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UTIMCO BOARD OF DIRECTORS
MEETING AGENDA

September 18, 2002
Crescent Court Hotel
400 Crescent Court, Salons A&B
Dallas, Texas

Time Agenda Item

Begin End
10:00 a.m. 10:10 am. Briefing Session for Non-Marketable Alternative Investments
Inverness Partners I Discussion

10:10 a.m. 10:30 a.m. Open Session:
Call to Order/Approval of Minutes of June 18, 2002 Meeting*
Approval of Corporate Resolutions:
- Appointment of Advisory Director*
- Resolution of Appreciation*
- Designation of Managing Directors*
- Inverness Partners II*

10:30 a.m. 10:50 a.m. Convene into Executive Session
Pursuant to Section 551.074, Texas Government Code, the Board of
Directors may convene in Executive Session for the purpose of
deliberating personnel compensation.
- Report of Compensation Committee

10:50 a.m. 10:55 a.m. Reconvene into Open Session
- Action in response to Compensation Committee report*

10:55 a.m. 12:10 p.m. Strategy Discussion on Asset Allocation
- Bob Boldt and Bruce Myers, Cambridge Associates LLC
- Approval of Investment Policy Statements*

12:10 p.m. 2:00 p.m. Working Lunch:
Presentation by Paul S. Maco, Vinson & Elkins
- Sarbanes — Oxley Act
Presentation by Jerry Turner, Vinson & Elkins
- Responsibility of Directors
Discussion of Role of UTIMCO Directors and Delegation of

Authority
2:00 p.m. 2:15 pm. Fund Performance/Manager Performance History
2:15 pm. 2:45 p.m. Presentation by Brian Kriftcher, Satellite Asset Management
2:45 p.m 4:00 p.m. Discussion of UTIMCO Disclosure Policies

Convene into Executive Session

Pursuant to Section 551.071, Texas Government Code, the Board of
Directors may convene in Executive Session to consult with its attorney
regarding compliance with partnership agreements

4:00 p.m. Reconvene into Open Session
Adjournment

* Action by resolution required  Next Scheduled Meeting: October 31, 2002
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August 24, 2002

Inverness Partners 11, L.P.

CATEGORY: Private Equity - US

FUND SIZE: $225,000,000; Expected first close ($175,000,000): July 31, 2002

TOTAL CURRENT UTIMCO EXPOSURE AFTER FIRST CLOSING: $44,033,582
TOTAL CURRENT AND PROPOSED EXPOSURE AFTER FINAL CLOSE: $59,033,582

INVESTMENT UPDATE

e InJuly 2002, the UTIMCO private markets staff circulated compliance certificates to Board members
as part of UTIMCO?’s participation in the first closing of Inverness Partners II, L.P. (the “Fund”). At
that time, the staff notified the Board that its approval of UTIMCO’s $25 million initial commitment
to the Fund was not required, but that approval for an additional commitment of $15 million as part of
the final closing of the Fund would be required, pursuant to UTIMCO’s current delegation of
authority, which requires Board approval for commitments in excess of 0.25% of the endowment’s
8/30/01 value, or roughly $28 million.

o For the reasons highlighted below, the staff continues to support a total commitment of $40 million to
the Fund, and asks the Board to approve the additional $15 million commitment at the upcoming
Board meeting.

INVESTMENT RATIONALE

e As highlighted below, UTIMCO’s commitment to Inverness/Phoenix Partners, L.P. (1998
commitment) has resulted in top quartile returns through mid-July, 2002.

Relative Performance of Inverness/Phoenix Partners, L.P.

IRR
Fund I Unadjusted IRR (as of 7/15/02) 19.22%
Fund I Adjusted IRR* (as of 7/15/02) 11.37%
Cambridge 1998 Pooled Mean (as of 3/31/02) -0.42%
Cambridge 1998 Median (as of 3/31/02) 1.51%
Cambridge 1998 Top Quartile Benchmark (as of 3/31/02) 8.41%

* Adjusted by the staff to reflect a decrease in market value of a public holding in Trico Marine that occurred in the interim
period between the 3/31/02 and 6/30/02 financial statement dates.

e The Inverness team has worked together for over a decade and will continue to employ a disciplined
approach to investing the endowments’ funds in businesses which are currently undervalued by the
financial marketplace.

e An additional commitment of $15 million to Inverness Partners II, L.P. is consistent with the staff’s
goal of allocating commitments to managers that are expected to deliver top quartile returns to the
endowments. While historical returns are no guarantee for future success, the staff believes that the
Inverness team is well positioned to build on its successful track record.

¢ For additional information regarding UTIMCO’s commitment to the Fund, please review the
investment recommendations prepared by staff and by Cambridge that the staff distributed to the
Board in July, 2002. If you wish to receive additional copies of those recommendations, please
contact Christy Wallace at 512-225-1628.
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THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY
s

Inverness Partners II, L.P.

CATEGORY: Private Equity - US

FUND SIZE: $225,000,000; Expected first close ($175,000,000): July 31, 2002

TOTAL CURRENT UTIMCO EXPOSURE: $21,583,674

TOTAL CURRENT AND PROPOSED EXPOSURE AFTER FIRST CLOSE: $46,583,674
TOTAL CURRENT AND PROPOSED EXPOSURE AFTER FINAL CLOSE: $61,583,674
UTIMCO DELEGATION OF AUTHORITY:

(i) Total current and proposed exposure as a percentage of the endowment’s value as of 8/30/01
must not be greater than 1.00%. Assuming UTIMCO committed $40 million to Invernessy,
Partners 11, L.P. (the “Fund” or “Fund II”"), Inverness/Phoenix Partners L.P. (“Fund I”) and Fund
II would collectively represent 0.55% of the endowment’s 8/30/01 value.

(ii) New commitments as a percentage of the endowment’s value as of 8/30/01 must not be
greater than 0.25%. Assuming UTIMCO commits $40 million to Fund II, this Fund would
represent 0.36% of the endowment’s 8/30/01 value. As such, a $40 million commitment would
require Board approval. In an effort to secure a position in the Fund, the private markets team
recommends committing $25 million to the Fund as part of a first closing, which is expected to
oceur by July 31, 2002 (prior to the next UTIMCO Board meeting). At the upcoming UTIMCO
Board meeting, the private markets team will request approval for an additional $15 million in
commitments to the Fund, which would bring the total UTIMCO commitments to Fund II to $40
million, a figure that mirrors UTIMCO’s 1998 commitment to Fund L.

Conclusion: Board action not required for the initial commitment of $25 million. However, the
team will need the Board’s approval to commit an additional $15 million to the Fund as part ofa
final closing, which is expected to occur in September of 2002.

CAMBRIDGE ASSOCIATES LLC: Cambridge prepared a memorandum dated June 24, 2002
to recommend an investment of up to $40,000,000 in Inverness Partners II, L.P. (see attached).

BACKGROUND: Inverness Capital Management (“Inverness” or the “Firm”) is seeking $225
million in commitments for its second fund, Inverness Partners II, L.P. The Fund’s Principals,
W. McComb Dunwoody, Robert N. Sheehy, Jr., and James C. Comis III, will continue to pursue
transactions in troubled companies in out-of-favor industries, an investment strategy that has
generated solid returns for the Principals and their Limited Partners in Fund I (see returns analysis
below).

The three Principals and one associate are responsible for investing, managing, and monitoring
the Firm’s funds. The Principals may choose to add a junior partner during the life of the Fund,
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7/19/2002

but Limited Partners should expect very little change in the management of the Firm or the Fund
over the next several years. The team performs its investment and monitoring activities out of
two offices: one in Greenwich, CT, and the other in New York City. Mr. Dunwoody works out
of the Greenwich office while the rest of the team works out of the New York City office.

Mr. Dunwoody formed the predecessor to Inverness in the mid-1980s when he founded The
Inverness Group, which later became DJS/Inverness. Mr. Dunwoody first worked with Mr.
Sheehy and Mr. Comis in 1987 and 1990, respectively, when the two were associates with the
DJS/Inverness. The three partners worked together until 1990, when Mr. Sheehy left
DJS/Inverness to work for PennCorp Financial Group, a DJS/Inverness portfolio company. In
1996, Mr. Sheehy rejoined the team. Two years later, the three partners formed Inverness
Management and raised Inverness/Phoenix. Phoenix Duff & Phelps Corporation acted as lead
investor for Fund I. As noted, UTIMCO committed $40 million to Fund I.

STRATEGY: The Fund will invest in the common stock or debt of troubled companies in out-of-
favor industries. Target companies will typically generate between $10 and $50 million in
EBITDA. The Fund’s portfolio will consist of 4-6 investments and, as such, will be highly
concentrated. The Principals will structure investments to earn expected gross returns in excess
of 30%.

The Principals will identify a select number of out-of-favor industries and then analyze them to
understand the dynamics that have contributed to their downturn. In general, the Firm attempts to
identify industries where the value of invested capital has been significantly impaired due to-a
decline in industry demand or excess investment in the industry. In the past, the Principals have
targeted the following industries: movie theaters, aviation services, and oil services. Once the
Principals have identified an attractive industry, they will then target specific companies within
that industry to generate potential investment opportunities. The Principals target companies that
will experience cash flow improvements through organic growth or through the disposition of
non-strategic assets.

The Firm’s overriding philosophy is to maintain a conservative, comprehensive, and focused
approach to investing, Accordingly, the Principals will follow an industry for several years, and
typically make only one investment per year. As a result, the Principals will likely use the full
five year investment period to invest Fund commitments. The benefit of this approach is that the
Firm seeks opportunities that allow the Principals to exercise significant influence over the
investment on an ongoing basis. One of the Principals will typically have a Board seat and will
work with management to create value for the Fund’s investment. The Principals have closely
managed the investments in Fund I and have exited half of the investments in the portfolio in less
than three years.

INVESTMENT HISTORY: The table below highlights the value of the UT endowments’
holdings in Fund I as of July 15, 2002. The figures reflect realized investments in PennCorp
Financial Group and AMC Entertainment, Inc. The figures also reflect holdings in ICON Health
& Fitness, Trico Marine Services, and Kellstrum Industries (closed in July 2002). The Fund
values its investments in ICON Health & Fitness and Kellstrum Industries at cost, but values its
investment in Trico Marine using the closing market price of the stock as of the date of the
financial statements. The current value figure in the table below reflects a stock price of $8.77
for Trico as of 3/31/02 (most recent financial statement date).
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Summary of UTIMCO’s Holdings in Inverness/Phoenix Partners, LP.*

(7/15/02) Committed Drawn Distributed | Current Value IRR Multiple

Fund I $40,000,000 | $39,524,601 | $30,710,880 $21,102,750 19.22% 1.31x

A) Calculated using March 31, 2002 financial statements and interim cash flows through July 15, 2002. Includes
recent investment in Kellstrum Industries.

The value of Trico’s common stock has dropped from $8.77 per share on March 31, 2002 to
$5.21 per share as of July 15, 2002. Using this updated figure to recalculate the financial
performance of Fund I, one discovers that the Fund’s IRR and value multiple have dropped in
recent months as a result of the decrease in Trico’s share price. The updated performance figures
are included in the table below.

Updated Summary of UTIMCO’s Holdings in Inverness/Phoenix Partners, L.P.*

(7/15/02) Committed Drawn Distributed | Current Value IRR Multiple

Fund I $40,000,000 | $39,524,601 | $30,710,880 $15,514,301 11.37% 1.17x

A) Calculated using March 31, 2002 financial statements, but adjusted to reflect the decrease in Trico’s stock price
“from March 31, 2002 to July 15, 2002, Includes recent investment in Kellstrum Industries.

Clearly, Fund I has suffered in the past few months as a result of the decline in Trico’s market
value. During this same period (3/31/02 to 7/15/01), the Dow Jones Industrial Average has
decreased in value by 16%. Trico provides support boats to oil and gas developers in the Gulf of
Mexico, North Sea, West Africa, and Latin America and has certainly been affected by the
reduction in drilling activity in the last year. However, the company may be poised for an
increase in value that would be attributable to an increase in drilling activity in its core markets.
With a net book value of roughly $8 per share, the company appears undervalued at its current
price of $5.21 per share. The Fund will continue to hold its investment in Trico until the
Principals can achieve an exit at a higher valuation.

While the unadjusted and adjusted return figures posted above may not appear to be exceptional
on an absolute basis, a comparison of those returns to the Cambridge benchmarks suggests
otherwise (see table below). Even on an adjusted basis (reflecting the decrease in value at Trico),
the Fund has generated returns that are higher than Cambridge’s top quartile benchmark of 8.4%.

Relative Performance of Inverness/Phoenix Partners, L.P.

(figures are net to limited partners) IRR
Fund I Unadjusted IRR (as of 7/15/02) 19.22%
Fund I Adjusted IRR (as of 7/15/02) 11.37%
Cambridge 1998 Pooled Mean (as of 3/31/02) -0.42%
Cambridge 1998 Median (as of 3/31/02) 1.51%
Cambridge 1998 Top Quartile Benchmark (as of 3/31/02) 8.41%
INVESTMENT SUMMARIES

The section below summarizes the Principals investment activity in Fund I and attempts to
provide the reader with a sense for how the Principals will target specific industries and troubled
companies within those industries for investment opportunities.
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PennCorp Financial Group

Fund T made its first investment in the fall of 1998, when it purchased 1.0 million shares of
PennCorp Financial Group, Inc.’s ("PennCorp") publicly-traded convertible preferred stock (the
"Preferred") at an average price of $12.01 per share. PennCorp was a life insurance holding
company and its Preferred had a liquidation preference of $50 per share and a dividend of
approximately $3.40 per share. At the time of the Fund I’s purchase, PennCorp was in the process
of reorganizing its operations and subsequently sold several of its operating subsidiaries to reduce
debt. With two insurance subsidiaries remaining, Inverness led a restructuring of the company
through bankruptcy, exchanging the Preferred into common stock, canceling the old common
stock, and purchasing with other investors a total of $47.5 million of new common stock at
$12.50 per share. The company was renamed Southwestern Life Holdings, Inc. ("SWLH").
Inverness believed that its investments in SWLH would appreciate significantly if the company
could write higher levels of new business.

Inverness believed that SWLH’s new business production was significantly below potential due
to its A.M. Best rating of "B+", as well as the highly publicized financial difficulties of the parent
company. Through the restructuring, SWLH reduced its debt-to-total-capital ratio from
approximately 57% to approximately 35%, while maintaining high levels of capital at its
insurance subsidiaries. Inverness believed that with this capitalization, SWLH would be able to
improve its A.M. Best rating to A- within a reasonable time-frame. Inverness believed that such
an upgrade would allow the company to produce higher levels of new business.

On April 27, 2001, SWLH entered into a definitive agreement to be sold to Swiss Re Life &
Health America Holding Company, for $18.50 per share, in an all-cash transaction, which closed
on June 15, 2001 and resulted in a 1.5x multiple of investment and an IRR of 24.0%.

Inverness/Phoenix Partners L.P. (Fund I) Gross Performance

Valuation Unit Investment Unit Investment
Date Investment Quantity Cost at Cost (a) Price Value (b) Gain/(Loss)
Unrealized
Investments
7/15/2002 Trico Marine | 6,636,149 $6.25 $41,475,931 | $5.21(c) | $35,237,951 | ($6,237,980
7/15/2002 ICON Health - - $1,933,269 - $1,933,269 -
Total Unrealized Investments | $43,409,201 $37,171,220 | ($6,237,980)
Realized
Investments
1/8/2001 Trico Marine 308,155 $6.25 $1,925,969 $16.85 $5,190,882 $3,264,913
2/1/2001 AMC (¢) - $2,447,507 $2,447,507
3/15/2001 AMC (¢) - $2,284,278 $2,248,278
5/1/2001 AMC 12,082,933 47% $5,726,941 88% $10,582,065 $4,855,124
5/14/2001 AMC 28,999,039 48% $13,989,668 89% $25,730,337 | $11,740,669
5/21/2001 AMC 11,599,616 47% $5,500,740 89% $10,371,345 $4,870,605
6/20/2001 AMC 28,757,380 47% $13,651,755 935 $26,709,528 | $13,057,773
6/20/2001 SW Life 2,450,293 $12.54 $30,717,926 $18.50 $45,330,421 | $14,612,495
7/30/2001 AMC 18,177,564 50% $9,065,797 94% $17,018,218 $7,952,421
Total Realized Investments | $80,578,796 $145,664,581 | $65,085,785
Total All Investments | $123,987,996 $182,835,801 | $58,847,805

(a) AMC investment at cost includes accrued interest of $1,011,133. Table does not reflect 7/02 investment in
Kellstrum Industries. ‘
(b) AMC investment value includes accrued interest of $2,574,950 received, and interest income received in February
and March of 2001, of $4,731,785.
(c) Trico’s shares closed at $5.21 on July 15, 2002.
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Trico Marine Services, Inc.

Fund I made its second investment, a purchase of common stock of Trico Marine Services, Inc.
("Trico"), in April/June of 1999 in a transaction designed to reduce the Company's leverage.
Trico is a publicly-traded company, which operates a fleet of offshore supply vessels that provide
marine support services to the oil and natural gas industry, primarily in the Gulf of Mexico, North
Sea and South America. Together with a $5 million direct investment by Phoenix Home Life
Insurance Company, Inc. and a side fund of management professionals, Fund I acquired 8.0
million common shares at $6.25 per share in a private transaction, making Inverness the largest
shareholder with approximately 28% of the outstanding shares. The proceeds were used to
reduce and refinance the company’s bank credit facilities.

Inverness believed that the prices of oil and natural gas were likely to return to significantly
higher levels in the near future and that Trico’s cash flow and market value were likely to
improve. Fund I sold 308,155 shares at an average price of $16.85 per share in November 2000.
As discussed, the market value of Fund I's investment is Trico is currently below Fund I’s cost.

ICON Health & Fitness

In September 1999, Fund I invested $1.9 million of equity into the recapitalization of ICON
Health & Fitness ("ICON"), a Bain Capital portfolio company. ICON is the leading manufacturer
of home fitness equipment in the U.S. The company’s products include treadmills, ellipticals,
exercise bicycles, stair steppers, rowers, and home gyms. Bain had sponsored a leveraged
recapitalization of ICON in 1994, and the company subsequently encountered financial
difficulties, which led to this restructuring.

Inverness was invited to invest in the restructuring by Bain, and the investment was in the form of
a membership interest in an LLC formed by Bain to invest in the common stock of ICON.
Inverness believed that it was investing in ICON at a reasonable valuation and that ICON had the
potential to improve its cash flow significantly. Since the time of the investment, ICON's
EBITDA has increased from $42 million to $72 million (12 months ending 12/29/01). The
Principals continue to hold this investment at cost.

AMC Entertainment, Inc.

In September/October 2000, Fund I.acquired $100 million face value of AMC Entertainment
Inc.’s ("AMC") 9.5% subordinated notes (the "Notes") in market purchases for aggregate
consideration of $47.9 million, which included $1.0 million of accrued interest. The effective
purchase price of these securities provided a current yield in excess of 20%. AMC is one of the
leading movie theater operators in the U.S., with over 180 locations and more than 2,800 screens,
the majority of which are located in the U.S. Inverness had monitored the movie exhibition
industry since the late 1980s and had followed AMC with particular interest since 1991, when
Peter Brown, a former employee of Inverness, joined AMC as its CFO (Mr. Brown became the
CEO in 1999).

At the time of the investment, all of the large theater operators were experiencing severe financial
difficulties as a result of a significant amount of excess capacity that was created during the
previous several years. During that period, all of the large theater operators invested heavily in
the construction of "megaplex theaters" and financed this expansion almost entirely with debt.
Additionally, the weak summer 2000 movie season exacerbated the financial difficulties of the
industry, which worsened the leverage problems of all of the major exhibitors. At the time of its
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investment, Inverness believed that a restructuring of AMC was highly likely in the near future
and that such a restructuring would result in Inverness acquiring an effective controlling equity
position in AMC at a price less than five times EBITDA. In the event that AMC was able to
avoid a restructuring, the IRR (to a 10 year average maturity) on the Notes based on the average
price paid by Inverness was approximately 25%. i

On April 20, 2001, AMC announced that it had sold $250 million of convertible preferred stock
to Apollo Management, L.P. and its affiliates, and that it intended to use the proceeds to reduce
indebtedness under its senior credit facility. As a result of this equity issuance, the price of the
bonds increased to $85, making it unlikely that AMC would be required to seek a debt for equity
exchange for the foreseeable future. Therefore, Inverness decided to commence liquidating the
Notes. Inverness sold all of the Notes between April and July of 2001, which resulted in a 2.0x
return on investment and a 290% IRR.

These investment summaries demonstrate how the Principals intend to execute their investment
strategy of targeting companies in out-of-favor industries at reasonable valuations. The
Principals and the private markets team believe the current economic environment will provide
the Fund with ample opportunities for attractive investments.

KEY TERMS: Noteworthy terms include the following:

() Reasonable Management Fee- The Management Fee is equal to 2% of comrxﬁ_gnents
during the five-year Commitment Period and 2% of net commitments (commitments
minus distributions minus permanent write-downs) thereafter. The 2% figure is at the top
end of the range for management fees, in general, but is reasonable given the small size
of the Fund.

(ii) Management Fee Offset- The Management Company will apply 100% of any Breakup
Fees, 100% of any Transaction Fees, and 100% of any Monitoring Fees to reduce the
Management Fees. The industry standard is between 50% and 100% for these Fees.

(i)  Preferred Return to Limited Partners- Slightly higher than normal at 10%.

(iv)  General Partner Co-Investment Obligation- The General Partners will contribute $10
million to the Fund, or roughly 4.4% of the total commitments. This contribution level is
higher than the industry standard of 1% and underscores the General Partners’
commitment to and confidence in the Fund’s strategy.

W) Clawback- The General Partner has an obligation that is similar to the clawback
obligations found in most partnership agreements. Additionally, unless waived by a
majority of the Advisory Board, the General Partner must place 25% of its carried
interest distributions (excluding tax distributions) into an escrow account as security to
satisfy the clawback obligation. For the Limited Partners, this provision is superior to the
industry standard. The members of the General Partner also agree to be severally
obligated for the clawback in the event the General Partner fails to perform, and the
following persons are also severally obligated for the clawback: James C. Comis, III
(42.5%), W. McComb Dunwoody (42.5%) and Robert N. Sheehy, Jr. (15%).

(vi)  Key Man Provision- If either W. McComb Dunwoody or James C. Comis IIL. ceases to
be active in the Partnership’s affairs, then Limited Partners holding at least 50% of the
Partnership interests can elect to suspend future capital calls, expect capital calls for
pending investments. The Fund I Limited Partnership Agreement listed only Mr.
Dunwoody as a Key Person. ‘
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(vii)  Advisory Board- The Fund will have an Advisory Board that will consist of between 5
and 7 members appointed by the General Partner from among the Limited Partners.
UTIMCO will receive Advisory Board representation as part of its commitment to the
Fund.

INVESTOR GROUP: Fund III expects to raise approximately $225 million in capital. A
sample of the committed institutional investor group is as follows:

Corporations/Governments/Funds of Funds Endowments
Goldman Sachs Asset Management None

GE Capital

PPM America

Phoenix Home Life

Sumitomo Corporation of America

Of the investors in Fund I, only Prudential Insurance, CIBC Capital, and JMI Investments have
declined to commit capital to Fund II. Prudential is no longer making private equity investments
and CIBC has not committed because that institution did not see any deal flow from its original
commitment. As of July 22, 2002, JMI Investments had not decided whether to commit to Fund
II. The heavy concentration of financial institutions in the Limited Partner pool reflects the fact
that the General Partners did not use a placement agent for either Fund I or Fund II, and
highlights the General Partners’ strong contacts and relationships within the financial community.

CONCERNS: In addition to the normal risks associated with private equity investing (illiquidity,
long holding periods, etc.), the private markets team acknowledges that a commitment to the
Fund will subject the endowments to the following additional risks:

6)) Lack of Management Depth- Although the Principals are talented and have worked
together for a number of years and have, the performance of the Fund will be dependent
upon the activities of only three key individuals. The Key Person provision will allow
Limited Partners to suspend investment activity if either Mr. Dunwoody or Mr. Comis
are no longer involved in the activities of the Partnership, but this provision does not
entirely reduce the risk associated with the small team.

(ii) Lack of Diversification- Unlike most private equity partnerships which build portfolios
with 10 or more investments, the Fund will likely invest in only 4-6 businesses. As such,
the performance of one investment can have a significant impact on the overall returns
for the Fund. For Limited Partners that do not have a diversified portfolio of private
equity investments, this lack of diversification could represent a significant threat.
However, for more diversified investors like UTIMCO, this focused approach could
actually be viewed as a positive, since the Principals will be able to focus their efforts on
a smaller number of investments.

(iiiy  Possible Competition for Deal Flow- While the Principals are unlikely to participate in
auctions to acquire businesses, they may encounter additional competition for deals as a
result of the influx of capital into the “distressed” arena. The private markets team
expects the Principals to maintain their pricing discipline in the future, and believes the
Principal’s ability to avoid over-priced transactions in Fund I will be a good indicator of
future pricing discipline. Additionally, the General Partners’ contribution of $10 million
to the Fund should enhance the General Partners’ pricing discipline further.

C:\Documents and Settings\ctemplin\Local Settings\Temporary Internet Files\OLK3\Inverness
Recommendation (7-16-02).doc
7

i




7/19/2002

CONCLUSION: Based upon Cambridge Associates’ due diligence and recommendation and
UTIMCO’s independent review of the transaction, the UTIMCO staff recommends a commitment
of up to $40 million to Inverness Partners II, L.P. This commitment will allow the endowment
funds to maintain and enhance a relationship with a cohesive and proven private equity firm.

Approved:

Trey Thompson MW
BobBoldt Tl
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CAMBRIDGE ASSOCIATES LLC

One Winthrop Square, Suite
500

Boston, Massachusetts 02110-
1276

tel 617.457.7500 fax
617.457.7501
www.cambridgeassociates.com

MEMORANDUM

TO: Bob L. Boldt, CFA
President, CEO & CIO
Cathy Iberg
CEO
UTIMCO

FROM: Astrid M. Noltemy
Jennifer A. Urdan

DATE: June 24, 2002

RE: Inverness Partners II, L.P.

RECOMMENDATION

Cambridge Associates recommends that UTIMCO invest up to $40.0 million in Inverness Partners II,
L.P. subject to the negotiation and approval of final terms of the Partnership. Inverness Partners II
represents an opportunity for UTIMCO to continue its relationship with this experienced and disciplined
team.

SUMMARY

Inverness Capital Management ("Inverness" or the "Firm") is raising its second private equity partnership,
Inverness Partners 1I, L.P. (the "Fund"), seeking $225 million in commitments. The Fund is being raised
to continue the investment strategy developed in the Firm’s prior partnership. The Firm has generated top
quartile returns on its investments through a disciplined and focused approach centered on industry
research, company analysis, and an ability to provide stability to troubled companies.

ORGANIZATION AND MANAGEMENT

Inverness is managed by W. McComb Dunwoody, James C. Comis II, and Robert N. Sheehy, Jr.
(collectively, the "Principals"). The three Principals maintain all of the responsibilities of investing,
managing, and monitoring the Firm's funds along with one associate. The small and cohesive team will
likely remain unchanged during the life of the Fund, although the Principals will consider hiring an
additional professional at a junior partner level. The team is located in the Firm's two offices in
Greenwich, CT and New York City. Mr. Dunwoody works out of the Firm's Greenwich Connecticut
office and the remainder of the investment professionals mainly work out of the Firm's primary office in
New York City.
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FUNDRAISING

The Firm expects to hold an initial closing in July of 2002 on approximately $175 million. A final
closing is targeted for September of 2002 on a total of $225 million.

INVESTMENT STRATEGY

The Fund will make investments in troubled companies in out-of-favor industries. Investments will take
the form of debt and/or equity and will be made in public and private companies with $10 million to $50
million of EBITDA. The Fund's portfolio will be highly concentrated and will be invested across
multiple industries.

The Firm's overriding philosophy is to maintain a conservative, comprehensive, and focused approach to
investing. Accordingly, the Principals follow an industry for years and concentrate on making one
investment in one industry per year. As a result, it is probable that the Fund will take its full five year
commitment period to invest the Fund. The benefit of this approach is that the Firm seeks opportunities
where it can closely monitor an investment, gain a board seat, work with management, and become: a
majority investor. As a consequence, the Principals have closely managed Fund I portfolio companies
through transition and have exited half of the portfolio in less than three years.

INVESTMENT PERFORMANCE

Inception Fund Paid-In  NAV Paid-Out Net CA CA
Fund Year Size (mm) (mm) (mm) IRR Mean’ Median’
(mm)
Inverness/Phoenix 1998 $176.0 $1504 $66.7 $151.8 195% 0.0% 1.8%

Partners LP!

Performance Notes:
! Returns are net of management fees and carried interest, as of 3/31/02, as calculated by Cambridge Associates, LLC.
2 Benchmarks are net to Limited Partners, as of December 31, 2001, as calculated by Cambridge Associates LLC.

In January 1998, Inverness formed its first and only fund, Inverness/Phoenix Partners LP (“Fund I”) with
$176 million of committed capital. Through the first quarter of 2002, the fund invested $150.4 million and
distributed $151.8 million. According to Cambridge Associates, Fund I produced a net internal rate of
return ("IRR") of 19.4% through the same period. This performance places the fund significantly above
Cambridge Associates' fourth quarter 2001 top quartile benchmark of 6.8%. Fund I has made a total of four
investments and has realized two, which have returned a total of $133.2 million on $78.5 million of invested
capital.

COMPETITIVE ADVANTAGES
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o Experienced and Cohesive Team: The Principals have all worked together at Inverness for the last
six years. Over this time, the Principals successfully assimilated work styles, personalities, and
contributions to form a cohesive and stable team that will benefit the Fund.

o Investment Strategy: By maintaining strict discipline and seeking to make only one investment per
year, the Firm is able to intensively concentrate on one sector and one investment at a time. The
Fund's focused strategy provides the team with the time necessary to evaluate, enter, and work
through complex transactions that other private equity firms may be less willing to engage in.
Consequently, the Fund should witness considerably less competition for deals than other private
equity firms.

e Performance: Inverness' first fund has produced top quartile returns and has returned significantly
more capital than other funds of its vintage year. Fund I has returned 1.0x invested capital compared
to 0.2x for 1998 vintage year funds.

e Capacity: The Firm currently manages only two investments, Trico Marine and ICON Health &
Fitness. In addition to these two transactions, Fund I will make only one additional investment. As a
result of these limited responsibilities, the Principals will have considerable capacity available to
work on Fund deals. ¥ i

ISSUES FOR CONSIDERATION

e Portfolio Concentration: Fund I will consist of five deals. Consequently, one investment can
materially impact the Fund's entire performance. To mitigate these factors, the Principals seek
companies in which they can sell assets upon purchase and can immediately improve cash flow.
Also, by maintaining a slow and conservative investment approach, the Principals are able to identify,
monitor, and address company issues quickly. This focus should help relieve, but not eliminate, the
Fund's significant concentration risk. However, also as the result of this concentration, one or two
significant returns can drive superior returns.

e Abbreviated Track Record: The Firm's track record, although top quartile, is limited. The Firm has
made only four investments and realized two in its prior fund. With such a small track record, it is
difficult to confirm Inverness' ability to consistently reproduce top quartile returns. It is important to
note, however, that references consistently highlighted the team’s discipline and demonstrated added
value as investors.

CONCLUSION:
The Fund provides investors with the ability to partner with a cohesive and stable team that maintains a

disciplined approach to investing. The partner’s focused strategy and top quartile performance should
mitigate some of the risks of a concentrated portfolio and a limited track record.
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TERMS OF THE OFFERING
Minimum Commitment:
General Partner’s Commitment:

Investment Period:

Takedown:
Distributions:
General Partner Clawback:

Limited Partner Clawback:

Fee:
Life of Partnership:

Key Man Clause:

Projected Closing:

June 28, 2002
Page 4

$5 million.
$10 million.
Five years.

Subscriptions will be taken down with a minimum of 10 days'
written notice.

Carried interest will be distributed 80% to limited partners and
20% to the General Partner based on committed capital after a
preferred return of 10% per annum.

Yes.
No.

The General Partner will receive an annual management fee
equal to 2.0% of funded capital.

10 years, subject to three one-year extensions at the discretion
of the General Partner.

No.
The Fund expects to hold an expected interim closing on June

30, 2002 on $175 million. The Fund will expect to hold a final
closing on September 30, 2002 on $225 million.
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Biographies of Key Investment Professionals:

James C. Comis ITI
Experience Inverness Management LLC, Managing Director, 1990-Present
DJS/Inverness, Associate, 1989-1990
Prudential-Bache Capital Funding, M & A Analyst, 1986-1989
Education B.S.B.A., Georgetown University
W. McComb Dunwoody
Experience Inverness Management LLC, Managing Director 1990- Present
DJS/Inverness, President, 1988-1990
The Inverness Group, President, 1981-1988
First City National Bank, Senior Vice President, 1975-1981
Donaldson, Lufkin & Jenrette, Vice President, 1973-1975
The First Boston Corporation, Assistant Vice President, 1968-1973
Education B.B.A., University of Texas
Robert N. Sheehy, Jr.
Experience Inverness Management LLC, Managing Director, 1996- Present
PennCorp Financial Group, Inc., Vice President, 1990-1992
DJS/Inverness, Vice President, 1987-1990
B.A., Swarthmore College
Education M.P.P.M., Yale University

This report is provided for informational purposes only. It is not intended to constitute an offer of securities of any of the issuers
that are described in the report. This report is provided only to persons that Cambridge Associates LLC. believes to be
" Accredited Investors" as that term is defined in Regulation D under the Securities Act of 1933. The recipient of this report may
not provide it to any other person without the consent of Cambridge Associates LLC.

The CA Manager Medians are derived from Cambridge Associates' proprietary database covering investment managers. CA does
not necessarily endorse or recommend the managers in this universe. Performance results are generally gross of investment
management fees and do not include returns for discontinued managers.

Copyright ©2001 by Cambridge Associates LLC. All rights reserved. This report may not be displayed, reproduced, distributed,
transmitted, or used to create derivative works in any form, in whole or in portion, by any means, without written permission
from Cambridge Associates LLC. Copying of this publication is a violation of federal copyright laws (17 U.S.C. 101 et seq.).
Violators of this copyright may be subject to liability for substantial monetary damages.

The information and material published in this report are confidential and non-transferable. This means that authorized members
may not disclose any information or material derived from this report to third parties, or use information or material from this
report, without the prior written authorization of Cambridge Associates LLC. An authorized member may disclose information or
material from this report to its staff, trustees, or Investment Committee with the understanding that these individuals will treat it
confidentially. Additionally, information from this report may be disclosed if disclosure is required by law or court order, but
members are required to provide notice to Cambridge Associates LLC. reasonably in advance of such disclosure.

No part of this report is intended as a recommendation of any firm or any security. Factual information contained herein about
investment firms and their returns which has not been independently verified has generally been collected from the firms themselves
through the mail. We can neither assure nor accept responsibility for accuracy, but substantial legal liability may apply to
misrepresentations of results delivered through the mail.




Resolution No. 1

RESOLVED, that the minutes of the meeting of the Board of Directors held
on June 18, 2002, be and are hereby approved.
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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 on the 18th day of June, 2002, in
Salons A&B of the Crescent Court Hotel, 400 Crescent Court, Dallas, Texas, said meeting
having been called by the Chairman, A. W. “Dub” Riter, Jr., with notice provided to each
member in accordance with the Bylaws.

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

A.W. “Dub” Riter, Jr., Chairman
J. Luther King, Jr., Vice-Chairman
R. D. Burck
Rita C. Clements
Woody L. Hunt
John D. McStay
R. H. (Steve) Stevens, Jr.

thus, constituting a majority and quorum of the Board. Directors Susan M. Byrne and L. Lowry
Mays were not present at the meeting. Also, participating in the meeting were Bob Boldt,
President, Chief Executive Officer and Chief Investment Officer of the Corporation; Cathy Iberg,
Secretary of the Corporation; Christy Wallace, Assistant Secretary of the Corporation; Jerry
Turner, legal counsel for the Corporation; and Bruce Myers of Cambridge Associates. Mr. Riter
called the meeting to order at 10:00 a.m. Copies of materials supporting the Board meeting
agenda were previously furnished to each Director or distributed at the meeting.

Minutes

The first matter to come before the Board was approval of the minutes of the meeting of the
Board of Directors held on April 22, 2002. Mr. McStay asked that the minutes include revised
language to reflect his request that for each period that performance is reported, the Corporation
also include percentile rankings against appropriate peer groups and an updated report on the
Corporation’s ratings of the alternative nonmarketable managers. Upon motion duly made and
seconded, the following resolution was unanimously adopted:

RESOLVED, that the minutes of the Annual Meeting of the Board of Directors
held on April 22, 2002, be and are hereby approved, subject to revision as
requested by the Board; and

RESOLVED, FURTHER, that the President and the Secretary of the Corporation
be and they are hereby authorized and directed to revise the minutes and to take
such other action to accomplish the purposes of the foregoing resolution.

k:\files\utimcomatters\bod\minutes\020618.doc




Powers and Authority of Managing Director

The next item presented to the Board was a recommendation, subject to the control of the
Board of Directors and the supervision of the President, to give each Managing Director
certain powers and authority. Ms. Iberg will maintain her Managing Director title. Upon
motion duly made and seconded the Directors adopted the following resolution:

RESOLVED, that subject to the control of the Board of Directors and the
supervision of the President, each Managing Director shall be responsible for the
business and operations of this Corporation assigned to such Managing Director
by the Board of Directors or the President and shall have all such powers and
authority as may be reasonably incident to such responsibilities, including the
authority to agree upon and execute all leases, contracts, agreements, evidences of
indebtedness, certificates, instruments and other documents in the name or on
behalf of this Corporation, acting on its own behalf or in its capacity as
investment manager under that certain Management Services Agreement dated
effective March 1, 1996 between this corporation and the Board of Regents of
The University of Texas System, as in effect, amended, restated or replaced, from
time to time, and each Managing Director shall have such other powers and duties
as may be assigned to such person from time to time by the Board of Directors.

Asset Allocation Review

At this time, Mr. Riter turned the meeting over to Mr. Boldt to discuss asset allocation. Mr.
Boldt reviewed the Permanent University Fund (PUF) and the General Endowment Fund (GEF)
asset allocation as of May 31, 2002, Actual vs. Policy. Mr. Boldt then answered the Directors’
questions.

Performance Review

Mr. Boldt continued with reporting on the performance of the assets under the Corporation’s
management for the periods ended May 31, 2002. The net performance for the three-month
period ended May 31, 2002, for the PUF and the GEF were 2.47%, and 2.61%, respectively. The
net performance for fiscal year-to-date ended May 31, 2002, for the PUF and GEF were 0.71%
and 1.40%, respectively, versus a benchmark of 2.95%. The Short Intermediate Term Fund’s
(SITF) performance was 0.63% versus a benchmark of 0.93% for the three-month period ended
May 31, 2002. Performance for the Short Term Fund (STF) was 0.50% versus 0.49% for its
benchmark for the three-month period ended May 31, 2002. There was a discussion of
benchmarks at this time, and Mrs. Clements requested that benchmark breakdowns by market be
included on future reports. Also reviewed were the PUF’s and the GEF’s performance
attribution for the three-month and one-year periods ended May 31, 2002. After the report, Mr.
Boldt answered the Director’s questions.
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Distribution Policies

The next item presented to the Board of Directors was a discussion of PUF and LTF Distribution
Policies. After describing the differences between the PUF and LTF payout rates and policies,
Mr. Boldt answered the Directors’ questions and stated that the recommended 2003 annual
distribution rates would remain the same as were approved at the February 19, 2002 Board of
Directors’ meeting, subject to approval by The University of Texas System Board of Regents.

Future Course of UTIMCO

Mr. Riter asked Mr. Boldt to make his presentation on the future course of the Corporation. Mr.
Boldt described various aspects of the competitive spectrum, potential value-added opportunities
and a proposed new organizational structure within the Corporation. Mr. Boldt answered the
Directors’ questions. Mr. Hunt asked Mr. Myers to comment on Mr. Boldt’s presentation and
Mr. Myers stated that Cambridge Associates is very supportive of the proposal.

Report of Audit and Ethics Committee

Mr. Hunt reported on the Corporation’s Audit and Ethics Committee meeting held on June 5,
2002. The Committee approved the minutes of the Audit and Ethics Committee meeting held on
November 5, 2001. Ms. Iberg presented the financial statements for the Corporation for the
period ended April 30, 2002. She also reported on the Statements of Activities and Statements of
Cash Flows for the Corporation, as well as the Supplemental Schedules. She noted that the
Corporation tracks direct expenses to each of the funds, which is beneficial should the
Corporation rebate a portion of its management fee to the investment funds as it did last year.
The Corporation’s goal is to have a capital reserve equal to one-year of investment fees. There
were no significant financial statement items to report. The Audit and Ethics Committee
members approved the appointment of Deloitte & Touche, LLP as the independent auditor
subject to approval by the Corporation’s Board at this meeting. Ms. Iberg updated the
Committee on the Corporation’s compliance, reporting, and outstanding audit issues. There
were no items of significance to report. Mr. Hunt answered the Directors’ questions. Upon
motion duly made and seconded, the following resolution was unanimously adopted:

RESOLVED, that the firm of Deloitte & Touche, LLP be and is hereby appointed
as the independent auditor of the Corporation for the year ended August 31, 2002,
and further

RESOLVED, that the firm of Deloitte & Touche, LLP be and is hereby appointed
as the independent auditor of the financial statements of the Permanent University
Fund, Permanent Health Fund, Long Term Fund, General Endowment Fund, and
Short Intermediate Term Fund for the fiscal year ended August 31, 2002.

This concluded Mr. Hunt’s report of the Audit and Ethics Committee meeting.
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Fee Request

Mr. Boldt discussed the approaching review of the asset allocation policy and other changes to
be made, and presented the Annual Fee and Allocation Schedule for the fiscal year ending
August 31, 2002. Upon motion duly made and seconded, the following resolution was
unanimously adopted:

RESOLVED, that the Fee Request for the period September 1, 2002
through August 31, 2003 be and is hereby approved.

There being no further business to come before the Board of Directors, the meeting was
adjourned at approximately at 2:00 p.m.

Assistant Secretary:

Christy W. Wallace

Approved: Date:
A. W. “Dub” Riter, Jr.
Chairman, Board of Directors of
The University of Texas Investment
Management Company
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Resolution No. 2

WHEREAS, the Board of Directors of The University of Texas
Investment Management Company greatly appreciate the experience,
judgment and insight that Mr. R.D. Burck provided during his term as
Chancellor of The University of Texas System and ex-officio Director of
the Corporation; and

WHEREAS, the Board of Directors desires to have continued access to
the advice and counsel of Mr. Burck;

NOW, THEREFORE, be it:

RESOLVED, that the Board of Directors hereby appoints Mr. Burck to
serve as Advisory Director to the Corporation for a term ending [April 1,
2003]; and be it

FURTHER RESOLVED, that while Mr. Burck shall not be entitled to
vote on any matters coming before the Board of Directors, it is the desire
of the Board of Directors that Mr. Burck attend all Board meetings and
participate fully in all discussions and briefings incident to such
meetings; and be it

FINALLY RESOLVED, that Mr. Burck shall not be entitled to receive
any fees or compensation for his service as an Advisory Director to the
Corporation, other than reimbursement for expenses incurred in
attending Board meetings.
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Resolution No. 3

To be distributed at the meeting
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Resolution No. 4

RESOLVED, that the following persons are hereby appointed
as Managing Directors of the Corporation, to serve until their
resignation or removal.

Cathy Iberg Managing Director - Marketable
Alternative Investments and Deputy
Chief Investment Officer

Sara McMahon Co-Managing Director — Non-
Marketable Alternative Investments

Trey Thompson Co-Managing Director — Non-
Marketable Alternative Investments

Joan Moeller Managing Director — Accounting,
Finance and Administration

Bill Edwards Managing Director— Information
Technology Services
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Resolution No. §

WHEREAS, the Board has reviewed Investment Recommendations prepared by the
Corporation and the Corporation’s private equity advisor, Cambridge Associates LLC,
recommending that the Corporation invest with Beacon Capital Partners up to an
additional $15 million of Permanent University Fund (PUF) and General Endowment
Fund (GEF) assets in Inverness Partners II LP (the “Investment”); and

WHEREAS, the Corporation has determined that the Investment does not constitute an
agreement or transaction entered into in violation of Subsection 66.08(1) of the Texas
Education Code;

NOW, THEREFORE, BE IT RESOLVED, that the terms and provisions of the proposed
Investment as described in the Investment Recommendations dated July 16, 2002 and
June 24, 2002, for Inverness Partners II LP be approved; and be it further

RESOLVED, that the President and CEO, and any Managing Director of this
Corporation be, and each of them hereby is, authorized to make such further revisions to
the terms and provisions of the proposed investment as may be necessary or in the best
interests of this Corporation, excluding an increase in the amount of the capital
commitment to Inverness Partners II LP; and be it further

RESOLVED, that the President and CEO, any Managing Director, and the Secretary of
this Corporation be, and each of them hereby is, authorized and empowered (any one of
them acting alone) to do or cause to be done all such acts or things and to sign and
deliver, or cause to be signed and delivered, all such documents, instruments and
certificates (including, without limitation, all notices and certificates required or
permitted to be given or made under the terms of the Investment), in the name and on
behalf of the Corporation, or otherwise, as such officer of this Corporation may deem
necessary, advisable or appropriate to effectuate or carry out the purposes and intent of
the foregoing resolutions and to perform the obligations of this Corporation under the
Investment and the instruments referred to therein.
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Resolution No. 6
RESOLVED, that the amendments to the Investment Policy Statements for

the Permanent University Fund and the General Endowment Fund as
presented be and are hereby approved; and

BE IT FURTHER RESOLVED, that the amended Investment Policy
Statements be recommended for approval at the U. T. Board of Regents
meeting on November 12-13, 2002.
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Resolution No. 7

RESOLVED, that the 2003 Base Salary (for the period September 1, 2002
through August 31, 2003) and 2002 Performance Compensation Award, if
deemed appropriate, for the Corporation’s President as recommended by the
Compensation Committee be and is hereby approved. |
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WAUTIMCQ Plan51to 7 Year Vi

Efficient Frontier
Return vs. Risk (Standard Deviation)

ew

8.0- ce e e .- - e - e e
E—. | 2
 Mikagg——TTT
/'/ﬂ/’”‘
75 S
My;v( - ¥ Current Portfolio
L
Mix 2
c .
2 70
& .
| 6.5 M1
o o . ~
6 7 8 9 10 1" 12 13 14
Risk (Standard Deviation)
] Portfolio Statistics
Target Return: 8.00% - 7 Year Time Horizon - 95% of Projected Return Distribution
. Pottfolio Allocations
! Current Active
; Portfolio Portfolio Mix 1 Mix 2 Mix 3 Mix 4 Mix 5
Asset Allocations
US Stocks 25.0% 20.7% 20.0% 20.0% 20.0% 20.0% 20.7%
Global ex-US Stocks 12.0% 28.3% 0.0% 1.5% 4.9% 7.4% 28.3%
Emerging Markets Stk 3.0% 6.0% 2.3% 6.0% 6.0% 6.0% 6.0%
Absolute Return 10.0% 0.0% 15.0% 15.0% 15.0% 141% 0.0%
Equity Hedge Funds 10.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Venture Capital 7.5% 10.0% 0.0% 7.7% 10.0% 10.0% 10.0%
Private Equity 7.5% 10.0% 0.0% 0.0% 0.0% 10.0% 10.0%
REITS 2.5% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
; Private Real Estate 2.5% 0.0% 7.5% 7.5% 7.5% 7.5% 0.0%
£ Commodities 2.5% 0.0% 10.0% 10.0% 10.0% 0.0% 0.0%
US Debt 15.0% 10.0% 15.2% 10.0% 10.0% 10.0% 10.0%
TIPS 2.5% 0.0% 15.0% 7.4% 1.6% 0.0% 0.0%
- Turnover
| Total Turnover 29.3% 35.2% 30.5% 28.0% 22.1% 29.3%
Portfolio Statistics
Expected Return {Annualized)
One Year 7.4% 7.9% 6.5% 7.2% 7.4% 7.8% 7.9%
Time Horizon 7.0% 7.3% 6.4% 7.0% 7.2% 7.4% 7.3%
Expected Risk
One Year 9.7% 11.6% 6.3% 7.2% 7.8% 9.7% 11.6%
Time Horizon 3.6% 4.4% 2.4% 27% 3.0% 3.6% 4.4%
Best Case Return (Annualized)
) One Year 27.6% 32.4% 19.4% 22.0% 23.6% 28.0% 32.4%
} Time Horizon 14.4% 16.1% 11.1% 12.4% 13.1% 14.7% 16.1%
L
’ Worst Case Return (Annualized}
One Year -10.3% -13.1% -5.3% -6.3% -7.1% -10.0% -13.1%
Time Horizon 0.1% -1.0% 1.8% 1.7% 1.5% 0.4% -1.0%
Probability of Target Return
One Year 45.8% 47 4% 39.7% 441% 45.6% 47.2% 47.4%
Time Horizon 39.0% 43.2% 24.5% 34.7% 38.4% 42.7% 43.2%
Probability of Negative Return
One Year 22.7% 25.8% 14.9% 16.0% 17.2% 21.6% 25.8%
Time Horizon 2.4% 4.3% 0.3% 0.4% 0.6% 1.9% 4.3%
Tracking to Market Benchmark
§ Benchmark Tracking
R-Squared 78% 79% 77% 75% 76% 73% 79%
Tracking Error 7.40% 7.08% 8.46% 8.29% 7.90% 8.11% 7.08%
Page 1 of 1 Zephyr AllocationADVISOR: UTIMCO
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""""""" Style Definition: TOC 6: Indent:

THE UNIVERSITY OF TEXAS SYSTEM tzce|01+H;a\|Tg:;% a?_-5g"ésﬂ,}{e§db+
PERMANENT UNIVERSITY FUND after:‘ 0.5" + Indent .at: .O.S", Tabs:
INVESTMENT POLICY STATEMENT 0.5", Left + Not at 1"+ 1.5"

Purpose

The Permanent University Fund (the “Fund”) is a public endowment contributing to
the support of institutions of The University of Texas System (other than The
University of Texas-Pan American and The University of Texas at Brownsville) and
institutions of The Texas A&M University System (other than Texas A&M University-
Corpus Christi, Texas A&M International University, Texas A&M University-
Kingsville, West Texas A&M University, Texas A&M University-Commerce, Texas
A&M University-Texarkana, and Baylor College of Dentistry).

Fund Organization

The Permanent University Fund was established in the Texas Constitution of 1876
through the appropriation of land grants previously given to The University of Texas
at Austin plus one million acres. The land grants to the Permanent University Fund
were completed in 1883 with the contribution of an additional one million acres of
land. Today, the Permanent University Fund contains 2,109,190 acres of land (the
“PUF Lands”) located in 24 counties primarily in West Texas.

The 2.1 million acres comprising the PUF Lands produce two streams of income:

a) mineral income, primarily in the form of oil and gas royalties and b) surface
income, in the form of surface leases and easements. Under the Texas
Constitution, mineral income, as a non-renewable source of income, remains a non-
distributable part of PUF corpus, and is invested in securities. Surface income, as a
renewable source of income, is distributed to the Available University Fund (the
“AUF"), as received.

The Constitution prohibits the distribution and expenditure of mineral income
contributed to the Fund. The Constitution also requires that all surface income and
investment distributions paid to the AUF be expended for certain authorized
purposes.

The expenditure of the AUF is subject to a prescribed order of priority:

First, following a 2/3rds and 1/3rd allocation of AUF receipts to the U. T. System and
Texas A&M University System, respectively, expenditures for debt service on PUF
bonds. Article VII of the Texas Constitution authorizes the U. T. Board and the
Texas A&M University System Board (the “TAMUS.Board”) to issue bonds payable

. | Deleted: G:wwwroot\nvestmentRe! |
* | ated\investmentPolicyStatements\9-

| 01PUF doc
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from their respective interests in AUF receipts to finance permanent improvements
and to refinance outstanding PUF obligations. The Constitution limits the amount of
bonds and notes secured by each System'’s interest in divisible PUF income to 20%
and 10% of the book value of PUF investment securities, respectively. Bond
resolutions adopted by both Boards also prohibit the issuance of additional PUF
parity obligations unless the projected interest in AUF receipts for each System
covers projected debt service at least 1.5 times.

Second, expenditures to fund a) excellence programs specifically at U. T. Austin,
Texas A&M University and Prairie View A&M University and b) the administration of
the university systems.

The payment of surface income and investment distributions from the PUF to the
AUF and the associated expenditures is depicted below in Exhibit 1:

Exhibit 1
Permanent University Fund
West Texas Lands I
(2.1 million acres)
Mineral Receipts
Surface Investment
Inelome Distﬁbl.«tions
Avsilable University Fund
k.
2/3 to UT System 1/3 to A&M System
Payment of inferest & principal Payment of interest & principal
on UT-issued PUF Bonds on A&M-issued PUF Bonds
‘The University of Texas Texas A&M University
at Austin Prairie View A&M University
| Deleted: G:wwwrootiinvestmentRel
" | atedinvestmentPolicyStatements\g-
e e ’ 01PUF.doc
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Fund Management

Article VIl of the Texas Constitution assigns fiduciary responsibility for managing
and investing the Fund to the U. T. Board. Article VII authorizes the U. T. Board,
subject to procedures and restrictions it establishes, to invest the Fund in any kind
of investments and in amounts it considers appropriate, provided that it adheres to

| the prudentjnvestment standard. This standard provides that the U. T. Board, in ... | Deleted: person

through procedures and subject to restrictions it establishes and in amounts it
considers appropriate, any kind of investment that prudent investors, exercising
reasonable care, skill, and caution, would acquire or retain in light of the purposes,
terms, distribution requirements, and other circumstances of the fund then
prevailing, taking into consideration the investment of all the assets of the fund
rather than a single investment.

Ultimate fiduciary responsibility for the Fund rests with the Board. Section 66.08 of
the Texas Education Code authorizes the U. T. Board to delegate to its committees,
officers or employees of the U. T. System and other agents the authority to act for
the U. T. Board in investment of the PUF. The Fund shall be managed through The
University of Texas Investment Management Company ("UTIMCOQ") which shall

a) recommend investment policy for the Fund, b) determine specific asset allocation
targets, ranges and performance benchmarks consistent with Fund objectives, and
¢) monitor Fund performance against Fund objectives. UTIMCO shall invest the
Fund’s assets in conformity with investment policy.

UTIMCO may select and terminate unaffiliated investment managers subjectfo . ... ...~ | Deleted: Unaffiiated investment
UTIMCO's Board approved Delegation of Authorily Guidelines. These guidelines are e be hired by LTS
intended to ensure that the appropriate managers are retained to pursue a defined characteristics. Such managers shall
i ithi ; i ; have complete investment discretion
Invesf{nent strategy ywth/n the Fqnd s portfolio structure and to define t[7e general e s ratiicted by the terms of their
conditions under which a portfolio manager may be place on a watch list or management contracts. Managers
terminated. Such managers shall have complete investment discretion unless shall be monitored for performance

H ~ and adherence to investment
restricted by the terms of their management contracts. Managers shall be disciplines.
monitored for performance and adherence to investment disciplines.

{

e ..~ | Deleted: {

Fund Administration

UTIMCO shall employ an administrative staff to ensure that all transaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of Fund assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.

| Deleted: G:\wwwroof\investmentRel
“ | ated\investmentPolicyStatements\9-
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strategies whereby the majority of the underlying securities are traded .- { Deleted: ose ]
on public exchanges or are otherwise readily marketable. These
investments shall be used as implementation strategies within the
Absolute Return, Domestic and Iniernational Public Equity assef types.

Alternative marketable investments may be made directly by UTIMCO or

through investments in partnerships or corporate vehicles. Alternative .| Deleted: if these Investments are
marketable investments made through partnerships or corporate f';‘g{’:r:jh;;gg“ﬁfg?zfn’;:gﬁ&eg:gg
vehicles have,y_a[ ious redemption pptions, and earlier realization potential than
altemative nonmarketable
v, | investments.

E  -Alternative Non-marketable Investments - Altemative .| Deteted: wil goneraly provide___ |
Non-marketable investments shall be expected to earn superior equity = | Deleted: investors with liquidity J
type returns over extended periods. The advantages of alternative %, | Deleted: at feast annually.{| )
nonmarketable investments are that they enhance long-term returns N { Deleted: . )
through investment in inefficient, complex markets. They offer reduced \,{ Deleted: - ]
volatility of Fund asset values through their characteristics of low { Formatted: Indent: Left: 0.86", }
correlation with listed equities and fixed income instruments. The First line; 0"
disadvantages of this asset class are that they may be illiquid, require
higher and more complex fees, and are frequently dependent on the
quality of external managers. In addition, they possess a limited return
history versus traditional stocks and bonds. The risk of alternative
nonmarketable investments shall be controlled with extensive due
diligence and diversification. These investments are held either through
limited partnership or as direct ownership interests. They include
special equity, mezzanine venture capital, and other investments that
are privately held and which are not registered for sale on public
exchanges. In partnership form, these investments require a
commitment of capital for extended periods of time with no liquidity.

F.... Inflation Hedging Assets - generally consist of assets with a higher . Deleted: E

correlation of returns with inflation than other eligible asset classes.
They include direct real estate, REITs, oil and gas interests,
commodities, inflation-linked bonds, timberland and other hard assets.
These investments may be held through limited partnership, other
commingled funds or as direct ownership interests.

Asset Allocation Policy

The asset allocation policy and ranges herein recognize that the Fund’s return/risk
profile can be enhanced by diversifying the Fund’s investments across different
types of assets whose returns are not closely correlated. Assef allocation policies
have become increasingly complex requiring the need fto disclose the function or
purpose of an asset type within the Fund'’s investment portfolio, in addition to
disclosing the underlying implementation strategies within each asset type. The
targets and ranges seek to protect the Fund against both routine illiquidity in normal
markets and extraordinary illiquidity during a period of extended deflation.
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The long-term asset allocation policy for the Fund must recognize that the 5.5% real
return objective requires a high allocation to broadly defined equities, including
domestic, international stocks, alternative jnvestments, and inflation hedging assets .-

of 65% to 90%. The allocation to deflation hedging and other fixed Income should e

The Board delegates authority to UTIMCO to establish specific neutral asset
allocations and ranges within the broad policy guidelines described above. UTIMCO
may establish specific asset allocation targets and ranges for large and small
capitalization U. S. stocks, established and emerging market international stocks,
marketable and non-marketable alternative equity investments, and other asset
classes as well as the specific performance objectives for each asset class. Specific
asset allocation policies shall be decided by UTIMCO and reported to the U. T.
Board.

Performance Measurement

Investment Guidelines

The Fund must be invested at all times in strict compliance with applicable law.
Investment guidelines include the following:

General

o Investment guidelines for index and other commingled funds managed
externally shall be governed by the terms and conditions of the Investment
Management Contract.

. All investments will be U. S. dollar denominated assets unless held by an
internal or external portfolio manager with discretion to invest in foreign
currency denominated securities.

. Investment policies of any unaffiliated liquid investment fund must be
reviewed and approved by the chief investment officer prior to investment of
Fund assets in such liquid investment fund.

o No securities may be purchased or held which would jeopardize the Fund’s
tax-exempt status.

. No investment strategy or program may purchase securities on margin or use
leverage unless specifically authorized by the UTIMCO Board.

) No investment strategy or program employing short sales may be made

| KiUsersiClhergiworking\PUFInvpolicy091802.doc
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I . The Fund’s investments in warrants shall not exceed mo
Fund’s net assets or 2% with respect to warrants not listed on the New York
or American Stock Exchanges.

| « The Fund may utilize Derivative Securiti
sale of an underlying market index while retaining a cash balance for fund
management purposes; b) facilitate trading; c) reduce transaction costs;

d) seek higher investment returns when a Derivative Security is priced more
attractively than the underlying security; e) index or to hedge risks
associated with Fund investments; or f) adjust the market exposure of the
asset allocation, inciuding long and short strategies and other strategies
provided that the Fund’s use of derivatives gomplies with |
approved Derivatives Policy. The Derivatives Policy shall serve th
of defining the permitted applications under which derivative securities can
be used, which applications are prohibited, and the requirements for the
reporting and oversight of their use. The objective of the Derivatives Policy
is fo facilitate risk management and provide efficiency in the impleméntation
of the investment strategies using derivatives.,

Cas

Holdings of cash and cash equivalents may include internal short term pooled
investment funds managed by UTIMCO.

Unaffiliated liquid investment funds as approved by the chief investment
officer.

Deposits of the Texas State Treasury.
The Fund's custodian late deposit interest bearing liquid investment fund.

Commercial paper must be rated in the two highest quality classes by
Moody's Investors Service, Inc. (P1 or P2) or Standard & Poor's Corporation
(A1 or A2).

Negotiable certificates of deposit must be with a bank that is associated with
a holding company meeting the commercial paper rating criteria specified
above or that has a certificate of deposit rating of 1 or better by Duff &
Phelps.

Bankers’ Acceptances must be guaranteed by an accepting bank with a
minimum certificate of deposit rating of 1 by Duff & Phelps.

Repurchase Agreements and Reverse Repurchase Agreements must be
transacted with a dealer that is approved by UTIMCO and selected by the
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Federal Reserve Bank as a Primary Dealer in U. S. Treasury securities and
rated A-1 or P-1 or the equivalent.

- Each approved counterparty shall execute the Standard Public
Securities Association (PSA) Master Repurchase Agreement with
UTIMCO.

- Eligible Collateral Securities for Repurchase Agreements are limited to
U. S. Treasury securities and U. S. Government Agency securities with
a maturity of not more than 10 years.

- The maturity for a Repurchase Agreement may be from one day to two
weeks.

- The value of all collateral shall be maintained at 102% of the notional
value of the Repurchase Agreement, valued daily.

- All collateral shall be delivered to the PUF custodian bank. Tri-party
collateral arrangements are not permitted.

. The aggregate amount of Repurchase Agreements with maturities greater
than seven calendar days may not exceed 10% of the Fund’s fixed income
assets.

. Overnight Repurchase Agreements may not exceed 25% of the Fund'’s fixed

income assets.

. Mortgage Backed Securities (MBS) Dollar Rolls shall be executed as
matched book transactions in the same manner as Reverse Repurchase
Agreements above. As above, the rules for trading MBS Dollar Rolls shall
follow the Public Securities Association standard industry terms.

Fixed Income

Domestic Fixed [ncome

Holdings of domestic fixed income securities shall be limited to those securities
a) issued by or fully guaranteed by the U. S. Treasury, U. S. Government-
Sponsored Enterprises, or U. S. Government Agencies, and b) issued by
corporations and municipalities. Within this overall limitation:

) Permissible securities for investment include the components of the Lehman
Brothers Aggregate Bond Index (LBAGG): investment grade government and
corporate securities, agency mortgage pass-through securities, and asset-
backed securities. These sectors are divided into more specific sub-indices
1) Government: Treasury and Agency; 2) Corporate: Industrial, Finance,
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FNMA,; and 4) Asset-backed securities. In addition to the permissible
securities listed above, the following securities shall be permissible:

a) floating rate securities with periodic coupon changes in market rates
issued by the same entities that are included in the LBAGG as issuers of
fixed rate securities; b) medium term notes issued by investment grade
corporations; ¢) zero coupon bonds and stiipped Treasury and Agency
securities created from coupon securities; and d) structured notes issued by
LBAGG qualified entities.

. U. S. Domestic Bonds must be rated investment grade, Baa3 or better by
Moody’s Investors Services, BBB- by Standard & Poor’s Corporation, or an
equivalent rating by a nationally recognized rating agency at the time of
acquisition. This provision does not apply to an investment manager that is
authorized by the terms of an investment advisory agreement to invest in
below investment grade bonds.

. Not more than 5% of the market value of domestic fixed income securities
may be invested in corporate and municipal bonds of a single issuer provided
that such bonds, at the time of purchase, are rated, not less than Baa3 or
BBB-, or the equivalent, by any two nationally-recognized rating services,
such as Moody’s Investors Service, Standard & Poor’s Corporation, or Fitch
Investors Service.

Non-U. S. Fixed Income

. Not more than 35% of the Fund’s fixed income portfolio may be invested in
non-U. S. dollar bonds. Not more than 15% of the Fund’s fixed income
portfolio may be invested in bonds denominated in any one currency.

. Non-doliar bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U.S. Fixed Income Portfolio.

. Not more than 7.5% of the Fund’s fixed income portfolio may be invested in
Emerging Market debt.

. International currency exposure may be hedged or unhedged at UTIMCO's
discretion or delegated by UTIMCO tfo an external investment manager.

Equities
The Fund shall:

A hold no more than 25% of its equity securities in any one
industry or industries (as defined by the standard industry

classification code and supplemented by other reliable o .
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B. hold no more than 5% of its equity securities in the
securities of one corporation at cost unless authorized by
the chief investment officer.

Alternative Investments and Inflation Hedging Assets

Investments in alternative assets and inflation hedging assets may be made through
management contracts with unaffiliated organizations (including but not limited to
limited partnerships, trusts, and joint ventures),

serve as directors of companies in which UTIMCO has directly invested Fund
assets. In such event, any and all compensation paid to UTIMCO management for
their services as directors shall be endorsed over to UTIMCO and applied against
UTIMCO management fees. Furthermore, UTIMCO Board approval of UTIMCO
management’s service as a director of an investee company shall be conditioned
upon the extension of UTIMCQO’s Directors and Officers Insurance Policy coverage
to UTIMCO management'’s service as a director of an investee company.

Fund Distributions

The Fund shall balance the needs and interests of present beneficiaries with those
of the future. Fund spending policy objectives shall be to:

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

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

C. ensure that the inflation adjusted value of Fund assets

after distributions is maintained over the long-term.

The goal is for the Fund’s average spending rate over time not to exceed the Fund’s
average annual investment return after inflation and expenses in order to preserve
the purchasing power of Fund distributions and underlying assets.

The Texas Constitution states that “The amount of any distributions to the available
university fund shall be determined by the board of regents of The University of
Texas System in a manner intended to provide the available university fund with a
stable and predictable stream of annual distributions and to maintain over time the
purchasing power of permanent university fund investments and annual distributions
to the available university fund. The amount distributed to the available university
fund 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 bonds and notes issued under this
section. If the purchasing power of permanent university fund investments for any
rolling 10-year period is not preserved, the board may not increase annual
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nonmarketable assets and inflation
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distributions to the availab
permanent university fung Investments js restored, except as necessary to pay the

In conjunction with the annual U, T. System budget process, UTIMCO shall
recommend to the . T. Board in May of each year an amount to be distributed to
the AUF during the next fiscal year, UTIMCO's récommendation on the annual
distribution shall be an amount equal to 4.75% of the trailing twelve Quarter average

FoHowing approval of the distribution amount, distributions from the Fung to the AUF
may be Quarterly or annually at the discretion of UTIMCO Management.

Fund Accounting

applicable. Significant asset write-offs or write-downs shalj be approved by the chief
investment officer and reported to the UTiMco Board of Directors, The Fund’s
financial Statements shaj| be audited each year by an independent accounting firm
selected by UTIMCO's Board,

Valuation of Assets

conclusive.,

Securities Lending
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The Fund may participate in a securities lending contract with a bank or nonbank
security lending agent for either short-term or long-term purposes of realizing
additional income. Loans of securities by the Fund shall be collateralized by cash,
letters of credit or securities issued or guaranteed by the U. S. Government or its
agencies. The collateral will equal at least 100% of the current market value of the
loaned securities. The contract shall state acceptable collateral for securities
loaned, duties of the borrower, delivery of loaned securities and collateral,
acceptable investment of collateral and indemnification provisions. The contract
may include other provisions as appropriate. The securities lending program will be
evaluated from time to time as deemed necessary by the UTIMCO Board. Monthly
reports issued by the agent shall be reviewed by UTIMCO to insure compliance with
contract provisions.

Investor Responsibility

As a shareholder, the Fund has the right to a voice in corporate affairs consistent
with those of any shareholder. These include the right and obligation to vote proxies
in @ manner consistent with the unique role and mission of higher education as well
as for the economic benefit of the Fund. Notwithstanding the above, the UTIMCO
Board shall discharge its fiduciary duties with respect to the Fund solely in the
interest of Fund unitholders and shall not invest the Fund so as to achieve temporal
benefits for any purpose including use of its economic power to advance social or
political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement
as it deems necessary or advisable.

Effective Date
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THE UNIVERSITY OF TEXAS SYSTEM
GENERAL ENDOWMENT FUND

INVESTMENT POLICY STATEMENT

Purpose

The General Endowment Fund (the "Fund"), established by the Board of Regents of
The University of Texas System (the "Board") to be effective on March 1, 2001, is a
pooled fund for the collective investment of long-term funds under the control and
management of the Board. The Fund provides for greater diversification of
investments than would be possible if each account were managed separately.

Fund Organization

The Fund is organized as a mutual fund in which each eligible account purchases
and redeems Fund units as provided herein. The ownership of Fund assets shall at
all times be vested in the Board. Such assets shall be deemed to be held by the
Board, as a fiduciary, regardless of the name in which the assets may be registered.

Fund Management

Ultimate fiduciary responsibility for the Fund rests with the Board. Section 66.08,
Texas Education Code, as amended, authorizes the U. T. Board, subject to certain
conditions, to enter into a contract with a nonprofit Corporation to invest funds under
the control and management of the U. T. Board.

The Fund shall be governed through The University of Texas Investment
Management Company ("UTIMCQ"), a nonprofit Corporation organized for the
express purpose of investing funds under the control and management of the Board.
UTIMCO shall a) recommend investment policy for the Fund, b) determine specific
asset allocation targets, ranges, and performance benchmarks consistent with Fund
objectives, and ¢) monitor Fund performance against Fund objectives. UTIMCO
shall invest the Fund assets in conformity with investment policy.

UTIMCQO may select and terminate unaffiliated investment managers subject to
UTIMCO’s Board approved Delegation of Authority Guidelines. These guidelines are
intended to ensure that the appropriate managers are retained fo pursue a defined
investment strategy within the Fund’s portfolic structure and to define the general
conditions under which a porifolic manager may be place on a waich list or
terminated. Such managers shall have complete investment discretion unless
restricted by the terms of their management contracts. Managers shall be
monifored for performance and adherence to investment disciplines.
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Fund Administration

UTIMCO shall employ an administrative staff to ensure that all fransaction and
accounting records are complete and prepared on a timely basis. Internal controls
shall be emphasized so as to provide for responsible separation of duties and
adequacy of an audit trail. Custody of Fund assets shall comply with applicable law
and be structured so as to provide essential safekeeping and trading efficiency.

Funds Eligible to Purchase Fund Units

No fund shall be eligible to purchase units of the Fund unless it is under the sole
control, with full discretion as to investments, by the Board and/or UTIMCO.

Any fund whose governing instrument contains provisions which conflict with this
Policy Statement, whether initially or as a result of amendments to either document,
shall not be eligible to purchase or hold units of the Fund.

Fund Investment Objectives

The primary investment objective shall be to preserve the purchasing power of Fund
assets by earning an average annual total return after inflation of 5.5% over rolling
ten year periods or longer. The Fund’s success in meeting its objectives depends
upon its ability to generate high returns in periods of low inflation that will offset
lower returns generated in years when the capital markets underperform the rate of
inflation.

The secondary fund objectives are to generate a fund return in excess of the Policy
Portfolio benchmark and the average median return of the universe of the college
and university endowments as reported annually by Cambridge Associates and
NACUBO over rolling five-year periods or longer. The Policy Portfolio benchmark
will be established by UTIMCO and will be comprised of a blend of asset class
indices weighted to reflect Fund’s asset allocation policy targets.

Asset Allocation

Asset allocation is the primary determinant of the volatility of investment return and,
subject to the asset allocation ranges specified herein, is the responsibility of
UTIMCO. Specific asset allocation targets may be changed from time to time based
on the economic and investment outlook. Fund assets shall be allocated among the
following broad asset classes based upon their individual return/risk characteristics
and relationships to other asset classes:
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A Cash Equivalents - are highly reliable in protecting the purchasing power of
current income streams but historically have not provided a reliable return in
excess of inflation. Cash equivalents provide good liquidity under both
deflation and inflation conditions.

B. Fixed Income Investments - Intermediate to long term investment grade
bonds offer the best protection for hedging against the threat of deflation by
providing a dependable and predictable source of Fund income. Below
investment grade bonds including high yield bonds usually behave more like
equities than high-quality bonds such as Treasuries. In the recovery phase of
the market such bonds frequently outperform high-quality bonds.

C. Equities - provide both current income and growth of income, but their
principal purpose is to provide appreciation of the Fund. Historically, returns
for equities have been higher than for bonds over all extended periods.
Therefore, equities represent the best chance of preserving the purchasing
power of the Fund.

within the Absolute Return, Domestic and International Public Equity asset
fypes. Alternative marketable investments may be made directly by UTIMCO

D. Alternative Marketable Investments - e { Formatted: Indent: Left: 0%, Tabs: }
These investments are broadly defined to include hedge funds, arbitrage and <. (Notat "
special situation funds, distressed debt, market neutral, and other non- | Formatted: Indent: Left: 0.5", First
traditional investment strategies whereby the majority of the underlying o TS 05 e Notat
securities are traded on public exchanges or are otherwise readily { Dot |
marketable. These invesiments shall be used as implementation strategies - Deleted: poey— )

or through investments in partnerships or corporate vehicles. | Alternative ...~ Deleted: ifthese investments are
H i B S A ea made through partnerships they offer
marketable investments madg through partnerships or corporate vehicles faster drawdown of committed vapital
have various r edempz‘/on options. and earlier realization potential than
alternative nonmarketable
investments.
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Alternative Nonmarketable investments shall be expected to earn superior », | annually.y
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Fund asset values through their characteristics of low correlation with listed
equities and fixed income instruments. The disadvantages of this asset class
are that they may be illiquid, require higher and more complex fees, and are
frequently dependent on the
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quality of external managers. In addition, they possess a limited return
history versus traditional stocks and bonds. The risk of alternative
nonmarketable investments shall be controlled with extensive due
diligence and diversification. These investments are held through either
limited partnership or as direct ownership interests. They include special
equity, mezzanine venture capital, oil and gas, real estate and other
investments that are privately held and which are not registered for sale
on public exchanges. In partnership form, these investments require a
commitment of capital for extended periods of time with no liquidity. They
also generally require an extended period of time to achieve targeted
investment levels.

| A Inflation Hedging Assets — generally consist of assets with a higher

correlation of returns with inflation than other eligible asset classes. They
include direct real estate, REITs, oil and gas interests, commodities, inflation-
linked bonds, timberfand and other hard assets. These investments may be
held through limited partnership, other commingled funds or as direct
ownership interests.

Asset Allocation Policy
The asset allocation policy and ranges herein recognize that the Fund’s return/risk

profile can be enhanced by diversifying the Fund’s investments across different
types of assets whose returns are not closely correlated. Asset aflocation policies .

1{ Deleted: E )
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have become increasingly complex requiring the need to disclose the function or
purpose of an asset type within the Fund’s investment portfolio, in addition fo
disclosing the underiying implementation strategies within each assef type, The
targets and ranges seek to protect the Fund against both routine illiquidity in normal
markets and extraordinary illiquidity during a period of extended deflation.

The long-term asset allocation policy for the Fund must recognize that the 5.5% real
return objective requires a high allocation to broadly defined equities, including

_..—| Deleted: equity
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The Board delegates authority to UTIMCO to establish specific neutral asset
allocations and ranges within the broad policy guidelines described above. UTIMCO
may establish specific asset allocation targets and ranges for large and small
capitalization U. S. stocks, established and emerging market international stocks,
marketable and non-marketable alternative equity investments, and other asset
classes as well as the specific performance objectives for each asset class. Specific
asset allocation policies shall be decided by UTIMCO and reported to the

U. T. Board.
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Performance Measurement

Investment Guidelines

The Fund must be invested at all times in strict compliance with applicable law.

Investment guidelines include the following:

General

. Investment guidelines for index and other commingled funds managed
externally shall be governed by the terms and conditions of the Investment
Management Contract.

. All investments will be U. S. dollar denominated assets unless held by an
internal or external portfolio manager with discretion to invest in foreign
currency denominated securities.

o investment policies of any unaffiliated liquid investment fund must be
reviewed and approved by the chief investment officer prior to investment of
Fund assets in such liquid investment fund.

) No securities may be purchased or held which jeopardize the Fund’s tax
exempt status.

3 No investment strategy or program may purchase securities on margin or use
leverage unless specifically authorized by the UTIMCO Board.

o No investment strategy or program employing short sales may be made
unless specifically authorized by the UTIMCO Board.

. The Fund’s investments in warrants shall not exceed more than 5% of the

Fund's net assets or 2% with respect to warrants not listed on the New York
or American Stock Exchanges.

| K\UsersiClberg\working\GEF invPolicy091802.doc
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sale of an underlying market index while retaining a cash balance for fund
management purposes; b) facilitate trading; c) reduce transaction costs;

d) seek higher investment returns when a Derivative Security is priced more
attractively than the underlying security; e) index or to hedge risks associated
with Fund investments; or f) adjust the market exposure of the asset
allocation, including long and short strategies and other strategies provided
that the Fund's use of derivatives complies with the UTIMCO Board approved
Derivatives Policy. The Derivatives Policy shall serve the purpose of
defining the permitted applications under which derivative securities can be
used, which applications are prohibited, and the requirements for the
reporting and oversight of their use. The objective of the Derivatives Policy is
to facilitate risk management and provide efficiency in the implementation of
the investment strategies using derivatives.

Cash and Cash Equivalents

. Holdings of cash and cash equivalents may include internal short-term pooled
investment funds managed by UTIMCO.

. Unaffiliated liquid investment funds as approved by the chief investment
officer.

. The Fund’s custodian late deposit interest bearing liquid investment fund.

. Commercial paper must be rated in the two highest quality classes by
Moody’s Investors Service, Inc. (P1 or P2) or Standard & Poor’s Corporation
(A1 or A2).

. Negotiable certificates of deposit must be with a bank that is associated with

a holding company meeting the commercial paper rating criteria specified
above or that has a certificate of deposit rating of 1 or better by Duff &
Phelps.

. Bankers’ Acceptances must be guaranteed by an accepting bank with a
minimum certificate of deposit rating of 1 by Duff & Phelps.

| K\Users\Clbergiworking\GEFinvPolicy091802.doc
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sales, Leverage occurs when the
notional value of the futures contracts
exceeds the value of cash assets
allocated to those contracts by more
than 2%. The cash assets allocated
to futures contracts is the sum of the
value of the initial margin deposit, the
daily variation margin and dedicated
cash balances. This prohibition
against leverage shall not apply
where cash is received within 1
business day following the day the
leverage occurs. UTIMCO's
Derivatives Guidelines shall be used
to monitor compliance with this
policy. Notwithstanding the above,
leverage strategies are permissible
within the alternative equities
investment class with the approval of
the UTIMCO Board, if the investment
strategy is uncomelated to the Fund
as a whole, the manager has
demonstrated skill in the strategy,
and the strategy implements
systematic risk controf techniques,
value at risk measures, and pre-
defined risk parameters.{]

|

<#>Such Derivative Securities shall
be defined to be those instruments
whose valus is derived, in whole or
part, from the value of any one or
more underlying assets, or index of
assets (such as stocks, bonds,
commodities, interest rates, and
curmrencies) and evidenced by
forward, futures, swap, option, and
other applicable contracts.f

UTIMCO shall attempt to minimize
the risk of an imperfect comelation
beitween the change in market value
of the securities held by the Fund and
the prices of Derivative Security
investments by investing in only
those contracts whose behavior is
expected to resemble that of the
Fund's underlying securities.
UTIMCO aiso shall attempt to
minimize the risk of an ifliquid
secondary market for a Derivative
Security contract and the resulting
inability to close a position prior to its
maturity date by entering into such
transactions on an exchange with an
active and liquid secondary market.
The net market value of exposure of
Derivative Securities purchased or
sold over the counter may not
represent more than 15% of the net

assets of the Fund. 1 e [1]
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. Repurchase Agreements and Reverse Repurchase Agreements must be
transacted with a dealer that is approved by UTIMCO and selected by the
Federal Reserve Bank as a Primary Dealer in U. S. Treasury securities and
rated A-1 or P-1 or the equivalent.

- Each approved counterparty shall execute the Standard Public
Securities Association (PSA) Master Repurchase Agreement with
UTIMCO.

- Eligible Collateral Securities for Repurchase Agreements are limited to
U. S. Treasury securities and U. S. Government Agency securities with
a maturity of not more than 10 years.

- The maturity for a Repurchase Agreement may be from one day to two
weeks.

- The value of all collateral shall be maintained at 102% of the notional
value of the Repurchase Agreement, valued daily.

- All collateral shall be delivered to the GEF custodian bank. Tri-party
collateral arrangements are not permitted.

. The aggregate amount of repurchase agreements with maturities greater
than seven calendar days may not exceed 10% of the Fund’s fixed income
assets.

. Overnight Repurchase Agreements may not exceed 25% of the Fund’s fixed

income assets.

. Mortgage Backed Securities (MBS) Dollar Rolls shall be executed as
matched book transactions in the same manner as Reverse Repurchase
Agreements above. As above, the rules for trading MBS Dollar Rolls shall
follow the Public Securities Association standard industry terms.

Fixed Income

Domestic Fixed Income

Holdings of domestic fixed income securities shall be limited to those securities
a) issued by or fully guaranteed by the U. S. Treasury, U. S. Government-
Sponsored Enterprises, or U. S. Government Agencies, and b) issued by
corporations and municipalities. Within this overall limitation:

. Permissible securities for investment include the components of the Lehman

Brothers Aggregate Bond Index (LBAGG): investment grade government and . T %?E E?:dd KAGroupa\AdmimPolioiost
.aoc
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backed securities. These sectors are divided into more specific sub-indices
1) Government: Treasury and Agency; 2) Corporate: Industrial, Finance,
Utility, and Yankee; 3) Mortgage-backed securities: GNMA, FHLMC, and
FNMA; and 4) Asset-backed securities. In addition to the permissible
securities listed above, the following securities shall be permissible:

a) floating rate securities with periodic coupon changes in market rates
issued by the same entities that are included in the LBAGG as issuers of
fixed rate securities; b) medium term notes issued by investment grade
corporations; ¢} zero coupon bonds and stripped Treasury and Agency
securities created from coupon securities; and d) structured notes issued by
LBAGG qualified entities.

° U. S. Domestic Bonds must be rated investment grade, Baa3 or better by o { Formatted: Bullets and Numbering )
Moody’s Investors Services, BBB- by Standard & Poor's Corporation, or an
equivalent rating by a nationally recognized rating agency at the time of
acquisition. This provision does not apply to an investment manager that is
authorized by the terms of an investment advisory agreement to invest in
below investment grade bonds.

. Not more than 5% of the market value of domestic fixed income securities ~ «-— { Formatted: Bullets and Numbering )
may be invested in corporate and municipal bonds of a single issuer provided
that such bonds, at the time of purchase, are rated, not less than Baa3 or
BBB-, or the equivalent, by any two nationally-recognized rating services,
such as Moody's Investors Service, Standard & Poor’s Corporation, or Fitch
Investors Service.

Non-U. S. Fixed Income

. Not more than 35% of the Fund's fixed income portfolio may be invested in
non-U. S. dollar bonds. Not more than 15% of the Fund’s fixed income
portfolio may be invested in bonds denominated in any one currency.

) Non-dollar bond investments shall be restricted to bonds rated equivalent to
the same credit standard as the U. S. Fixed Income Portfolio.

) Not more than 7.5% of the Fund’s fixed incéme portfolio may be invested in
Emerging Market debt.

o international currency exposure may be hedged or unhedged at UTIMCO's
discretion or delegated by UTIMCO to an external investment manager.

_.--1 Deleted: K\Groups\Admin\Policies\2 j
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Equities
The Fund shall:
A. hold no more than 25% of its equity securities in any one industry or
industries (as defined by the standard industry classification code and
supplemented by other reliable data sources) at market

B. hold no more than 5% of its equity securities in the securities of one
corporation at cost unless authorized by the chief investment officer.

Alternative Investments and Inflation Hedging Assets

Investments in alternative assets and inflation hedging assets may be made through
management contracts with unaffiliated organizations. (including but not limited to
limited partnerships, trusts, and joint ventures),

Members of UTIMCO management, with the approval of the UTIMCO Board, may
serve as directors of companies in which UTIMCO has directly invested Fund
assets. In such event, any and all compensation paid to UTIMCO management for
their services as directors shall be endorsed over to UTIMCO and applied against
UTIMCO management fees. Furthermore, UTIMCO Board approval of UTIMCO
management’s service as a director of an investee company shall be conditioned
upon the extension of UTIMCO’s Directors and Officers Insurance Policy coverage
to UTIMCO management’s service as a director of an investee company.

Fund Accounting

The fiscal year of the Fund shall begin on September 1st and end on August 31st.
Market value of the Fund shall be maintained on an accrual basis in compliance with
Financial Accounting Standards Board Statements, Government Accounting
Standards Board Statements, or industry guidelines, whichever is applicable.
Significant asset write-offs or write-downs shall be approved by the chief investment
officer and reported to the UTIMCO Board of Directors. The Fund’s financial
statements shall be audited each year by an independent accounting firm selected
by UTIMCO'’s Board.

Valuation of Assets

As of the close of business on the last business day of each month, UTIMCO shall
determine the fair market value of all Fund net assets and the net asset value per
unit of the Fund. Valuation of Fund assets shall be based on the books and records
of the custodian for the valuation date. Valuation of alternative assets shall be
determined in accordance with the UTIMCO Valuation Criteria for Alternative
Assets.

-1 Deleted: so long as such
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A. . possess specialized investment
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B. . possess full investment discretion
subject to the management
agreementy

C. . are managed by principals with a
demonstrated record of
accomplishment and performance in
the investment strategy being
undertakeny
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D. . align the interests of the Investor
group with the management as
closely as possible

. E. . charge fees and performance
compensation which do not exceed
prevalling industry norms at the time
the terms are negotiated. .

Investments in altemative
nonmarketable assets and inflation
hedging assets also may be made
directly by UTIMCO in co-investment
transactions sponsored by and
invested in by a management firm or
partnership in which the Fund has
invested prior to the co-investment or
in transactions sponsored by
investment firms well known to
UTIMCO management, provided that
such direct investments shall not
exceed 25% of the market value of
the altemative nonmarketable assets
portfolio or the inflation hedging
assets portfolio at the time of the
direct investment. .
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The fair market value of the Fund’s net assets shall include all related receivables
and payables of the Fund on the valuation date and the value of each unit thereof
shall be its proportionate part of such net value. Such valuation shall be final and
conclusive.

Purchase of Fund Units

Purchase of Fund units may be made on any quarterly purchase date (September 1,
December 1, March 1, and June 1 of each fiscal year or the first business day
subsequent thereto) upon payment of cash to the Fund or contribution of assets
approved by the chief investment officer, at the net asset value per unit of the Fund
as of the most recent quarterly valuation date. Each fund whose monies are
invested in the Fund shall own an undivided interest in the Fund in the proportion
that the number of units invested therein bears to the total number of all units
comprising the Fund.

Redemption of Fund Units

Redemption of Units shall be paid in cash as soon as practicable after the quarterly
valuation date of the Fund. Withdrawals from the Fund shall be at the market value
price per unit determined for the period of the withdrawal,

Securities Lending

The Fund may participate in a securities lending contract with a bank or nonbank
security lending agent for either short-term or long-term purposes of realizing
additional income. Loans of securities by the Fund shall be collateralized by cash,
letters of credit, or securities issued or guaranteed by the U. S. Government or its
agencies. The collateral will equal at least 100% of the current market value of the
loaned securities. The contract shall state acceptable collateral for securities
loaned, duties of the borrower, delivery of loaned securities and collateral,
acceptable investment of collateral and indemnification provisions. The contract
may include other provisions as appropriate.

The securities lending program will be evaluated from time-to-time as deemed
necessary by the UTIMCO Board. Monthly reports issued by the agent shall be
reviewed by UTIMCO to insure compliance with contract provisions.

Investor Responsibility

As a shareholder, the Fund has the right to a voice in corporate affairs consistent
with those of any shareholder. These include the right and obligation to vote proxies
in a manner consistent with the unique role and mission of higher education as well
as for the economic benefit of the Fund. Notwithstanding the above, the UTIMCO
Board shall discharge its fiduciary duties with respect to the Fund solely in the
interest of Fund unitholders and shall not invest the Fund so as to achieve temporal
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benefits for any purpose including use of its economic power to advance social or
political purposes.

Amendment of Policy Statement

The Board of Regents reserves the right to amend the Investment Policy Statement
as it deems necessary or advisable.

Effective Date

| The effective date of this policy shall be November 13, 2002., .| Deleted: March 1, 2001,
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Exhibit A: Expected Return and Risk, Neutral Allocations, Ranges and Performance
Objectives for the amended policy effective November 13, 2002.

Exhibit B: Expected Return and Risk, Neutral Allocations, Ranges and Performance
Objectives for the policy effective prior to November 13, 2002,
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Manager Watch List - Update

Formal Communication with Board members:

e Quarterly Reporting - Investment Managers placed on the watch list in addition to new hires and
manager terminations are formally reported to the Board of Directors and the Board of Regents via
the UTIMCO Quarterly Investment Report. This report is distributed or mailed to UTIMCO’s
Board of Directors and the U. T. System Board of Regents subsequent to the closing of the books
and records on a fiscal quarter basis. Fiscal quarter ends are November, February, May, and
August.

e  4/16/02 — Memo distributed to UTIMCO Board members in response to John McStay’s inquiry
regarding UTIMCO’s investment manager watch list.

Watch List Update (As of September 13, 2002):

e JP Morgan —-S&P 500 enhanced index funds’(2) manager -

As of 3/31/02 the endowment funds’ exposure to the JP Morgan mandate was $457.8 million.
Manager was officially placed on watch list for the February 28™ 2002, reporting period. JP
Morgan was placed on the watch list for underperformance relative to the S&P 500 benchmark for
the one and two year period ending February 28, 2002, Manager continued to underperform
relative to the benchmark subsequent to February 28, 2002. Justification for JP Morgan’s
enhanced index fund mandates when compared to the passive alternative could no longer be
supported and the manager was terminated on May 28, 2002. It should be noted that
communication between UTIMCO and the manager was ongoing prior to the placement of the
manager on the watch list.

Termination Last Full One Two Three Five Seven
Manager Date Performance Period Year Years Years Years Years Comments

Under performance since
JP Morgan Research Enhanced Index  May 2002 May 2002 (15.26) (13.15) N/A N/A  N/A inception date of April 2000
S'& P:500 Index (13.83):(12.20)

Under performance since
JP Morgan Structured Stock Selection  May 2002 May 2002 (16.16) (13.03) N/A N/A  N/A inception date of April 2000
S&P500 Index (13.83) " (12:20)

o Fortaleza — Small cap growth manager —

The PUF’s investment with Fortaleza was $35.5 million as of 6/30/02. Fortaleza was hired in
December of 1993 as a HUB manager. Manager was placed on the watch list for the February 28"
2002, reporting period for below median performance as compared to peers as of December 31,
2001 (Frank Russell Universe). Manager indicated that termination would force Fortaleza out of
business. For the three months ended June 30, 2002, manager outperformed small cap growth
index by 2.33% but is a below median performer when compared to peers for the one year period
ending June 30, 2002. Manager is a median performer for the three year period ended June 30,
2002. Manager has not changed their strategy. Small cap growth has not performed for the last
two years. Manager anticipated no changes in the management of the portfolio and completed an
investment management questionnaire at UTIMCO’s request.

1
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ING Pilgrim — small cap growth manager -

As of 6/30/02, ING Pilgrim had $93.6 million under management for the PUF and GEF combined.
Manager was placed on watch list for below median performance when compared to peers for the
2 year reporting period ended December 31, 2001. (Frank Russell Universe) UTIMCO posed
concerns over staff turnover and Mary Lisanti’s involvement in the management of the portfolio.
UTIMCO requested that ING Pilgrim complete an investment manager questionnaire. Strategy
has not changed over time. For the three months ended June 30, 2002, the portfolio has
underperformed relative to the Russell 2000 growth index by 1.87%. Stock selection, lack of
momentum on the securities selected, overexposure to oil services and computer software
provided the largest disparities in return relative to the benchmark. At June 30, 2002, the portfolio
is overweighted relative to the 2000 growth index in consumer cyclical by 15% and healthcare by
3%, M. Lisanti’s focus. For the period ended June 30, 2002 performance remained below median.
UTIMCO will continue to monitor this mandate.

Pilgrim Baxter — small cap value manager —

As of 6/30/02 Pilgrim Baxter had $94.6 million under management for the PUF and GEF
combined. Manager was placed on watch list for substantial underperformance relative to the
Russell 2000 Small Cap Value index for the February 28, 2002 reporting period. UTIMCO
requested an in-depth attribution analysis and requested that the manager complete an investment
manager questionnaire. Pilgrim Baxter in UTIMCO’s opinion is more a GARP manager than a
true value manager. They have maintained greater exposure than the Russell 2000 index to high
growth potential areas such as health care and technology. This strategy has not performed well in
the current market environment and will continue to underperform the value index as long as
market fear and uncertainty exist. This mandate was intended to serve as a risk diversifier to other
small cap managers. It became apparent that the characteristics and strategy employed by this
manager were not going to serve the purpose for which the mandate was intended and the manager
was terminated in July 2002.

Last Full One Two Three Five Seven
Manager Tenmination Date PerformancePeriod  Year  Years Years Years Years Comments
Pilgrim Baxter Value [nvestor July 2002 July 2002 (2328) NA  NA NA NA  Under performance
Russell 2000 Value Index (6.50)
2
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SATELLITE ASSET MANAGEMENT

(To Be Distributed at the Meeting)

k:\groups\utimcocorporate\bod\meetings\020918\meeting020918.doc




