee.

Approved by the Board of Directors on Seplember-21-2007:Aprit 14, 2011,

UTIMCO 04/14/11
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The University of Texas Investment Management Company
Institational Compliance Program Anaual Report
for the Quarter Ended February 28, 2011

Section I — Qreanizational Matters

s Director Janiece Longoria was replaced by Director Steve Hicks on February 17, 2011,

o Director Erle Nye resigned effective February 9, 2011.

 The departure of Directors Longoria and Nye leaves two vacancies on the Audit and Ethics Committee of the
Board, including the chairmanship.

s Significant personnel changes: Bill Edwards, Managing Director - Information Technology, resigned on
January 20, 2011. David Gahagan is serving as Acting Head of Information Technology.

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

Responsible Party)

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

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

s Organization could fail io adequately conduct continual review and evaluation of external

managers hired to manage UT System investment funds.

Key Monitoring Activities:
Public Markets: The Public Markets groups participated in 84 meetings/calls with potential managers.
Serious due diligence was initiated on 19 managers. One manager was hired. Ongoing review of active
external managers included 34 meetings/calls. Additional efforts included monthly performance tracking,
reviews and analyses by the team and a quarterly portfolio review meeting.

Marketable Alternative Investments: The Marketable Alternative Investments group participated in 79
meetings/calls with potential managers. Serious due diligence was initiated on three managers. Two
managers were hired. Ongoing review of external managers was conducted in the form of 68 meetings/calls
and a quarterly portfolio review meeting.

Private Markets: The Private Markets group initiated serious due diligence on four potential managers. Two
commitments were made. The Private Markets group also participated in 52 meetings with active external
managers and 50 with potential managers, including site visits, conference calls, Advisory Board or Annual
meetings and a quarterly portfolio review meeting.

Natural Resources: The Natural Resources group participated in 66 meetings/calls with potential managers.
Serious due diligence was initiated on one manager. Two managers were hired. Ongoing review of active
external managers incloded 77 meetings/calls. '

Real Estate: The Real Estate group participated in 95 meetings/calls with potential managers. Serious due
diligence was initiated on one manager. One manager was hired. Ongoing review of active external
managers included 9 meetings/calls.

Specialized Training: Staff attended various industry-related conferences/forums and functions during the
quarter.
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High-Risk Area #2: Investment Risk Management

Responsible Party: Senior Director - Risk Management

Key “A” risk(s) identified:

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

Key Monitoring Activities:

» During the quarter, 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. Risk Team compared each month’s risk results with both prior month results and with
market activity to determine consistency, and identified reasons for all changes; prepared monthly charts
and reports based on inputs from risk model during this quarter, including trend analysis of risk exposure
and attribution, as well as analysis of managers’ betas and correlations.

Risk Team continued the negotiations of ISDAs with new counterparties.

o Risk Team is continuing to evaluate various tail-hedging strategies and alternatives to asset allocation
methodology. A presentation on alternative Policy Portfolios was prepared for the Board and the
Investment Committee.

e  All internal derivatives were reviewed and analyzed in detail prior to initiation.

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

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

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

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

Specialized Training: None.

High-Risk Area #3: Information Technology & Security

Respongible Party: Acting Head of Information Technology

Key “A” risk(s) identified:

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

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

Key Monitoring Activities:

o UTIMCO completed two audits of Information Security covering (1) the ISPI and Information Security
Program and (2) web application security. Relative to other institutions within the UT System, UTIMCO
ranks high however the ISPI audit identified several areas for improvement. These have been
incorporated into the UTIMCO Information Security Plan to work on improvement. The web application
security audit included one recommendation — to increase the frequency of web application user reviews.
Work is ongoing to implement this recommendation on or before June 1, 201 1.

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.

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

e Provided topic specific email alerts to employees regarding encryption of social security numbers and
credit card numbers, computer viruses, potential attacks, and critical updates.
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»  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.

¢ Laptop security reviews continue. Atrandom, the ISO and CCO verify laptops are physically secured to
the desk. Violators are notified when necessary.

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

¢ Random checks for confidential data storage continue and CISO continues to work with development
staff to restrict access to source code.

s A new intern was hired and trained on information security.

Specialized Training: CISO attended several UT System configuration management user group meetings
and 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:

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

Key Monitoring Activities:

s Verified that investments are in compliance with rules and guidelines in policies, rules and regulations
utilizing custodian’s software and in-house developed databases. Work with custodian on geiting a few
remaining tesis moved from old system to new Compliance Monitor continues.

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.
Training a new employee did not occur as planned, but it is still planned for the future.

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

* Derivative Investment Controls and Processes are being followed and work continues on improving them.

¢ Annual compliance statements were sent to 24 external managers.

Specialized Training: None

High-Risk Area #5: Conflicts of Interest

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

Key “A” risk(s) identified:

e 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. 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.

e Verified that the funds committed during the quarter had the appropriate signed certificates of
compliance.

e List of publicly traded securities of all publicly traded companies in which a UTIMCO Board member or
employee has a pecuniary interest (the “restricted list”) was maintained. Internal and external managers
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under agency agreements are provided the restricted list in order to prevent the violation of the UTIMCO
Code of Ethics and Texas Education Code section 66.08. No changes to the restricted list occurred and
no new managers were hired which required the list to be sent.

¢ On a daily basis, accounting staff reviewed security holdings of internal and external managers for
compliance with the restricted list. No exceptions noted.

e A new Director was appointed by the Board of Regents of The University of Texas System. Since the
appointment was effective on February 17, 2011, the financial disclosure statement and ethics compliance
will not be due until March 19” (30 days after the date of appointment). A request for the annual ethics
compliance and financial disclosure statements from each director was made on February 25, 2011.
These statements will be due on April 30, 2011.

s Periodic review of public resources for comparison with financial disclosure statement information
provided by Directors and employees wag not performed.

»  There was one request for preclearance of securities transactions. No other trades required preclearance.
Two security transactional disclosure forms were not filed within the required 10 days.

»  One employee requested outside employment approval from the CEO. As required by the Code of
Ethics, the CEO notified the Audit and Ethics Committee of approval given for outside employment for
the previous calendar year, however, the notification was provided on March 8th (after the February 15™
deadline stated in the Code of Ethics).

s  One new employee (intern) was hired. Ethics training was held for the intern in February. The financial
disclosure and ethics compliance statements were not provided to the intern on a timely basis; therefore,
were not received within 30 days of employment as required by the Code of Ethics. The intern returned
all completed statements to the Office Manager within two weeks after receiving them.

s  Appropriate supporting documentation for all trips/events that required supervisor/CEO approval was
received.

Specialized Training: None

Section II1 — Monitoring and Assurance Activities (Performed by Compliance Office)

High-Risk Area #1: Investment Due Diligence

Assessment of Control Structure: Well controlled

Assurance Activities Conducied: CCO designee performed quarterly due diligence monitoring plan for
each Investment group. CCO designee reviewed initial due diligence for seven (7) managers hired by the
Investment groups during the quarter. Ongoing due diligence efforts on multiple managers continue, The
Senior Director, Risk Management and CCO participated in the bi-weekly Investment Committee meetings,
the monthly Investment meetings, and quarterly portfolio reviews.

Significant Findings: None.

High-Risk Area #2: Investment Risk Management
Assessment of Control Structure: Opportunity for enhancement
Assurance Activities Conducted: CCO continues to review documentation maintained by the Risk Team

evidencing risk monitoring performed by the Risk Team.
Significant Findings: None

High-Risk Area #3: Information Technology & Security

Assessment of Control Structure: Well controlled

Assurance Activities Conduncted: 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
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High-Risk Area #4: Investment Compliance

Assessment of Control Structure: Well controlled

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

Significant Findings: None

High-Risk Area #5: Conflicis 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. All UTIMCO Board members and all employees had timely signed off
on certificates of compliance; no conflicts of interest were noted. CCO performed Code of Ethics training for
new hire. 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
One training session was held during the quarter.

Section V — Action Plan Activities

»  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

UTEMCO maintains a Compliance Hotline to receive and process complaints. UTIMCO has confracted 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 1 100.00%
Total 1 100.00%

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.



The University of Texas Investment Management Company

Institutional Compliance Action Plan

Fiscal Year 2011
# | ACTIONITEM TARGET COMPLETION
DATE STATUS
A. RISK ASSESSMENT
1. | As needed, update risk assessment and map | On-going 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 On-going; monitoring
plans are being followed
3. | Inspect high risk areas A On-going On-going
4. | Work with Risk Management to enhance On-going On-going
monitoring by CCO
C. COMPLIANCE TRAINING / AWARENESS
5. | Provide Code of Ethics training and 04/30/11 Sessions scheduled for
information to improve staff awareness of April 4 and 8, 2011
compliance program
6. | Identify and network with similarly situated | On-going On-going
compliance professionals
D. REPORTING
7. | Conduct quarterly meetings with the On-going On-going
internal ethics and compliance committee
8. | Provide quarterly/annual reports to the On-going On-going
System-wide office
E. OTHER / GENERAL COMPILIANCE
9. | Hotline report investigations On-going No reports needing
investigation have been
made for the fiscal year
to date
10.| Periodic Re-evaluation of enterprise risk 06/30/11 Will begin work on this
management and regular reporting to next month
UTIMCO Audit and Ethics Committee
11.| ICAC activities: ICAC and Standing On-going No meetings have been
Committee participation held during the fiscal
year
12.; Work with IT to enable web-based 12/31/10 David Gahagan has
transmission and completion of Certificates prepared a
of Compliance electronically; Review of recommendation for the
Directors Desk and other comparable board
products
13.| Update and Monitor Records Retention 01/31/11 In-process, need to
Procedures complete procedure; will
complete by April 30th
14.| Draft and implement business continuity 06/30/11 Draft in —process; will
plan schedule meetings with
critical function areas

Updated 03/21/11







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

Description:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meefing

April 14, 2011
UTIMCO Organization Update
Zimmerman
Zimmerman
Information item
Mr. Zimmerman will provide an update on UTIMCO's staffing, 2011 actual
fo budget expenses for the six months ended February 28, 2011, and
technology initiatives.
Barry McBee, Vice Chancelior and Chief Governmental Relations Officer
for UT System, will update the UTIMCO Board on issues and potential
legislation of interest to UTIMCO, The 82nd Regular Legislative Session
started on January 11t and ends May 30, 2011,

None

UTIMCO Organization Update presentation
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Agenda ltem:
Developed By:
Presented By:
Type of ltem:

~ Description:

Discussion:

Recommendation:

Reference:

Agenda tem
UTIMCO Board of Directors Meeting
April 14, 2011

Report on Special Purpose Entities
Turner

Turner

Information item

Mr. Tumer will report fo the UTIMCO Board on the use of Special Purpose
Entities ("SPE”) fo aid in the investment of the Permanent University Fund
("PUF"), the General Endowment Fund ("GEF”), and the Intermediate
Term Fund ("1TF"), collectively the Funds. UTIMCO Staff has made
limited used of SPEs in the past and has been inferested, as has the
UTIMCO Board, in the legal considerations related fo the use of SPEs and
whether it might be advantageous fo expand the use of SPEs when
making investments on behalf of the Funds. For purposes of his report,
Mr. Tumner has defined a SPE as a legal entity formed on behalf of and
wholly-owned by the Board of Regents of The University of Texas System
for the purpose of making and holding investments for the Funds.

Mr. Turner will discuss the use of SPEs, including benefits, disadvantages
and shortcomings, and provide summary conclusions and
recommendations.

None

Presentation to be handed out






Agenda ltem:

Developed By:
~ Presented By:

Type of ltem:

Description:

Discussion:

Recommendation:

- Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
April 14, 2011

Educational Program for UTIMCO Directors
Tumer

Turner

Information item

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

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

None

Educational Program for UTIMCO Directors presentation
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Agenda item:
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Type of Item:

Description:

‘Discussion:

Recommendation:

Reference:

Agenda ltem
UTIMCO Board of Directors Meeting
Aprit 14, 2011

General Discussion of Investment Environment
Zimmerman

Zimmerman

Information ltem

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

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