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1) Please provide the number of undergraduate and graduate students year-by-year 
for the last ten years. 
 

 
 



 

 

 
 

  



 

 

2) Please provide the total cost of undergraduate tuition (including all fees) – both 
sticker and average, mean and median – year-by-year for the last ten years.  Please 
provide the amount of tuition assistance (not including loans or work study) that the 
university has provided to undergraduate students year-by-year for the last ten 
years.  For the most recent year, please provide the percentage of students receiving 
university grants (for example, 25%; 50%; 75% and 100% of tuition and fees).  
Please provide the average grant amount. 
 

 
 



 

 

 
 
 



 

 

 
 



 

 

 
 



 

 

 
 



 

 

 
 



 

 

 



 

 

 
 



 

 

3) Please explain your university’s financial aid policy.  How do you inform students 
and parents of that policy?  What outreach efforts does your university take to 
recruit potential low-income students?  How is low-income defined?  What is the 
amount spent on these efforts? 
 
Each UT System institution determines financial aid policy within the framework set by 
federal and state laws and regulations.  UT System institutions package aid to target 
students with the greatest financial need as determined using the federal student aid 
methodology.  Several state and institutional programs also have a merit component; for 
example, requiring that a student complete a college preparatory curriculum in high 
school or maintain a certain minimum grade point average. 
 
In recent years, institutional aid has grown in importance and is now a major source of 
financial aid at UT System institutions.  Each UT System institution has established a 
financial aid guarantee policy that reflects a commitment to cover the full cost of tuition 
and fees through grant aid for students whose family income falls below a certain 
threshold.  For most UT institutions, the threshold is $25,000 a year in family income.  
However, at the flagship institution - UT Austin - eligible students have had all increases 
in flat-rate tuition covered by the program if they come from households with incomes of 
$40,000 or less per year.  Students whose family incomes are in the $40,000 to $80,000 
range are also eligible for partial financial assistance.  Additionally, UT Pan American 
has announced plans to increase its income threshold to $30,000 in the coming academic 
year.  Finally, under state law, a portion of “designated tuition” - the amount above 
“statutory tuition” - ($50 per semester hour) (more in response to question 4 below on 
Texas tuition framework) is set aside for financial aid on campus. 
 
Each institution within UT System undertakes a substantial recruitment effort that 
includes providing prospective students and their families with information on financial 
aid.  These efforts include college fairs at high school campuses and working with high 
school counselors to provide them with information on the availability of financial aid 
and how to apply for aid.  Institutions target historically under-represented groups in their 
recruitment and outreach efforts. 
 
TexasCollegeMoney (TCM) (http://www.texascollegemoney.org/) is a unique outreach 
effort of UT System.  TexasCollegeMoney is a group of internet and human based 
services designed to:  
 

a. provide Texas high school juniors and their families with a realistic 
estimate of the financial aid they can expect to receive if they are admitted 
and enroll at any UT System campus; 



 

 

 
b. help students with the transition from high school to college by facilitating 

personal contacts between participants and college financial aid and 
admissions professionals; and 

 
c. join in support of the Department of Education's goal to increase college 

attendance and the State's higher education goal of Closing the Gaps by 
2015, a campaign adopted by the Texas Higher Education Coordinating 
Board in 2000. 

 
TCM is particularly important in a state such as Texas, where a significant portion of 
potential college students are the first generation in their family to attend college.  
According to the National Center for Educational Statistics, parents and students 
generally either have not considered or overestimated college costs.  TCM allows a 
prospective student to select a university that they are interested in attending, enter some 
basic information about the student and their financial circumstances, and receive an 
estimate of the cost of attending that college along with an early estimate of the financial 
aid package that will be available to assist the student.  TexaCollegeMoney is a model 
program that is being expanded to other universities across the country. 
 
UT System recently (March 20) launched a Web site aimed at helping inform students, 
parents and others about accessing and paying for college.  The Access and Affordability 
site (http://www.utsystem.edu/affordability) also includes campus proposals for tuition 
and fees at UT System institutions planned for the next two academic years and contains 
information and resource links on financial aid, how tuition is used, campus cost-saving 
initiatives, and how to pay for college, among other things.  The user-friendly site also 
includes profiles of current students at each of UT System’s nine academic campuses 
who overcame challenges associated with financing their college educations. 
 
As noted above, UT System institutions have committed to cover the tuition and fees of 
students from families below a certain income threshold.  Generally, that threshold is 
$25,000; however, UT Austin’s policy covers students with a family income up to 
$40,000 and also provides grant aid to students from families whose income is between 
$40,000 and $80,000 to mitigate the impact of any tuition increases. 
 
Moreover, UT System institutions are obligated to make up the difference between 
investment returns on Texas Tomorrow Fund contracts and the actual cost of tuition and 
fees.  The Texas Tomorrow Fund is a State of Texas administered program that allows 
parents of college bound children to contractually lock in a tuition and fee rate today.  If 
tuition and fees rise, Texas Tomorrow Fund enrollees still have the right to attend a 



 

 

public university in Texas at the locked-in rate.  Outside of the control and management 
of UT System, Texas Tomorrow Fund monies are invested.  Even if those investments do 
not fully keep pace with rising tuition and fees, UT System institutions must still honor 
the guaranteed rate.  The Texas Tomorrow Fund transfers to the UT System institutions 
the investment funds for payment of tuition and fees, leaving the campus to fund any 
short fall. 
 
Recruitment and outreach efforts are administered by individual campuses.  UT System 
does not maintain data that specifically identifies that portion of recruitment and outreach 
efforts that are directed at low-income students.  However, efforts to attract and graduate 
diverse and talented students on time are substantial and are a critical part of UT 
System’s strategic plan.  In addition, the State’s Closing the Gaps by 2015 plan for higher 
education includes statewide goals for both participation and success for students from all 
backgrounds, especially those from groups who historically have been underserved by 
higher education in Texas.  UT System campuses are committed to not only providing 
access to higher education, but also to ensuring that students are successful once they 
enter college. 
 

  



 

 

4) Who determines and decides when tuition increases are necessary?  What is the 
process for making this decision?  Does the full Board of Trustees vote on tuition 
increases?  Are students, parents and the public provided an opportunity to 
comment on tuition increases prior to final decisions being made?  What role does 
your university endowment play in providing financial assistance to students? 
 
UT System is governed by a Board of Regents.  The nine members of the Board of 
Regents are individually appointed by the Governor of Texas to staggered six-year terms.  
As described more fully below, the Board of Regents has final approval over tuition 
increases.  The Board of Regents approves tuition increases by recorded vote in a public 
meeting. 
 
In Texas, tuition is made up of “statutory” and “designated” tuition.  Statutory tuition is a 
minimum rate set by the Texas legislature.  Currently, the statutory rate is $50 per 
semester hour.  The governing boards of Texas public universities have the power to set 
higher rates of tuition.  The amount of tuition between statutory tuition and the rate set by 
the governing board is known as designated tuition. 
 
At UT System, the process for setting tuition occurs every two years and begins on each 
campus within UT System.  Campus tuition proposals are put together over several 
months with extensive, inclusive input from students, faculty, and campus administration.  
Tuition Policy Advisory Committees (TPACs) made up of students, faculty, staff, and 
administrators analyze and evaluate fiscal needs and proposals as well as other 
anticipated revenues.  The TPACs conduct consultative, open public forums to explain 
reports and recommendations.  After the TPAC process, the campus proposals are 
reviewed and approved by the campus Presidents, the Executive Vice Chancellors and 
Chancellor of UT System.  The campus proposals are then presented to the Board of 
Regents in an open meeting.  Each campus president presents the tuition proposal and is 
questioned by the Board of Regents.  Student leaders also speak to the Board of Regents.  
This year, as in the past years, every student representative endorsed the tuition proposals 
ultimately approved by the Board of Regents. 
 
Student financial aid benefits from a tuition set aside.  This set aside is statutorily 
provided for as follows: 
 

§ 56.033.  SOURCE OF PROGRAM FUNDING.  (a)  The governing board of 
each institution of higher education, including the Texas State Technical College 
System, shall cause to be set aside: 



 

 

(1)  not less than 15 percent nor more than 20 percent out of each resident 
student's tuition charge under Section 54.051 as provided by the General 
Appropriations Act for the applicable academic year; 

(2)  three percent out of each nonresident student's tuition charge under 
Section 54.051; 

(3)  not less than six percent nor more than 20 percent out of each resident 
student's hourly tuition charge exclusive of out-of-district charges, and $1.50 out 
of each nonresident student's hourly tuition charge, for academic courses at a 
public community or junior college; and 

(4)  not less than six percent nor more than 20 percent of hourly tuition 
charges exclusive of out-of-district charges for vocational-technical courses at a 
public community or junior college. 

 
(b)  Of the funds set aside under this section by an institution, not less than 90 
percent shall be used for Texas Public Educational Grants and not more than 10 
percent shall be used for emergency loans under Subchapter D of this chapter. 

Of this set aside for financial aid, 90% is used for Texas Public Education Grants 
(TPEGs) and 10% for emergency loans.  TPEGs are awarded solely based on financial 
need. 

There is no one fund called the “university endowment” at UT System.  As detailed in 
response to question 5 below, what may be commonly referred to as the endowment 
managed by The University of Texas Investment Management Company (UTIMCO) is a 
diverse collection of funds, endowments, investments, and constitutionally restricted and 
controlled set asides, some of which directly and indirectly benefit financial aid 
programs. 

  



 

 

5) Please explain how your university’s endowment is managed and the role of the 
Board of Directors?  What are your university’s endowment payout and investment 
policies?  What is the mission of your university’s endowment?  When was the last 
time that the university’s endowment policy was reviewed?  When will it next be 
reviewed? 
 
UTIMCO has managed the investment assets for under the fiduciary care of the Board of 
Regents since 1996.  The Board of Regents has delegated investment management 
responsibility for all investments to UTIMCO, subject to compliance with the Board 
approved investment policies.  UTIMCO is an investment corporation dedicated solely to 
the management of investment assets controlled by the Board of Regents.  UTIMCO was 
the first external investment corporation formed by a public university system.  A board 
of directors consisting of three Board of Regents, the Chancellor of UT System, and five 
outside directors with experience in investment management governs UTIMCO.  This 
structure was designed to increase the level of investment expertise in the management of 
investments while preserving the fiduciary authority of the Board of Regents. 
 
UTIMCO manages four major endowment funds for the Board of Regents.  These four 
endowments are the Permanent University Fund (PUF), the Permanent Health Fund 
(PHF), the Long Term Fund (LTF), and the Separately Invested Funds (SIF). 
 
The PUF is a State endowment contributing to the support of 14 of the 16 institutions that 
comprise UT System.  The Texas Constitution restricts the income stream from the PUF 
to be used to secure the payment of principal and interest on the bonds and notes used to 
finance capital construction at the 14 institutions.  Any residual income that remains after 
paying principal and interest may only be used for operational purposes at UT Austin and 
for oversight responsibilities at UT System Administration.  Consequently, the PUF 
cannot be used to fund operating expenses (including tuition mitigation) at 15 of the 16 
UT System institutions. 
 
The Texas Constitution also limits the total amount of bonds and notes that may be issued 
to 20% of the cost value of the investments and other assets of the PUF (exclusive of real 
estate) at the time the debt is issued.  As of November 30, 2007, the total remaining debt 
capacity of the PUF was $293 million.  Due to the aforementioned constitutional debt 
limitation, an increase in the distribution would not increase the debt capacity of the PUF.   
 
The PUF endowment also includes 2.1 million acres of land located in 24 counties in 
north and west Texas (the West Texas Lands) valued at $1.29 billion.  Although a part of 
the PUF, the West Texas Lands are not managed by UTIMCO, but are instead managed 
by a division at UT System.  While the land produces a stream of income, any increase in 



 

 

the distribution percentage would not include the land value and would not produce 
additional revenue to offset tuition. 
 
The PHF is a permanent endowment established by the State Legislature from tobacco 
litigation proceeds restricted for the sole purpose of research at health-related institutions 
on issues that benefit public health.  Due to the legislative restrictions placed on these 
funds, any increase in the distribution would not be available to mitigate tuition increases 
at the academic institutions. 
 
The LTF consists of privately raised endowments benefiting the 16 UT System 
institutions.  To meet the institutions’ need for a steady, dependable revenue stream, the 
LTF adheres to an investment policy approved by the Board of Regents.  Consistent with 
the prudent investor fiduciary standards, the objectives of the LTF’s spending policy are 
to: 
 

• provide a predictable, stable stream of distributions over time; 
• ensure that the inflation adjusted value of distributions is maintained over the long 

term; and 
• ensure that the inflation adjusted value of LTF assets after distributions is 

maintained over the long term. 
 
To meet these objectives, the LTF’s distribution must be set at a rate that is less than the 
expected average annual investment return, after inflation and investment expenses, in 
order to preserve the purchasing power of the LTF.  Currently, the payout rate on both the 
PUF and the LTF is 5%. 
 
Approximately 34% of the LTF is owned by health institutions within UT System, 61% 
is owned by the academic institutions, and 5% is owned by foundations and affiliated 
organizations.  Of the 61% owned by the academic institutions, 25% is dedicated to 
scholarships/fellowships and would not necessarily translate into additional operating 
funds should the distribution be increased.  Ninety-eight percent of the remaining portion 
dedicated to the academic institutions is restricted by donors for specific uses, some of 
which are scholarships and other forms of student financial aid. 
 
The PHF and the LTF are invested in shares of the General Endowment Fund (GEF), a 
broadly diversified pooled investment fund managed by UTIMCO.  The GEF was created 
to increase efficiencies in managing investments, reduce costs, and streamline reporting.  
The management, administration and objectives of each of the endowment funds are 
discussed in the investment policy statements for each respective fund, including payout 
policies, which have been attached to this response as Attachments A through E. 



 

 

 
Representing a permanent legacy, endowment funds provide the means to create a margin 
of excellence in higher education for UT System institutions.  Because endowment funds 
are permanent funds by their nature, they must provide for the economic needs of today 
while remaining intact to provide the same level of economic support for future 
generations, not just the next ten to twenty years, but hundreds of years in the future.  
Balancing the competing needs of current beneficiaries, future beneficiaries and donors is 
the motivating force to achieve the following two objectives: 
 

a. Provide for current beneficiaries by increasing annual distributions at a 
rate at least equal to the current rate of inflation so that real purchasing 
power is maintained, and 
 

b. Provide for future beneficiaries by increasing the market value of 
endowment assets (before adding any current contributions and after 
deducting current distributions) so that future distributions to future 
beneficiaries will buy the same or better level of goods and services 
received by today’s beneficiaries. 

 
The endowment fund investment policies were reviewed during the fall of 2007, and 
changes were approved by the Board of Regents in December 2007.  Changes to the 
policies became effective March 1, 2008. 
 
As required by the Investment Management Services Agreement between UTIMCO and 
the Board of Regents, the investment policies for all funds must be reviewed on an annual 
basis.  The next review is scheduled for summer 2008.  The annual review must include 
distribution (spending) guidelines, long-term investment return expectations and expected 
risk levels, asset class and investment type allocation targets and ranges, expected returns 
for each asset class and investment type and fund, and designated performance 
benchmarks for each asset class and investment type. 
 

  



 

 

6) Please provide the year-by-year net growth of the university’s endowment for the 
last ten years (in both percentage and dollars).  What is the amount of donations the 
endowment has received year-by-year for the last ten years?  Please provide the 
percentage of investment in each asset class (equity, fixed income, hedge funds, 
private equity, venture capital, etc.) and the amount invested outside the United 
States. 
 

Endowment Growth 

 
 

Net Contributions 
 

 
 
 

Endowment
Value

as Reported Change in Percentage
(In millions As of June 30,) to NACUBO Dollars Change

1998 7,647.3$             937.4$      14.0%
1999 8,128.3               481.0        6.3%
2000 10,013.2             1,884.9     23.2%
2001 9,363.6               (649.6)       -6.5%
2002 8,630.7               (732.9)       -7.8%
2003 8,708.8               78.1          0.9%
2004 10,336.7             1,627.9     18.7%
2005 11,611.0             1,274.3     12.3%
2006 13,234.8             1,623.8     14.0%
2007 15,613.7             2,378.9     18.0%

2007
Net Contributions (in millions)

Permanent University Fund (2/3 of 
PUF Land Mineral Income) 52$      35$      51$      77$      55$      65$      96$      124$    136$    169$    
Long Term Fund 69        90        127      115      118      112      263      181      292      349      
Permanent Health Fund (For the 
Benefit of UT System Institutions) -       -       660      -       -       -       -       -       -       -       
Separately Invested Assets 50        11        147      46        9          112      208      18        98        98        

Total 171$    136$    985$   238$   182$   289$   567$    323$    526$   616$   

2005 2006

THE UNIVERSITY OF TEXAS SYSTEM
ENDOWMENT NET CONTRIBUTIONS

YEARS ENDED OF AUGUST 31,

1998 1999 2000 2001 2002 2003 2004



 

 

Asset Allocation 
 

 
 

 

  

Investment Assets:
US Stock 47.53% 44.57% 34.99% 32.80% 27.32% 26.09% 25.24% 21.12% 17.79% 20.76%
Non-US Stocks 9.62% 9.26% 14.59% 13.67% 15.13% 15.83% 17.84% 13.92% 18.17% 17.78%
US Bonds 26.39% 24.05% 13.79% 16.20% 15.74% 10.48% 8.48% 8.32% 7.47% 5.48%
High-Yield Bonds 0.00% 0.00% 0.00% 0.28% 0.23% 0.25% 0.00% 0.00% 0.00% 0.00%
Non-US Bonds 1.31% 1.20% 2.25% 1.96% 2.70% 4.34% 1.84% 1.97% 1.42% 0.83%
Cash 1.01% 1.33% 2.69% 4.06% 1.40% 0.70% 3.02% 2.17% 2.40% 3.67%
Private Real Estate 1.18% 1.15% 0.98% 0.96% 1.20% 1.28% 1.10% 0.98% 0.85% 0.72%
Public Real Estate (e.g. REITs) 2.46% 1.97% 3.06% 4.00% 6.01% 5.94% 5.14% 4.93% 4.88% 3.79%
Venture Capital 0.80% 1.36% 2.87% 3.25% 2.35% 1.53% 1.53% 1.88% 1.88% 2.04%
Non-Venture Private Equity (Buyouts) 4.27% 6.52% 7.51% 7.47% 8.15% 8.59% 6.78% 6.25% 6.23% 6.83%
Hedge Funds 0.00% 3.10% 6.25% 9.35% 11.08% 16.18% 16.74% 20.67% 19.66% 20.53%
Inflation Linked Bonds (TIPS) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 4.02% 3.54% 3.06%
Oil and Gas 0.40% 0.15% 0.29% 0.46% 0.45% 0.20% 1.01% 0.92% 0.97% 0.77%
Distressed Securities 0.00% 0.00% 0.15% 0.46% 0.00% 0.00% 2.44% 1.87% 1.85% 2.28%
Commodities 0.00% 0.00% 4.29% 0.00% 2.36% 1.26% 2.89% 4.33% 4.48% 3.21%

Total Investment Assets 94.95% 94.65% 93.73% 94.93% 94.11% 92.68% 94.04% 93.35% 91.59% 91.76%

PUF Lands:
  Oil 1.79% 2.22% 3.20% 2.53% 2.40% 2.95% 1.94% 3.34% 5.07% 3.81%
  Gas 1.90% 1.85% 2.03% 1.43% 2.27% 3.12% 2.95% 2.36% 2.45% 3.62%
  Surface 1.35% 1.28% 1.04% 1.12% 1.21% 1.25% 1.06% 0.95% 0.89% 0.81%
    Total PUF Lands 5.05% 5.35% 6.27% 5.07% 5.89% 7.32% 5.96% 6.65% 8.41% 8.24%

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2006 20071998 1999 2000 2001

THE UNIVERSITY OF TEXAS SYSTEM
ENDOWMENT ASSET ALLOCATION

AS OF JUNE 30,

2002 2003 2004 2005



 

 

7) Please explain how you determine what is considered part of the university 
endowment.  In other words, how is your endowment defined?  Are there any other 
long term investments that are not included in the endowment as reported to 
NACUBO?  If so, what are they and what are their values? 
 
As indicated earlier, what may be referred to as the endowment is actually a collection of 
funds with difference sources and uses.  For purposes of reporting endowment assets 
annually to NACUBO, UT System includes 2/3 of the PUF (1/3 of these funds benefits 
Texas A&M University System, which is separate from UT System), the LTF, which is 
the private endowment investment pool, the portion of the PHF which benefits UT 
System institutions (approximately 80%), and any separately invested assets or assets that 
are restricted from being invested in the pooled funds due to donor or other restrictions.  
The PHF and the LTF are further pooled for investment purposes into the GEF (as 
discussed in response to question 5 above).  The GEF does not represent additional funds 
for UT System. 
 

  



 

 

8) What has been the cost of management of the endowment year-by-year for the last 
ten years? 
 

 
 
 

  

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Permanent University Fund 0.10% 0.09% 0.17% 0.22% 0.29% 0.31% 0.33% 0.35% 0.41% 0.29%
Investment Management (4) 0.10% 0.09% 0.13% 0.17% 0.22% 0.23% 0.27% 0.29% 0.35% 0.25%
Administrative (1) (5) 0.00% 0.00% 0.04% 0.05% 0.07% 0.08% 0.06% 0.06% 0.06% 0.04%

General Endowment Fund (2) N/A N/A N/A 0.09% 0.20% 0.17% 0.24% 0.27% 0.23% 0.20%
Investment Management (4) N/A N/A N/A 0.09% 0.20% 0.17% 0.24% 0.27% 0.23% 0.20%
Administrative (5) N/A N/A N/A 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Permanent Health Fund (3) N/A N/A 0.20% 0.11% 0.07% 0.10% 0.08% 0.06% 0.06% 0.08%
Investment Management (4) N/A N/A 0.20% 0.11% 0.07% 0.10% 0.08% 0.06% 0.06% 0.08%
Administrative (5) N/A N/A 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Long Term Fund 0.32% 0.34% 0.33% 0.14% 0.19% 0.23% 0.19% 0.15% 0.14% 0.17%
Investment Management (4) 0.30% 0.32% 0.31% 0.12% 0.08% 0.12% 0.10% 0.06% 0.05% 0.08%
Administrative (5) 0.02% 0.02% 0.02% 0.02% 0.11% 0.11% 0.09% 0.09% 0.09% 0.09%

Total 0.16% 0.15% 0.21% 0.22% 0.31% 0.32% 0.35% 0.35% 0.38% 0.31%
Investment Management (4) 0.15% 0.14% 0.18% 0.18% 0.24% 0.24% 0.28% 0.29% 0.32% 0.26%
Administrative (5) 0.01% 0.01% 0.03% 0.04% 0.07% 0.08% 0.07% 0.06% 0.06% 0.05%

(1)       Prior to November 29, 1999, expenses related to PUF Lands were paid from the AUF. 
(2)       The inception date for the General Endowment Fund was March 1, 2001. 
(3)       The inception date for the Permanent Health Fund was August 30, 1999. 
(4)       Management fees that are netted from asset valuations, and are not paid directly by the Funds are not included, as they are a reduction to the Total Investment Return.
(5)       Non investment related expenses.

The University of Texas System
Ratio of Expenses to Total Endowment Assets

For Periods Ended August 31, 



 

 

9) What was the payout (both in dollars and percentage) from the endowment year-by-
year for the last ten years?  What is the targeted payout (in percentage) from the 
endowment year-by-year for the last ten years?  If either the actual and/or targeted 
payout is below 5%, please explain how this meets the needs of the current student 
body.  If there is a material variation between actual and targeted, please explain.  
What were the top 10 major expenditures from the endowment last year? 
 

 
 

The actual ratio of distributions is based on a one year average.  The target distributions 
are based upon a trailing 12 quarter average.  The trailing 12 quarter average is used to 
calculate the distributions in order to reduce the volatility of the annual distribution. 
 
In February of 2008, the Board of Regents increased the payout from 4.75% to 5%. 
 
The expenditures and the legal and donor limitations on those expenditures are discussed 
in the responses to both questions 5 and 10. 

  

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Permanent University Fund 173.3$ 175.9$ 198.4$ 211.4$ 225.6$ 242.0$ 232.0$ 227.4$ 238.2$ 267.1$ 
Long Term Fund 83.8     93.8     107.4   119.3   126.7   136.1   152.2   163.3   177.2   198.9   
Permanent Health Fund -       -       29.7     30.4     31.0     31.0     31.0     31.0     31.8     32.7     
Separately Invested Assets 8.0       7.9       8.4       8.8       7.4       7.4       10.3     13.0     13.4     12.4     

265.1$ 277.6$ 343.9$ 369.9$ 390.7$ 416.5$ 425.5$ 434.7$ 460.6$ 511.1$

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Ratio of Distributions to Average 
Net Assets (One Year Average)

Permanent University Fund (1) 3.87% 3.68% 3.77% 4.06% 4.73% 5.41% 4.44% 3.89% 3.64% 3.55%
Long Term Fund 4.04% 4.19% 3.99% 4.31% 4.86% 5.40% 4.89% 4.51% 4.27% 4.00%
Permanent Health Fund N/A N/A 4.28% 4.51% 5.05% 5.48% 4.81% 4.39% 4.13% 3.86%

Target Distribution Rates (Three 
Year Average)

Permanent University Fund 4.50% 4.50% 4.50% 4.50% 4.50% 4.75% 4.75% 4.75% 4.75% 4.75%
Long Term Fund 4.50% 4.50% 4.50% 4.50% 4.50% 4.75% 4.75% 4.75% 4.75% 4.75%
Permanent Health Fund 4.50% 4.50% 4.50% 4.50% 4.50% 4.75% 4.75% 4.75% 4.75% 4.75%

The University of Texas System
Endowment Fund Distributions
For Periods Ended August 31, 

(1)  Prior to the fiscal year ending August 31, 2000 the Texas Constitution required the distribution of 100% of investment income to the Available University Fund 
and prohibited the distribution of capital gains.  The passage of Proposition 17 in November 1999 allowed the Permanent University Fund to convert to a total 
return based methodology allowing the distribution of realized and unrealized appreciation from the fund.



 

 

10) How much of the endowment is subject to permanent spending restrictions or 
limitations set by the original donor?  Of the portion subject to permanent 
limitations, what percentage is restricted for need-based scholarships?  What 
portion is restricted for undergraduate financial aid?  Please provide the top five 
types of restrictions on endowment by category.  What percentage of the 
endowment is subject to significant limitations placed on it due to a decision by the 
board (or a subcommittee of the board) or a college or university official – such as a 
set-aside for a specific program?  Please provide the investment return to the 
endowment year-by-year for the last ten years. 
 
As reported in the 2007 NACUBO Endowment Study, UT System has total endowment 
holdings totaling $15.61 billion.  Of that total, $7.78 billion (49.8%) is limited by the 
Texas Constitution to capital construction (with the exception of UT Austin, which 
receives distributions for operations – see discussion of the PUF in response to question 5 
above), $1.29 billion (8.3%) is in the form of perpetual land holdings (the West Texas 
Lands), $890 million (5.7%) is restricted to research at public health related institutions, 
$1.93 billion (12.4%) belongs to UT health institutions, $294 million (1.9%) belongs to 
foundations and affiliated organizations, and $849 million (5.4%) is dedicated to 
scholarships at the academic institutions.  The remaining $2.58 billion (16.5%) has 
restrictions placed by donors on how 98% of the income produced by those funds may be 
spent. 
 
At the academic institutions, the portion of the $849 million dedicated to scholarships is 
not segregated between need-based and non-need-based scholarships.  The health 
institutions’ total above includes $122 million dedicated to scholarships; therefore, the 
amount dedicated to scholarships for both academic and health institutions totals $971 
million.  Approximately $812 million of that total is dedicated to undergraduates. 
 
The restrictions placed on UT System’s endowments fall into two broad categories:  
(1) Texas Constitutional restrictions for the PUF and PHF, as discussed in response to 
question 5 above; and (2) donor restrictions. 
 
A vast majority of the remaining endowments have restrictions in place that dictate how 
earnings may be spent.  Only about 4% of funds invested in endowments have flexibility 
in how they may be spent by the academic and health institutions.  The donor restrictions 
generally relate to three areas:  scholarships and fellowships (discussed above); chairs 
and professorships; and research and excellence. 
 
Distributions from endowment earnings for chairs and professorships are used for 
professional support for the holder of the endowed position, including assistance in the 



 

 

holder’s research.  Endowment earnings are also allocated to support research, in general, 
besides the amounts dedicated to chair holders.  Additionally, some endowment 
distributions are used to support excellence throughout the institution which would 
capture funds earmarked for support for various purposes such as:  support for a 
particular program in a college or department; a special initiative such as curriculum 
development initiated by a dean; to pay for travel expenses for visiting lecturers; to pay 
salaries to teaching assistants; or to provide funding to purchase materials, supplies or 
equipment for the department. 
 
As discussed above, limitations are placed on UT System’s endowment funds by both the 
Texas Constitution and by donors, leaving only a small percentage of funds available for 
institution officials to dedicate to a particular purpose.  These funds are mostly comprised 
of funds invested in Funds Functioning as Endowments, or “quasi” endowments, which 
totaled $210 million as of August 31, 2007.  As previously mentioned, this represents 
about 4% of the endowments not restricted by the Texas Constitution.  Typically, quasi 
endowments have specific planned uses for their earnings documented by the institution.  
These uses include the same types of items that “true” endowments are dedicated to 
support such as scholarships and excellence programs at the institution. 
 
The investment returns for UT System’s endowments are tracked in two separate funds, 
the PUF and the GEF.  Information related to the PUF was provided above.  The GEF is 
made up of two sub-funds, the PHF and the LTF, also discussed in response to question 5 
above. 
 
 

 
 

  

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Permanent University Fund 19.20% 8.12% 11.45% -3.32% -4.85% 2.30% 20.05% 13.52% 12.87% 17.96%
Long Term Fund 18.76% 7.87% 16.51% -3.52% -4.34% 2.91% 19.88% 13.43% 12.64% 18.28%
Permanent Health Fund N/A N/A N/A -4.21% -4.42% 2.78% 19.93% 13.43% 12.63% 18.28%

THE UNIVERSITY OF TEXAS SYSTEM
ENDOWMENT FUNDS NET RETURNS

YEARS ENDING JUNE 30,



 

 

11) Please explain the fee arrangement to investment advisors.  How is the fee and 
compensation measured and determined?  What is the process to review 
reasonableness of the fee and compensation and what comparables are used?  Who 
reviews and approves the fee?  Who pays the fee (the endowment, general funds)?  
Please explain what relationship, if any, exists between endowment size and/or 
growth and the compensation given to the college or university president and the 
endowment manager.  Please list what endowment-related bonuses, if any, either the 
college or university president or the investment manager has received year-by-year 
for the last ten years. 
 
The Board of Regents contracts with UTIMCO (as discussed in response to question 5 
above) to manage the investment assets under the fiduciary care of the Board of Regents.  
As provided in response to question 8 above, the investment management costs consist of 
three types of fees: UTIMCO management fees, external investment manager fees, and 
other external service provider fees.  UTIMCO’s management fees cover the 
management costs of UTIMCO including personnel costs, travel, subscriptions, office 
occupancy, professional expenses, hiring costs, etc. 
 
In addition to the UTIMCO fee, there are fee arrangements with the investment advisors 
that UTIMCO hires.  All investment advisors under agency agreements (external 
managers) charge a “base fee” which is either a flat rate or decelerating rate schedule that 
is applied to the dollar amount (or market value) of the funds managed by the manager.  
The base fees are billed on a calendar quarter basis.  The market value used can be either 
the 3-month average market value or the market value as of the last day of the quarter.  
Several external managers charge a performance/incentive fee.  This fee is based on 
whether the manager’s performance exceeds their benchmark, which is stipulated in their 
Investment Advisory Agreements (IAA).  There are various ways incentive fees are 
calculated among the managers used.  With some managers, a flat rate is applied to 
“excess” performance.  Other managers must achieve a hurdle (i.e. performance of 200 
basis points over a benchmark) before earning an incentive fee.  These fees are based on 
the market values and performance over a period of one to three years, also stipulated in 
their IAA. 
 
Fees incurred by partnerships, mutual funds, and other unit or share based funds, such as 
hedge funds, are netted directly against returns by the manager in accordance with 
standard industry practice. 
 
As part of the overall costs related to UTIMCO’s management of the investment funds, 
costs are also incurred for external service providers such as custodians, consultants, 
performance and risk measurements, audit fees, etc. 



 

 

 
The investment management costs consist of three types of fees: UTIMCO management 
fees, external investment manager fees and other external service provider fees.  The 
UTIMCO fee is based on the actual costs incurred by UTIMCO.  An annual budget is 
prepared by UTIMCO staff which is reviewed by UT System staff.  The UTIMCO 
budget, including budgeted investment management fees, is approved by the UTIMCO 
Board and the Board of Regents. 
 
External manager fees vary according to the complexity, strategy, sector of the market 
involved, the risk adjusted expected returns of each investment manager, and the overall 
market demand for investment manager services.  Fee proposals from potential 
investment managers are compared to other potential manager proposals as well as the 
existing managers in the endowment fund portfolios.  Fee differences between managers 
are analyzed to reconcile qualitative and quantitative aspects of the prospective managers, 
including, but not limited to, region or country specific elements or specialized type 
strategy elements.  UTIMCO’s investment management staff maintains a good 
perspective of the market through discussions with the many potential and existing 
external investment managers they meet with over the course of time.  Other external 
service provider fees are negotiated and reviewed by UTIMCO staff to ensure that they 
are both competitive and reasonable. 
 
UTIMCO’s accounting manager reviews all invoices.  The payment is approved by two 
authorized people from UTIMCO’s accounting management group. 
 
There is not a relationship between the endowment size and/or growth and the 
compensation of UTIMCO as the endowment manager or the UT System Chancellor or 
any UT System institution president.  Most of the employees (investment and manager 
level back office personnel) of UTIMCO have base salaries set with reference to the 
median level for similar job functions in a universe of endowments, foundations, and 
private investment management firms constructed by a compensation consultant.  
Bonuses are based on investment and individual performance.  Investment performance 
includes peer benchmarks and benchmark level returns in the asset classes.  Target total 
compensation (salary plus target bonus) is positioned at the market median.  Maximum 
total compensation (salary plus maximum bonus) is targeted at the market 75th percentile 
if performance is outstanding.  Target and maximum total compensation levels are also 
based on a benchmarking study conducted by a nationally recognized compensation 
consultant. 
 
Neither the presidents of the individual campuses nor the Chancellor earn a bonus based 
on endowment performance.  Employees of UTIMCO do have the potential to earn 



 

 

incentive bonuses based on UTIMCO’s performance.  The following chart sets forth the 
bonuses paid by UTIMCO to all UTIMCO employees. 
 

 
 

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

UTIMCO 241,276 437,283 495,020 101,985 239,416 1,088,343 1,685,659 1,994,894 2,159,647 2,082,700 
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THE UNIVERSITY OF TEXAS SYSTEM 
PERMANENT UNIVERSITY FUND 

INVESTMENT POLICY STATEMENT 
 

 
Purpose 
 
The Permanent University Fund (the “PUF”) 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). 
 
PUF Organization 
 
The PUF 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 PUF were completed in 1883 with the 
contribution of an additional one million acres of land.  Today, the PUF contains 
2,109,190 acres of land (the “PUF Lands”) located in 19 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, primarily from 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 pursuant to this Policy 
Statement.  Surface income, as a renewable source of income, is distributed to the 
Available University Fund (the “AUF”), as received.  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 
the A&M System, respectively, AUF receipts are expended for debt service on PUF 
bonds.  Article VII of the Texas Constitution authorizes the U. T. System Board of 
Regents (the “Board of Regents”) and the Texas A&M University System Board of 
Regents (the “TAMUS Board”) to issue bonds payable 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 interest of 
the related System in AUF receipts during the preceding fiscal year covers projected 
debt service on all PUF Bonds of that System by at least 1.5 times. 
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Second, AUF receipts are expended 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: 
 
 
 
 

 
 
 

West Texas Lands Investments 
(2.1 million acres)     

Surface Income      Investment Distributions   

2/3 to UT System 1/3 to A&M System

Exhibit 1

The University of Texas at Austin
   U. T. System Administration 

            Texas A&M 
    Prairie View A&M University    
   A&M System Administration    

Mineral Receipts

Permanent University 

Available University 

Payment of interest & principal on UT-issued 
PUF Bonds 

Payment of interest & principal on A&M-
issued PUF Bonds     
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PUF Management 
 
Article VII, Section 11b of the Texas Constitution assigns fiduciary responsibility for 
managing and investing the PUF to the Board of Regents.  Article VII, Section 11b 
authorizes the Board of Regents, subject to procedures and restrictions it 
establishes, to invest the PUF in any kind of investments and in amounts it considers 
appropriate, provided that it adheres to the prudent investor standard.  This standard 
provides that the Board of Regents, in making investments, may acquire, exchange, 
sell, supervise, manage, or retain, through procedures and subject to restrictions it 
establishes and in amounts it considers appropriate, any kind of investment that 
prudent investors, exercising reasonable care, skill, and caution, would acquire or 
retain in light of the purposes, terms, distribution requirements, and other 
circumstances of the fund then prevailing, taking into consideration the investment of 
all the assets of the fund rather than a single investment. 
 
Ultimate fiduciary responsibility for the PUF rests with the Board of Regents.  
Section 66.08 of the Texas Education Code, as amended, authorizes the Board 
of Regents, subject to certain conditions to enter into a contract with a nonprofit 
corporation to invest funds under the control and management of the Board of 
Regents. 
 
Pursuant to an Investment Management Services Agreement between the 
Board of Regents and The University of Texas Investment Management Com-
pany (“UTIMCO”), the PUF shall be managed by UTIMCO, which shall 
a) recommend investment policy for the PUF, b) recommend specific Asset Class 
and Investment Type allocation targets, ranges and performance benchmarks 
consistent with PUF objectives, and c) monitor PUF performance against PUF 
objectives.  UTIMCO shall invest the PUF’s assets in conformity with this Policy 
Statement.  All changes to this Policy Statement or the exhibits to this Policy 
Statement, including changes to Asset Class and Investment Type allocation 
targets, ranges, and performance benchmarks, are subject to approval by the Board 
of Regents. 
 
UTIMCO may select and terminate unaffiliated investment managers subject to the 
Delegation of Authority Policy approved by the UTIMCO Board.  Managers shall be 
monitored for performance and adherence to investment disciplines. 
 
PUF 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 PUF assets shall comply with applicable law 
and be structured so as to provide essential safekeeping and trading efficiency. 
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PUF Investment Objectives 
 
The PUF and the General Endowment Fund (the “GEF”) are pooled for efficient 
investment purposes.  The primary investment objective for each fund shall be to 
preserve the purchasing power of fund assets and annual distributions by earning an 
average annual real return over rolling ten-year periods or longer at least equal to 
the target distribution rate of such fund plus the annual expected expense.  The 
current 5.1% target was derived by adding the PUF’s current target distribution rate 
of 4.75% plus an annual expected expense of .35%.  The target is subject to 
adjustment from time to time consistent with the primary investment objectives for 
the funds.   
 
The secondary investment objectives are to generate (i) average annual returns 
adjusted for downside risk in excess of the Policy Portfolio adjusted for downside 
risk over rolling five-year periods and (ii) average annual returns in excess of the 
median return of the universe of the college and university endowments with assets 
greater than $1 billion as reported by Cambridge Associates over rolling five-year 
periods.  The Policy Portfolio benchmark will be maintained by UTIMCO and will be 
comprised of a blend of Asset Class and Investment Type indices weighted to reflect 
PUF’s Asset Class and Investment Type allocation policy targets as defined in 
Exhibit A. 
 
Investments must be within the Asset Class and Investment Type ranges, prudently 
diversified, and within the approved Policy Risk Bounds, as defined in Exhibit A, and 
measured at least monthly by UTIMCO’s risk model.  Liquidity of the PUF will be 
governed by the Liquidity Policy, overseen by the Risk Committee of the UTIMCO 
Board. 
 
PUF return, Asset Class and Investment Type allocations, and risk targets are 
subject to adjustment from time to time by the Board of Regents. 
 
Asset Class and Investment Type Allocation and Policy 
 
Asset Class and Investment Type allocation is the primary determinant of the 
volatility of investment return and, subject to the Asset Class and Investment Type 
allocation ranges specified in Exhibit A, is the responsibility of UTIMCO.  UTIMCO is 
responsible for measuring actual Asset Class and Investment Type allocation at 
least monthly (incorporating the impact of derivative positions covered under the 
Derivative Investment Policy), and for reporting the actual portfolio Asset Class and 
Investment Type allocation to the UTIMCO Board and the Board of Regents at least 
quarterly. While specific Asset Class and Investment Type allocation positions may 
be changed within the ranges specified in Exhibit A based on the economic and 
investment outlook from time to time, the range limits cannot be intentionally 
breached without prior approval of the Board of Regents. 
 
In the event that actual portfolio positions in Asset Class or Investment Type or the 
Portfolio Projected Downside Deviation move outside the ranges indicated in 
Exhibit A due to market forces that shift relative valuations, UTIMCO staff will 
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immediately report this situation to the UTIMCO Board Chairman and take steps to 
rebalance portfolio positions back within the policy ranges in an orderly manner as 
soon as practicable. Extenuating circumstances that could cause immediate 
rebalancing to be irrational and detrimental to the interest of the PUF asset values 
could warrant requesting approval of the UTIMCO Board Chairman to waive 
immediate remedial action. 
 
PUF assets shall be allocated among the following broad Asset Classes and 
Investment Types based upon their individual return/risk characteristics and 
relationships to other Asset Classes and Investment Types: 
 
Asset Classes: 
 

Investment Grade Fixed Income – Investment Grade Fixed Income 
represents ownership of fixed income instruments, including real and 
nominal, US and non-US, and across all maturities that are rated investment 
grade, including cash as defined in the Liquidity Policy. 
 
Credit-Related Fixed Income – Credit-Related Fixed Income represents 
ownership of fixed income instruments, including real and nominal, US and 
non-US, and across all maturities that are rated below investment grade. 
 
Natural Resources - Natural Resources represents ownership directly or in 
securities, the value of which are directly or indirectly tied to natural 
resources including, but not limited to, energy, metals and minerals, 
agriculture, livestock and timber. 
 
Real Estate - Real Estate represents primarily equity ownership in real 
property including public and private securities. 
 
Developed Country Equity – Developed Country Equity represents 
ownership in companies domiciled in developed countries as defined by the 
composition of the MSCI World Index. 
 
Emerging Markets Equity – Emerging Markets Equity represents ownership 
in companies domiciled in emerging economies as defined by the 
composition of the MSCI Emerging Markets Index.  In addition, such 
definition will also include those companies domiciled in economies that 
have yet to reach MSCI Emerging Markets Index qualification status (either 
through financial or qualitative measures). 
  

Investment Types: 
 
 More Correlated & Constrained Investments – Mandates that exhibit higher 

levels of beta exposure to the underlying assets being traded, tend to be in a 
single Asset Class, have lower levels of short exposure and leverage, have 
more underlying security transparency, are more likely to be in publicly traded 
securities and are less likely to entail lock-ups. 
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 Less Correlated & Constrained Investments – Mandates that exhibit lower 

levels of beta exposure to the underlying assets being traded, may be across 
Asset Classes, may have higher levels of short exposure and leverage, may 
not have underlying security transparency, are more likely to be in publicly 
traded securities and may entail lock-ups. 

 
 Private Investments – Mandates that invest primarily in non-public securities 

and typically entail capital commitments, calls and distributions. 
 

All mandates will be categorized at inception and on an ongoing basis by Asset 
Class and Investment Type according to the Mandate Categorization Procedures as 
approved by the UTIMCO Board and then in effect. 
 
Performance Measurement 
 
The investment performance of the PUF will be measured by the PUF’s custodian, 
an unaffiliated organization, with recognized expertise in this field and reporting 
responsibility to the UTIMCO Board, and compared against the stated Policy 
Benchmarks of the PUF, as indicated in Exhibit A (incorporating the impact of 
internal derivative positions) and reported to the UTIMCO Board and the Board of 
Regents at least quarterly.  Monthly performance data and net asset values will be 
available on the UTIMCO website within a reasonable time after each month end.   
 
Investment Guidelines  
 
The PUF must be invested at all times in strict compliance with applicable law.  
 
Investment guidelines include the following: 
 
General 
 
• Investment guidelines for index, commingled funds, limited partnerships, and 

corporate vehicles managed externally shall be governed by the terms and 
conditions of the respective investment management contracts, partnership 
agreements or corporate documents. 

 
• Investment guidelines of all other externally managed accounts as well as 

internally invested funds must be reviewed and approved by UTIMCO’s Chief 
Investment Officer prior to investment of PUF assets in such investments. 

 
• No securities may be purchased or held which would jeopardize the PUF’s 

tax-exempt status. 
 
• No internal investment strategy or program may purchase securities on 

margin or use leverage unless specifically authorized by the UTIMCO Board. 
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• No internal investment strategy or program employing short sales may be 
made unless specifically authorized by the UTIMCO Board. 

 
• The PUF’s investments in warrants shall not exceed more than 5% of the 

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

 
• The PUF may utilize derivatives only in accordance with the Derivative 

Investment Policy. 
 
Investment Grade and Credit-Related Fixed Income 
 
Not more than 5% of the market value of fixed income securities may be invested in 
corporate and municipal bonds of a single issuer.  

 
Real Estate, Natural Resources, Developed Country Equity, and Emerging Markets 
Equity 
 
• Not more than 25% of the market value of equity securities may be invested 

in any one industry or industries (as defined by the standard industry 
classification code and supplemented by other reliable data sources) at cost. 

 
• Not more than 5% of the market value of equity securities may be invested in 

the securities of one corporation at cost. 
 
• Not more than 7.5% of the market value of equity and fixed income securities 

taken together may be invested in one corporation at cost. 
 

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

• provide a predictable, stable stream of distributions over time; 
 
• ensure that the inflation adjusted value of distributions is maintained 

over the long term; and 
 
• ensure that the inflation adjusted value of PUF assets after 

distributions is maintained over rolling 10-year periods. 
 
The goal is for the PUF’s average spending rate over time not to exceed the PUF’s 
average annual investment return after inflation and expenses in order to preserve 
the purchasing power of PUF 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 
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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 
distributions to the available university fund until the purchasing power of the 
permanent university fund investments is restored, except as necessary to pay the 
principal and interest due and owing on bonds and notes issued under this section.  
An annual distribution made by the board to the available university fund during any 
fiscal year may not exceed an amount equal to seven percent of the average net fair 
market value of permanent university fund investment assets as determined by the 
board, except as necessary to pay any principal and interest due and owing on 
bonds issued under this section.  The expenses of managing permanent university 
fund land and investments shall be paid by the permanent university fund.” 
 
Annually, the Board of Regents will approve a distribution amount to the Available 
University Fund. 
 
In conjunction with the annual U. T. System budget process, UTIMCO shall 
recommend to the Board of Regents each May, or at other times as needed, an 
amount to be distributed to the AUF during the next fiscal year.  UTIMCO's 
recommendation to the Board of Regents shall be an amount equal to 4.75% of the 
trailing 12-quarter average of the net asset value of the PUF for the quarter ending 
February of each year unless the average annual rate of return of the PUF 
investments over the trailing 12 quarters exceeds the Expected Return by 25 basis 
points or more, in which case the distribution shall be 5.0% of the trailing 12-quarter 
average.  "Expected Return" is the Expected Annual Return or Benchmarks set out 
in Exhibit A to this Policy Statement. 
 
Following approval of the distribution amount, distributions from the PUF to the AUF 
may be quarterly or annually at the discretion of UTIMCO Management. 
 
PUF Accounting 
 
The fiscal year of the PUF shall begin on September 1st and end on August 31st.  
Market value of the PUF shall be maintained on an accrual basis in compliance with 
Generally Accepted Accounting Principles (“GAAP”), Governmental Accounting 
Standards Board Statements, industry guidelines, or state statutes, whichever is 
applicable.  Significant asset write-offs or write-downs shall be approved by 
UTIMCO’s Chief Investment Officer and reported to the UTIMCO Board.  Assets 
deemed to be “other than temporarily impaired” as defined by GAAP shall be written 
off and reported to UTIMCO’s Chief Investment Officer and the UTIMCO Board 
when material.  The PUF’s financial statements shall be audited each year by an 
independent accounting firm selected by the Board of Regents. 
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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 PUF net assets.  Valuation of PUF assets 
shall be based on the books and records of the custodian for the valuation date.  
The final determination of PUF net assets for a month end close shall normally be 
completed within five business days but determination may be longer under certain 
circumstances.  Valuation of alternative assets shall be determined in accordance 
with the UTIMCO Valuation Criteria for Alternative Assets as approved by the 
UTIMCO Board and then in effect.  
 
The fair market value of the PUF’s net assets shall include all related receivables 
and payables of the PUF on the valuation.  Such valuation shall be final and 
conclusive. 
 
Compliance 
 
Compliance with this Policy will be monitored by UTIMCO’s Chief Compliance 
Officer.  UTIMCO’s Chief Executive Officer, the UTIMCO Board, and the UTIMCO 
Audit & Ethics Committee will receive regular reports on UTIMCO’s compliance with 
this Policy. All material instances of noncompliance, as determined by UTIMCO’s 
Chief Compliance Officer and the Chair of the UTIMCO Audit & Ethics Committee, 
will require an action plan proposed by UTIMCO’s Chief Executive Officer and 
approved by the Chairman of the UTIMCO Board with timelines for bringing the non-
compliant activity within this Policy. 
 
Securities Lending 
 
The PUF may participate in a securities lending contract with a bank or nonbank 
security lending agent for purposes of realizing additional income.  Loans of 
securities by the PUF 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 lending agent 
shall be reviewed by UTIMCO staff to insure compliance with contract provisions. 
 
Investor Responsibility 
 
As a shareholder, the PUF 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 PUF.  Notwithstanding the above, the UTIMCO 
Board shall discharge its fiduciary duties with respect to the PUF solely in the 
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interest of the U. T. System and the A&M System, in compliance with the Proxy 
Voting Policy then in effect, and shall not invest the PUF 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 this Policy Statement as it deems 
necessary or advisable. 
 
Effective Date 
 
The effective date of this Policy shall be March 1, 2008. 
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EXHIBIT A 
PERMANENT UNIVERSITY FUND  

ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 
EFFECTIVE DATE MARCH 1, 2008  

POLICY PORTFOLIO March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
  Min Target Max Min Target Max Min Target Max Min Target Max 
Asset Classes                  
                   Investment Grade Fixed Income 10.0% 14.0% 20.0% 7.5% 11.0% 17.5% 5.0% 8.5% 15.0% 2.5% 7.5% 15.0% 
                   Credit-Related Fixed Income 0.0% 2.5% 5.0% 0.0% 5.0% 12.5% 1.5% 6.5% 14.0% 2.5% 7.5% 15.0% 
                   Real Estate 2.5% 5.0% 7.5% 3.0% 6.0% 9.0% 5.0% 8.0% 11.0% 5.0% 10.0% 15.0% 
                   Natural Resources 3.0% 6.0% 9.0% 4.0% 8.0% 12.0% 5.0% 9.5% 13.0% 5.0% 10.0% 15.0% 
                   Developed Country Equity 52.5% 60.0% 67.5% 47.5% 55.0% 62.5% 42.5% 50.0% 57.5% 37.5% 45.0% 52.5% 
                   Emerging Markets Equity 7.5% 12.5% 17.5% 10.0% 15.0% 20.0% 12.5% 17.5% 22.5% 15.0% 20.0% 25.0% 
                   Investment Types                  
                   More Correlated & Constrained Investments 50.0% 58.5% 65.0% 47.5% 53.5% 60.0% 45.0% 51.5% 60.0% 42.5% 49.5% 57.5% 
                   Less Correlated & Constrained Investments 25.0% 30.0% 35.0% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 
                   Private Investments 7.5% 11.5% 15.5% 9.5% 13.5% 17.5% 10.0% 15.5% 20.0% 12.5% 17.5% 22.5% 
             *The total Asset Class & Investment Type exposure, including the amount of derivatives exposure not collateralized by Cash, may not exceed 105% of the Asset Class & 
  Investment Type exposures excluding the amount of derivatives exposure not collateralized by Cash.       
             POLICY BENCHMARK (reset monthly) March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Lehman Brothers Global Aggregate Index   11.0%    8.5%    6.5%    4.5%   
Lehman Brothers Global High-Yield Index   1.5%    1.5%    1.5%    2.0%   
                   NAREIT Equity Index   5.0%    5.5%    6.5%    7.0%   
                   Dow Jones-AIG Commodity Index Total Return   4.0%    5.0%    6.0%    6.0%   
                   MSCI World Index with net dividends   27.5%    22.0%    18.0%    16.0%   
                   MSCI Emerging Markets with net dividends   9.5%    11.0%    13.0%    14.0%   
                   MSCI Investable Hedge Fund Index   30.0%    33.0%    33.0%    33.0%   
                   Venture Economics Custom Index   11.5%     13.5%     15.5%     17.5%   
             POLICY/TARGET  RETURN/RISKS March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Expected Annual Return (Benchmarks)   8.34%    8.47%    8.62%    8.75%   
Expected Target Annual Return (Active)   9.31%    9.46%    9.65%    9.81%   
One Year Downside Deviation   8.52%    8.56%    8.70%    8.90%   
                   Risk Bounds                  
   Lower: 1 Year Downside Deviation   85%    85%    85%    85%   
   Upper: 1 Year Downside Deviation    115%     115%     115%     115%   
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EXHIBIT A 
(continued) 

PERMANENT UNIVERSITY FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  MARCH 1, 2008 
 

March 1, 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(11.0%) 3.0% 0.0% 14.0% 

Credit- 
Related 

Lehman Brothers Global High-
Yield (1.5%) 0.5% 0.5% 2.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.0%) 0.0% 0.0% 5.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (4.0%) 1.0% 1.0% 6.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (27.5%) 22.5% 10.0% 60.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (9.5%) 3.0% 0.0% 12.5% 

Total   58.5% 30.0% 11.5% 100.0%
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 PERMANENT UNIVERSITY FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2008 
 

FYE 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(8.5%) 2.5% 0.0% 11.0% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.0% 1.5% 5.0% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.5%) 0.5% 0.0% 6.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (5.0%) 1.5% 1.5% 8.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (22.0%) 23.5% 9.5% 55.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (11.0%) 3.0% 1.0% 15.0% 

Total   53.5% 33.0% 13.5% 100.0%
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 PERMANENT UNIVERSITY FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2009 
 

FYE 2009 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(6.5%) 2.0% 0.0% 8.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.5% 2.5% 6.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (6.5%) 0.5% 1.0% 8.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 1.5% 2.0% 9.5% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (18.0%) 23.5% 8.5% 50.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (13.0%) 3.0% 1.5% 17.5% 

Total   51.5% 33.0% 15.5% 100.0%
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 PERMANENT UNIVERSITY FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2010 
 

FYE 2010 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(4.5%) 3.0% 0.0% 7.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (2.0%) 3.0% 2.5% 7.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (7.0%) 1.0% 2.0% 10.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 2.0% 2.0% 10.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (16.0%) 21.0% 8.0% 45.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (14.0%) 3.0% 3.0% 20.0% 

Total   49.5% 33.0% 17.5% 100.0%
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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THE UNIVERSITY OF TEXAS SYSTEM 
GENERAL ENDOWMENT FUND 

INVESTMENT POLICY STATEMENT 
 

 
Purpose 
 
The General Endowment Fund (the "GEF"), established by the Board of Regents of 
The University of Texas System (the "Board of Regents") March 1, 2001, is a pooled 
fund for the collective investment of certain long-term funds under the control and 
management of the Board of Regents.  The GEF provides for greater diversification 
of investments than would be possible if each account were managed separately. 
 
GEF Organization 
 
The GEF functions like a mutual fund in which each eligible fund purchases and 
redeems GEF units as provided herein.  The ownership of GEF assets shall at all 
times be vested in the Board of Regents.  Such assets shall be deemed to be held 
by the Board of Regents, as a fiduciary, regardless of the name in which the assets 
may be registered. 
 
GEF Management 
 
Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents, 
subject to procedures and restrictions it establishes, to invest the Permanent 
University Fund (the “PUF”) in any kind of investment and in amounts it considers 
appropriate, provided that it adheres to the prudent investor standard.  This standard 
provides that the Board of Regents, in making investments, may acquire, exchange, 
sell, supervise, manage, or retain, through procedures and subject to restrictions it 
establishes and in amounts it considers appropriate, any kind of investment that 
prudent investors, exercising reasonable care, skill, and caution, would acquire or 
retain in light of the purposes, terms, distribution requirements, and other circum-
stances of the fund then prevailing, taking into consideration the investment of all the 
assets of the fund rather than a single investment.  Pursuant to Section 51.0031(c) 
of the Texas Education Code, the Board of Regents has elected the PUF prudent 
investor standard to govern its management of the GEF. 
 
Ultimate fiduciary responsibility for the GEF rests with the Board of Regents.  
Section 66.08, Texas Education Code, as amended, authorizes the Board of 
Regents, subject to certain conditions, to enter into a contract with a nonprofit 
corporation to invest funds under the control and management of the Board 
of Regents.   
 

bhurst
Text Box
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General Endowment Fund Investment Policy Statement (continued) 

UTIMCO  3/1/2008   2

Pursuant to an Investment Management Services Agreement between the 
Board of Regents and The University of Texas Investment Management Com-
pany (“UTIMCO”), the GEF shall be managed by UTIMCO, which shall 
a) recommend investment policy for the GEF, b) recommend specific Asset Class 
and Investment Type allocation targets, ranges, and performance benchmarks 
consistent with GEF objectives, and c) monitor GEF performance against GEF 
objectives.  UTIMCO shall invest the GEF assets in conformity with this Policy 
Statement.  All changes to this Policy Statement or the exhibits to this Policy 
Statement, including changes to Asset Class and Investment Type allocation 
targets, ranges and performance benchmarks, are subject to approval by the Board 
of Regents. 
 
UTIMCO may select and terminate unaffiliated investment managers subject to 
the Delegation of Authority Policy approved by the UTIMCO Board.  Managers shall 
be monitored for performance and adherence to investment disciplines. 
 
GEF 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 GEF assets shall comply with applicable law 
and be structured so as to provide essential safekeeping and trading efficiency. 
 
Funds Eligible to Purchase GEF Units 
 
No fund shall be eligible to purchase units of the GEF unless it is under the sole 
control, with full discretion as to investments, of the Board of Regents.   
 
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 GEF. 
 
Currently, the Long Term Fund (the “LTF”) and the Permanent Health Fund (the 
“PHF”) purchase units in the GEF. 
 
GEF Investment Objectives 
 
The GEF and the PUF are pooled for efficient investment purposes.  The primary 
investment objective for each fund shall be to preserve the purchasing power of fund 
assets by earning an average annual real return over rolling ten-year periods or 
longer at least equal to the target distribution rate of such fund (in case of the GEF, 
the target distribution rate of the LTF and the PHF) plus the annual expected 
expense.  The current 5.2% target was derived by adding the GEF’s current target 
distribution rate of 4.75% plus an annual expected expense of .45%.  The target is 
subject to adjustment from time to time consistent with the primary investment 
objectives for the funds. 
 



 
 
General Endowment Fund Investment Policy Statement (continued) 

UTIMCO  3/1/2008   3

The secondary investment objectives are to generate (i) average annual returns 
adjusted for downside risk in excess of the Policy Portfolio adjusted for downside 
risk over rolling five-year periods and (ii) average annual returns in excess of the 
median return of the universe of the college and university endowments with assets 
greater than $1 billion as reported by Cambridge Associates over rolling five-year 
periods.  The Policy Portfolio benchmark will be maintained by UTIMCO and will be 
comprised of a blend of Asset Class and Investment Type indices weighted to reflect 
GEF’s Asset Class and Investment Type allocation policy targets as defined in 
Exhibit A. 
 
Investments must be within the Asset Class and Investment Type ranges, prudently 
diversified, and within the approved Policy Risk Bounds, as defined in Exhibit A, and 
measured at least monthly by UTIMCO’s risk model.  Liquidity of the GEF will be 
governed by the Liquidity Policy, overseen by the Risk Committee of the UTIMCO 
Board.  
 
GEF return, Asset Class and Investment Type allocations, and risk targets are 
subject to adjustment from time to time by the Board of Regents.  
 
Asset Class and Investment Type Allocation and Policy  
 
Asset Class and Investment Type allocation is the primary determinant of the 
volatility of investment return and, subject to the Asset Class and Investment Type 
allocation ranges specified in Exhibit A, is the responsibility of UTIMCO.  UTIMCO is 
responsible for measuring actual Asset Class and Investment Type allocation at 
least monthly (incorporating the impact of derivative positions covered under the 
Derivative Investment Policy), and for reporting the actual portfolio Asset Class and 
Investment Type allocation to the UTIMCO Board and the Board of Regents at least 
quarterly. While specific Asset Class and Investment Type allocation positions may 
be changed within the ranges specified in Exhibit A based on the economic and 
investment outlook from time to time, the range limits cannot be intentionally 
breached without prior approval of the Board of Regents. 
 
In the event that actual portfolio positions in Asset Classes or Investment Types or 
the Portfolio Projected Downside Deviation move outside the ranges indicated in 
Exhibit A due to market forces that shift relative valuations, UTIMCO staff will 
immediately report this situation to the UTIMCO Board Chairman and take steps to 
rebalance portfolio positions back within the policy ranges in an orderly manner as 
soon as practicable. Extenuating circumstances that could cause immediate 
rebalancing to be irrational and detrimental to the interest of the GEF asset values 
could warrant requesting approval of the UTIMCO Board Chairman to waive 
immediate remedial action. 
 
GEF assets shall be allocated among the following broad Asset Classes and 
Investment Types based upon their individual return/risk characteristics and 
relationships to other Asset Classes and Investment Types: 
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Asset Classes: 
 

Investment Grade Fixed Income – Investment Grade Fixed Income 
represents ownership of fixed income instruments, including real and nominal, 
US and non-US, and across all maturities that are rated investment grade, 
including cash as defined in the Liquidity Policy. 
 
Credit-Related Fixed Income – Credit-Related Fixed Income represents 
ownership of fixed income instruments, including real and nominal, US and 
non-US, and across all maturities that are rated below investment grade. 
 
Natural Resources - Natural Resources represents ownership directly or in 
securities, the value of which are directly or indirectly tied to natural resources 
including, but not limited to, energy, metals and minerals, agriculture, 
livestock, and timber. 
 
Real Estate - Real Estate represents primarily equity ownership in real 
property including public and private securities. 
 
Developed Country Equity – Developed Country Equity represents ownership 
in companies domiciled in developed countries as defined by the composition 
of the MSCI World Index. 
 
Emerging Markets Equity – Emerging Markets Equity represents ownership in 
companies domiciled in emerging economies as defined by the composition 
of the MSCI Emerging Markets Index.  In addition, such definition will also 
include those companies domiciled in economies that have yet to reach MSCI 
Emerging Markets Index qualification status (either through financial or 
qualitative measures). 
  

Investment Types: 
 

More Correlated & Constrained Investments – Mandates that exhibit higher 
levels of beta exposure to the underlying assets being traded, tend to be in a 
single Asset Class, have lower levels of short exposure and leverage, have 
more underlying security transparency, are more likely to be in publicly traded 
securities, and are less likely to entail lock-ups. 
 
Less Correlated & Constrained Investments – Mandates that exhibit lower 
levels of beta exposure to the underlying assets being traded, may be across 
Asset Classes, may have higher levels of short exposure and leverage, may 
not have underlying security transparency, are more likely to be in publicly 
traded securities, and may entail lock-ups. 
 
Private Investments – Mandates that invest primarily in non-public securities 
and typically entail capital commitments, calls and distributions. 
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All mandates will be categorized at inception and on an ongoing basis by Asset 
Class and Investment Type according to the Mandate Categorization Procedures as 
approved by the UTIMCO Board and then in effect. 
 
Performance Measurement 
 
The investment performance of the GEF will be measured by the GEF’s custodian, 
an unaffiliated organization, with recognized expertise in this field and reporting 
responsibility to the UTIMCO Board, and compared against the stated Policy 
Benchmarks of the GEF, as indicated in Exhibit A (incorporating the impact of 
internal derivative positions) and reported to the UTIMCO Board and the Board of 
Regents at least quarterly. Monthly performance data and net asset values will be 
available on the UTIMCO website within a reasonable time after each month end. 
 
Investment Guidelines  
 
The GEF must be invested at all times in strict compliance with applicable law. 
 
Investment guidelines include the following: 
 
General 
 
• Investment guidelines for index, commingled funds, limited partnerships, and 

corporate vehicles managed externally shall be governed by the terms and 
conditions of the respective investment management contracts, partnership 
agreements or corporate documents. 

 
• Investment guidelines of all other externally managed accounts as well as 

internally invested funds must be reviewed and approved by UTIMCO’s Chief 
Investment Officer prior to investment of GEF assets in such investments. 

 
• No securities may be purchased or held which jeopardize the GEF’s tax-

exempt status.   
 
• No internal investment strategy or program may purchase securities on 

margin or use leverage unless specifically authorized by the UTIMCO Board. 
 
• No internal investment strategy or program employing short sales may be 

made unless specifically authorized by the UTIMCO Board. 
 
• The GEF’s investments in warrants shall not exceed more than 5% of the 

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

 
• The GEF may utilize derivatives only in accordance with the Derivative 

Investment Policy. 
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Investment Grade and Credit-Related Fixed Income 
 
Not more than 5% of the market value of fixed income securities may be invested in 
corporate and municipal bonds of a single issuer. 

 
Real Estate, Natural Resources, Developed Country Equity, and Emerging Markets 
Equity 
 
• Not more than 25% of the market value of equity securities may be invested 

in any one industry or industries (as defined by the standard industry 
classification code and supplemented by other reliable data sources) at cost. 
 

• Not more than 5% of the market value of equity securities may be invested in 
the securities of one corporation at cost. 

 
• Not more than 7.5% of the market value of equity and fixed income securities 

taken together may be invested in one corporation at cost. 
 

GEF Accounting 
 
The fiscal year of the GEF shall begin on September 1st and end on August 31st.  
Market value of the GEF shall be maintained on an accrual basis in compliance 
with Generally Accepted Accounting Principles (“GAAP”), Governmental Accounting 
Standards Board Statements, industry guidelines, or state statutes, whichever 
is applicable.  Significant asset write-offs or write-downs shall be approved by 
UTIMCO’s Chief Investment Officer and reported to the UTIMCO Board.  Assets 
deemed to be “other than temporarily impaired” as defined by GAAP shall be written 
off and reported to UTIMCO’s Chief Investment Officer and the UTIMCO Board 
when material.  The GEF’s financial statements shall be audited each year by an 
independent accounting firm selected by the Board of Regents. 
 
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 GEF net assets and the net asset value per 
unit of the GEF.  Valuation of GEF assets shall be based on the books and records 
of the custodian for the valuation date.  The final determination of GEF net assets for 
a month end close shall normally be completed within five business days but 
determination may be longer under certain circumstances.  Valuation of alternative 
assets shall be determined in accordance with the UTIMCO Valuation Criteria for 
Alternative Assets as approved by the UTIMCO Board and then in effect. 
 
The fair market value of the GEF’s net assets shall include all related receivables 
and payables of the GEF 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. 
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Compliance 
 
Compliance with this Policy will be monitored by UTIMCO’s Chief Compliance 
Officer.  UTIMCO’s Chief Executive Officer, the UTIMCO Board, and the UTIMCO 
Audit & Ethics Committee will receive regular reports on UTIMCO’s compliance with 
this Policy. All material instances of noncompliance, as determined by UTIMCO’s 
Chief Compliance Officer and the Chair of the UTIMCO Audit & Ethics Committee, 
will require an action plan proposed by UTIMCO’s Chief Executive Officer and 
approved by the Chairman of the UTIMCO Board with timelines for bringing the non-
compliant activity within this Policy. 
 
Purchase of GEF Units 
 
Purchase of GEF 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 GEF or contribution of assets 
approved by UTIMCO’s Chief Investment Officer, at the net asset value per unit of 
the GEF as of the most recent quarterly valuation date.  Each fund whose monies 
are invested in the GEF shall own an undivided interest in the GEF in the proportion 
that the number of units invested therein bears to the total number of all units 
comprising the GEF. 
 
Redemption of GEF Units 
 
Redemption of GEF units shall be paid in cash as soon as practicable after the 
quarterly valuation date of the GEF.  Withdrawals from the GEF shall be at the 
market value price per unit determined at the time of the withdrawal.  
 
Securities Lending 
 
The GEF may participate in a securities lending contract with a bank or nonbank 
security lending agent for purposes of realizing additional income.  Loans of 
securities by the GEF 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 lending agent 
shall be reviewed by UTIMCO staff to insure compliance with contract provisions. 
 
Investor Responsibility 
 
As a shareholder, the GEF has the right to a voice in corporate affairs consistent 
with those of any shareholder.  These include the right and obligation to vote proxies 
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in a manner consistent with the unique role and mission of higher education as well 
as for the economic benefit of the GEF.  Notwithstanding the above, the UTIMCO 
Board shall discharge its fiduciary duties with respect to the GEF solely in the 
interest of GEF unit holders, in compliance with the Proxy Voting Policy then in 
effect, and shall not invest the GEF 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 this Policy Statement as it deems 
necessary or advisable. 
 
Effective Date 
 
The effective date of this Policy shall be March 1, 2008. 
 



 
 
General Endowment Fund Investment Policy Statement (continued) 

UTIMCO  3/1/2008   9

 
EXHIBIT A 

GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
POLICY PORTFOLIO March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
  Min Target Max Min Target Max Min Target Max Min Target Max 
Asset Classes                  
                   Investment Grade Fixed Income 10.0% 14.0% 20.0% 7.5% 11.0% 17.5% 5.0% 8.5% 15.0% 2.5% 7.5% 15.0% 
                   Credit-Related Fixed Income 0.0% 2.5% 5.0% 0.0% 5.0% 12.5% 1.5% 6.5% 14.0% 2.5% 7.5% 15.0% 
                   Real Estate 2.5% 5.0% 7.5% 3.0% 6.0% 9.0% 5.0% 8.0% 11.0% 5.0% 10.0% 15.0% 
                   Natural Resources 3.0% 6.0% 9.0% 4.0% 8.0% 12.0% 5.0% 9.5% 13.0% 5.0% 10.0% 15.0% 
                   Developed Country Equity 52.5% 60.0% 67.5% 47.5% 55.0% 62.5% 42.5% 50.0% 57.5% 37.5% 45.0% 52.5% 
                   Emerging Markets Equity 7.5% 12.5% 17.5% 10.0% 15.0% 20.0% 12.5% 17.5% 22.5% 15.0% 20.0% 25.0% 
                   Investment Types                  
                   More Correlated & Constrained Investments 50.0% 58.5% 65.0% 47.5% 53.5% 60.0% 45.0% 51.5% 60.0% 42.5% 49.5% 57.5% 
                   Less Correlated & Constrained Investments 25.0% 30.0% 35.0% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 
                   Private Investments 7.5% 11.5% 15.5% 9.5% 13.5% 17.5% 10.0% 15.5% 20.0% 12.5% 17.5% 22.5% 
             *The total Asset Class & Investment Type exposure, including the amount of derivatives exposure not collateralized by Cash, may not exceed 105% of the Asset Class & 
  Investment Type exposures excluding the amount of derivatives exposure not collateralized by Cash.       
             POLICY BENCHMARK (reset monthly) March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
Lehman Brothers Global Aggregate Index   11.0%    8.5%    6.5%    4.5%   
                   Lehman Brothers Global High-Yield Index   1.5%    1.5%    1.5%    2.0%   
                   NAREIT Equity Index   5.0%    5.5%    6.5%    7.0%   
                   Dow Jones-AIG Commodity Index Total Return   4.0%    5.0%    6.0%    6.0%   
                   MSCI World Index with net dividends   27.5%    22.0%    18.0%    16.0%   
                   MSCI Emerging Markets with net dividends   9.5%    11.0%    13.0%    14.0%   
                   MSCI Investable Hedge Fund Index   30.0%    33.0%    33.0%    33.0%   
                   Venture Economics Custom Index   11.5%     13.5%     15.5%     17.5%   
             POLICY/TARGET  RETURN/RISKS March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Expected Annual Return (Benchmarks)   8.34%    8.47%    8.62%    8.75%   
Expected Target Annual Return (Active)   9.31%    9.46%    9.65%    9.81%   
One Year Downside Deviation   8.52%    8.56%    8.70%    8.90%   
Risk Bounds                  
   Lower: 1 Year Downside Deviation   85%    85%    85%    85%   
   Upper: 1 Year Downside Deviation    115%     115%     115%     115%   
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EXHIBIT A 
(continued) 

GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  MARCH 1, 2008 
 

March 1, 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(11.0%) 3.0% 0.0% 14.0% 

Credit- 
Related 

Lehman Brothers Global High-
Yield (1.5%) 0.5% 0.5% 2.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.0%) 0.0% 0.0% 5.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (4.0%) 1.0% 1.0% 6.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (27.5%) 22.5% 10.0% 60.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (9.5%) 3.0% 0.0% 12.5% 

Total   58.5% 30.0% 11.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2008 
 

FYE 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(8.5%) 2.5% 0.0% 11.0% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.0% 1.5% 5.0% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.5%) 0.5% 0.0% 6.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (5.0%) 1.5% 1.5% 8.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (22.0%) 23.5% 9.5% 55.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (11.0%) 3.0% 1.0% 15.0% 

Total   53.5% 33.0% 13.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2009 
 

FYE 2009 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(6.5%) 2.0% 0.0% 8.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.5% 2.5% 6.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (6.5%) 0.5% 1.0% 8.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 1.5% 2.0% 9.5% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (18.0%) 23.5% 8.5% 50.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (13.0%) 3.0% 1.5% 17.5% 

Total   51.5% 33.0% 15.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT A 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2010 
 

FYE 2010 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(4.5%) 3.0% 0.0% 7.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (2.0%) 3.0% 2.5% 7.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (7.0%) 1.0% 2.0% 10.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 2.0% 2.0% 10.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (16.0%) 21.0% 8.0% 45.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (14.0%) 3.0% 3.0% 20.0% 

Total   49.5% 33.0% 17.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 
Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
 
 



UTIMCO  3/1/2008 1  

THE UNIVERSITY OF TEXAS SYSTEM 
PERMANENT HEALTH FUND 

INVESTMENT POLICY STATEMENT 
 

 
Purpose 
 
The Permanent Health Fund (the “PHF”), established by the Board of Regents of 
The University of Texas System (the “Board of Regents”), is a pooled fund for the 
collective investment of certain permanent funds for health-related institutions of 
higher education created, effective August 30, 1999, by Chapter 63 of the Texas 
Education Code.  The permanent health funds which have assets in the PHF are: 
 

A. The Permanent Health Fund for Higher Education (the “PHFHE”), the 
distributions from which are to fund programs that benefit medical 
research, health education, or treatment programs at 10 health-related 
institutions of higher education; and 

 
Eight of the thirteen separate Permanent Funds for Health Related 

Institutions (the “PFHRIs”), the distributions from which are to fund 
research and other programs at health-related institutions of higher 
education that benefit public health.  The PFHRIs invested in the PHF 
are: 

 
 U. T. Health Science Center - San Antonio 
 U. T. M. D. Anderson Cancer Center 
 U. T. Southwestern Medical Center - Dallas 
 U. T. Medical Branch - Galveston 
 U. T. Health Science Center - Houston 
 U. T. Health Center - Tyler 
 U. T. El Paso 
 Regional Academic Health Center 

 
The PHF provides for greater diversification of investments than would be possible if 
each account were managed separately. 
 
PHF Organization 
 
The PHF functions like a mutual fund in which each eligible fund purchases and 
redeems PHF units as provided herein. 
 

bhurst
Text Box
Attachment C
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PHF Management 
 
Chapter 63 of the Texas Education Code designates:  a) the Board of Regents as 
the administrator for the PHFHE and b) the governing board of an institution for 
which a PFHRI fund is established as the administrator for its own PFHRI, or if the 
governing board so elects, the Comptroller of Public Accounts (State Comptroller).  It 
permits the State Comptroller, in turn, to contract with the governing board of any 
institution that is eligible to receive a grant under Chapter 63.  Pursuant to the 
foregoing and an Investment Management Services Agreement between the Board 
of Regents and the State Comptroller, the Board of Regents is the administrator 
responsible for managing the PHF.  Chapter 63 further states that the Board of 
Regents may manage and invest the PHF in the same manner as the Board of 
Regents manages and invests other permanent endowments.  It also requires that 
the administrator invest the funds in a manner that preserves the purchasing power 
of the funds’ assets and distributions.  It further requires that the administrator make 
distributions in a manner consistent with the administrator’s policies and procedures 
for making distributions to the beneficiaries of its own endowments in the case of the 
PHFHE or the funds themselves in the case of the PFHRI funds.  
 
Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents, 
subject to procedures and restrictions it establishes, to invest the Permanent 
University Fund (the “PUF”) in any kind of investment and in amounts it considers 
appropriate, provided that it adheres to the prudent investor standard.  This standard 
provides that the Board of Regents, in making investments, may acquire, exchange, 
sell, supervise, manage, or retain, through procedures and subject to restrictions it 
establishes and in amounts it considers appropriate, any kind of investment that 
prudent investors, exercising reasonable care, skill, and caution, would acquire or 
retain in light of the purposes, terms, distribution requirements, and other 
circumstances of the fund then prevailing, taking into consideration the investment  
of all the assets of the fund rather than a single investment.  Pursuant to Chapter 63 
of the Texas Education Code, the Board of Regents has elected the PUF prudent 
investor standard to govern its management of the PHF. 
 
Ultimate fiduciary responsibility for the PHF rests with the Board of Regents.  
Section 66.08, Texas Education Code, as amended, authorizes the Board of 
Regents, subject to certain conditions, to enter into a contract with a nonprofit 
corporation to invest funds under the control and management of the Board of 
Regents. 
 
Pursuant to an Investment Management Services Agreement between the 
Board of Regents and The University of Texas Investment Management 
Company (“UTIMCO”), the PHF shall be managed by UTIMCO which shall:  
a) recommend investment policy for the PHF; b) recommend specific Asset Class 
and Investment Type allocation targets, ranges, and performance benchmarks 
consistent with PHF objectives; and c) monitor PHF performance against PHF 
objectives.  UTIMCO shall invest the PHF assets in conformity with this Policy 
Statement.  All changes to this Policy Statement or the exhibits to this Policy 
Statement, including changes to Asset Class and Investment Type allocation 
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targets, ranges and performance benchmarks, are subject to approval by the Board 
of Regents. 
 
PHF 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 PHF assets shall comply with applicable law 
and be structured so as to provide essential safekeeping and trading efficiency. 
 
Funds Eligible to Purchase PHF Units 
 
No fund shall be eligible to purchase units of the PHF unless it is a permanent health 
fund established pursuant to Chapter 63 of the Texas Education Code, under the 
control, with full discretion as to investments, of the Board of Regents.   
 
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 PHF. 
 
PHF Investment Objectives 
 
The primary investment objective shall be to preserve the purchasing power of PHF 
assets and annual distributions by earning an average annual real return over rolling 
ten-year periods or longer at least equal to the target distribution rate, plus the 
annual expected expense.  The current target rate is 5.2%.  The target is subject to 
adjustment from time to time consistent with the primary investment objective of the 
PHF. 
 
The secondary investment objectives are to generate (i) average annual returns 
adjusted for downside risk in excess of the Policy Portfolio adjusted for downside 
risk over rolling five-year periods and (ii) average annual returns in excess of the 
median return of the universe of the college and university endowments with assets 
greater than $1 billion as reported by Cambridge Associates over rolling five-year 
periods.   
 
Asset Allocation and Policy 
 
PHF assets shall be allocated among the following investments: 
 

A. Cash and Cash Equivalents -  Cash and Cash Equivalents has the same 
meaning as given to the term “Cash” in the Liquidity Policy. 

 
B. U. T. System General Endowment Fund (GEF) - See Exhibit B for the 

current GEF allocation, which is subject to changes by the Board of 
Regents.  Upon any change to the GEF asset allocation, Exhibit B shall 
be revised accordingly. 

 



 
Permanent Health Fund Investment Policy Statement (continued) 

UTIMCO  3/1/2008    4

In the event that actual Cash and Cash Equivalents positions move outside the 
range indicated in Exhibit A due to market forces that shift relative valuations, 
UTIMCO staff will immediately report this situation to the UTIMCO Board Chairman 
and take steps to rebalance the Cash and Cash Equivalents positions back within 
the policy range in an orderly manner as soon as practicable. Extenuating 
circumstances that could cause immediate rebalancing to be irrational and 
detrimental to the interest of the PHF asset values could warrant requesting 
approval of the UTIMCO Board Chairman to waive immediate remedial action. 
 
Performance Measurement 
 
The investment performance of the PHF will be measured by the PHF’s custodian, 
an unaffiliated organization, with recognized expertise in this field and reporting 
responsibility to the UTIMCO Board, and compared against the stated Policy 
Benchmarks of the PHF, as indicated in Exhibits A and B (incorporating the impact 
of internal derivative positions) and reported to the UTIMCO Board and the Board of 
Regents at least quarterly.  Monthly performance data and net asset values will be 
available on the UTIMCO website within a reasonable time after each month end. 
 
Investment Guidelines  
 
The PHF must be invested at all times in strict compliance with applicable law.  
Investment guidelines for the U. T. System GEF shall be as stated in the GEF 
Investment Policy Statement. 
   
PHF Distributions 
 
The PHF shall balance the needs and interests of present beneficiaries with those 
of the future.  PHF 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; and 
 

C. ensure that the inflation adjusted value of PHF assets after distributions 
is maintained over the long term. 

 
The goal is for the PHF’s average spending rate over time not to exceed the PHF’s 
average annual investment return after inflation and expense ratio in order to 
preserve the purchasing power of PHF distributions and underlying assets. 
 
UTIMCO shall be responsible for calculating the PHF’s distribution percentage and 
determining the equivalent per unit rate for any given year.  Unless otherwise 
recommended by UTIMCO and approved by the Board of Regents, PHF 
distributions shall be based on the following criteria:  
 
The annual unit distribution amount shall be adjusted annually based on the 
following formula: 
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A. Increase the prior year’s per unit distribution amount (cents per unit) by 

the average inflation rate (C.P.I.) for the previous twelve quarters.  This 
will be the per unit distribution amount for the next fiscal year.  This 
amount may be rounded to the nearest $.0005 per unit. 

 
B. If the inflationary increase in Step A results in a distribution rate 

below 3.5% (computed by taking the proposed distribution amount per 
unit divided by the previous twelve quarter average market value price 
per unit), the UTIMCO Board may recommend an increase in the 
distribution amount as long as such increase does not result in a 
distribution rate of more than 5.5% (computed in the same manner). 

 
C. If the distribution rate exceeds 5.5% (computed by taking the proposed 

distribution amount per unit divided by the previous twelve quarter 
average market value price per unit), the UTIMCO Board may 
recommend a reduction in the per unit distribution amount. 

 
Notwithstanding any of the foregoing provisions, the Board of Regents may approve 
a per unit distribution amount that, in their judgment, would be more appropriate than 
the rate calculated by the policy provisions. 
 
Distributions from the PHF to the unit holders shall be made quarterly as soon as 
practicable on or after the last business day of November, February, May, and 
August of each fiscal year.  
 
PHF Accounting 
 
The fiscal year of the PHF shall begin on September 1st and end on August 31st.  
Market value of the PHF shall be maintained on an accrual basis in compliance 
with Generally Accepted Accounting Principles (“GAAP”), Governmental Accounting 
Standards Board Statements, industry guidelines, or state statutes, whichever 
is applicable.  Significant asset write-offs or write-downs shall be approved by 
UTIMCO’s Chief Investment Officer and reported to the UTIMCO Board.  Assets 
deemed to be “other than temporarily impaired” as defined by GAAP shall be written 
off and reported to UTIMCO’s Chief Investment Officer and the UTIMCO Board 
when material.  The PHF’s financial statements shall be audited each year by an 
independent accounting firm selected by the Board of Regents. 
 
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 PHF net assets and the net asset value per 
unit of the PHF.  Valuation of PHF assets shall be based on the books and records 
of the custodian for the valuation date.  The final determination of PHF net assets for 
a month end close shall normally be completed within six business days but 
determination may be longer under certain circumstances. 
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The fair market value of the PHF’s net assets shall include all related receivables 
and payables of the PHF 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. 
 
Compliance 
 
Compliance with this Policy will be monitored by UTIMCO’s Chief Compliance 
Officer.  UTIMCO’s Chief Executive Officer, the UTIMCO Board, and the UTIMCO 
Audit & Ethics Committee will receive regular reports on UTIMCO’s compliance with 
this Policy. All material instances of noncompliance, as determined by UTIMCO’s 
Chief Compliance Officer and the Chair of the UTIMCO Audit & Ethics Committee, 
will require an action plan proposed by UTIMCO’s Chief Executive Officer and 
approved by the Chairman of the UTIMCO Board with timelines for bringing the non-
compliant activity within this Policy. 
 
Purchase of PHF Units 
 
Purchase of PHF 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 PHF or contribution of assets 
approved by UTIMCO’s Chief Investment Officer, at the net asset value per unit of 
the PHF as of the most recent quarterly valuation date.   
 
Each fund whose monies are invested in the PHF shall own an undivided interest in 
the PHF in the proportion that the number of units invested therein bears to the total 
number of all units comprising the PHF. 
 
Redemption of PHF Units 
 
Redemption of PHF units shall be paid in cash as soon as practicable after the 
quarterly valuation date of the PHF.  If the withdrawal is greater than $5 million, 
advance notice of 30 business days shall be required prior to the quarterly valuation 
date.  If the withdrawal is for less than $5 million, advance notice of five business 
days shall be required prior to the quarterly valuation date.  If the aggregate amount 
of redemptions requested on any redemption date is equal to or greater than 10% of 
the PHF’s net asset value, the Board of Regents may redeem the requested units in 
installments and on a pro rata basis over a reasonable period of time that takes into 
consideration the best interests of all PHF unit holders.  Withdrawals from the PHF 
shall be at the market value price per unit determined for the period of the 
withdrawal.   
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Investor Responsibility 
 
As a shareholder, the PHF 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 PHF.  Notwithstanding the above, the UTIMCO 
Board shall discharge its fiduciary duties with respect to the PHF solely in the 
interest of PHF unit holders, in compliance with the Proxy Voting Policy then in 
effect, and shall not invest the PHF 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 
 
The effective date of this Policy shall be March 1, 2008, except for Exhibit B.  
Exhibit B follows the effective date of Exhibit A of the GEF. 
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EXHIBIT A 
 
 

PHF ASSET ALLOCATION 
 

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES 
EFFECTIVE DATE MARCH 1, 2008 

 
 
 Neutral 

Allocation Range Benchmark Return 
GEF Commingled Fund 100.0% 95% - 100% Endowment Policy Portfolio 
Cash and Cash Equivalents 0.0% -1% - 5% 90 day T-Bills 
     Unencumbered Cash    
     Temporary Cash Imbalance*    
     Net non-trading receivable    
 
 
 
 
The endowment policy portfolio is the sum of the neutrally weighted benchmark returns for the GEF. 
 
*3 trading days or less 
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EXHIBIT B 
 GENERAL ENDOWMENT FUND  

ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 
EFFECTIVE DATE MARCH 1, 2008 

POLICY PORTFOLIO March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
  Min Target Max Min Target Max Min Target Max Min Target Max 
Asset Classes                  
                   Investment Grade Fixed Income 10.0% 14.0% 20.0% 7.5% 11.0% 17.5% 5.0% 8.5% 15.0% 2.5% 7.5% 15.0% 
                   Credit-Related Fixed Income 0.0% 2.5% 5.0% 0.0% 5.0% 12.5% 1.5% 6.5% 14.0% 2.5% 7.5% 15.0% 
                   Real Estate 2.5% 5.0% 7.5% 3.0% 6.0% 9.0% 5.0% 8.0% 11.0% 5.0% 10.0% 15.0% 
                   Natural Resources 3.0% 6.0% 9.0% 4.0% 8.0% 12.0% 5.0% 9.5% 13.0% 5.0% 10.0% 15.0% 
                   Developed Country Equity 52.5% 60.0% 67.5% 47.5% 55.0% 62.5% 42.5% 50.0% 57.5% 37.5% 45.0% 52.5% 
                   Emerging Markets Equity 7.5% 12.5% 17.5% 10.0% 15.0% 20.0% 12.5% 17.5% 22.5% 15.0% 20.0% 25.0% 
                   Investment Types                  
                   More Correlated & Constrained Investments 50.0% 58.5% 65.0% 47.5% 53.5% 60.0% 45.0% 51.5% 60.0% 42.5% 49.5% 57.5% 
                   Less Correlated & Constrained Investments 25.0% 30.0% 35.0% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 
                   Private Investments 7.5% 11.5% 15.5% 9.5% 13.5% 17.5% 10.0% 15.5% 20.0% 12.5% 17.5% 22.5% 
             *The total Asset Class & Investment Type exposure, including the amount of derivatives exposure not collateralized by Cash, may not exceed 105% of the Asset Class & 
  Investment Type exposures excluding the amount of derivatives exposure not collateralized by Cash.       
             POLICY BENCHMARK (reset monthly) March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Lehman Brothers Global Aggregate Index   11.0%    8.5%    6.5%    4.5%   
                   Lehman Brothers Global High-Yield Index   1.5%    1.5%    1.5%    2.0%   
                   NAREIT Equity Index   5.0%    5.5%    6.5%    7.0%   
                   Dow Jones-AIG Commodity Index Total Return   4.0%    5.0%    6.0%    6.0%   
                   MSCI World Index with net dividends   27.5%    22.0%    18.0%    16.0%   
                   MSCI Emerging Markets with net dividends   9.5%    11.0%    13.0%    14.0%   
                   MSCI Investable Hedge Fund Index   30.0%    33.0%    33.0%    33.0%   
                   Venture Economics Custom Index   11.5%     13.5%     15.5%     17.5%   
             POLICY/TARGET  RETURN/RISKS March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
Expected Annual Return (Benchmarks)   8.34%    8.47%    8.62%    8.75%   
Expected Target Annual Return (Active)   9.31%    9.46%    9.65%    9.81%   
                   One Year Downside Deviation   8.52%    8.56%    8.70%    8.90%   
                   Risk Bounds                  
   Lower: 1 Year Downside Deviation   85%    85%    85%    85%   
   Upper: 1 Year Downside Deviation    115%     115%     115%     115%   
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EXHIBIT B 
(continued) 

GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  MARCH 1, 2008 
 

March 1, 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(11.0%) 3.0% 0.0% 14.0% 

Credit- 
Related 

Lehman Brothers Global High-
Yield (1.5%) 0.5% 0.5% 2.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.0%) 0.0% 0.0% 5.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (4.0%) 1.0% 1.0% 6.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (27.5%) 22.5% 10.0% 60.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (9.5%) 3.0% 0.0% 12.5% 

Total   58.5% 30.0% 11.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2008 
 

FYE 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(8.5%) 2.5% 0.0% 11.0% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.0% 1.5% 5.0% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.5%) 0.5% 0.0% 6.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (5.0%) 1.5% 1.5% 8.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (22.0%) 23.5% 9.5% 55.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (11.0%) 3.0% 1.0% 15.0% 

Total   53.5% 33.0% 13.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2009 
 

FYE 2009 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(6.5%) 2.0% 0.0% 8.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.5% 2.5% 6.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (6.5%) 0.5% 1.0% 8.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 1.5% 2.0% 9.5% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (18.0%) 23.5% 8.5% 50.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (13.0%) 3.0% 1.5% 17.5% 

Total   51.5% 33.0% 15.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2010 
 

FYE 2010 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(4.5%) 3.0% 0.0% 7.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (2.0%) 3.0% 2.5% 7.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (7.0%) 1.0% 2.0% 10.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 2.0% 2.0% 10.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (16.0%) 21.0% 8.0% 45.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (14.0%) 3.0% 3.0% 20.0% 

Total   49.5% 33.0% 17.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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THE UNIVERSITY OF TEXAS SYSTEM 

LONG TERM FUND 
INVESTMENT POLICY STATEMENT 

 
 
Purpose 
 
The Long Term Fund (the "LTF"), succeeded the Common Trust Fund in 
February 1995, and was established by the Board of Regents of The University of 
Texas System (the "Board of Regents") as a pooled fund for the collective 
investment of private endowments and other long-term funds supporting various 
programs of The University of Texas System.  The LTF provides for greater 
diversification of investments than would be possible if each account were managed 
separately. 
 
LTF Organization 
 
The LTF functions like a mutual fund in which each eligible account purchases and 
redeems LTF units as provided herein.  The ownership of LTF assets shall at all 
times be vested in the Board of Regents.  Such assets shall be deemed to be held 
by the Board of Regents, as a fiduciary, regardless of the name in which the assets 
may be registered. 
 
LTF Management 
 
Article VII, Section 11b of the Texas Constitution authorizes the Board of Regents, 
subject to procedures and restrictions it establishes, to invest the Permanent 
University Fund (the “PUF”) in any kind of investment and in amounts it considers 
appropriate, provided that it adheres to the prudent investor standard.  This standard 
provides that the Board of Regents, in making investments, may acquire, exchange, 
sell, supervise, manage, or retain, through procedures and subject to restrictions it 
establishes and in amounts it considers appropriate, any kind of investment that 
prudent investors, exercising reasonable care, skill, and caution, would acquire or 
retain in light of the purposes, terms, distribution requirements, and other 
circumstances of the fund then prevailing, taking into consideration the investment of 
all the assets of the fund rather than a single investment.  Pursuant to 
Section 51.0031(c) of the Texas Education Code, the Board of Regents has elected 
the PUF prudent investor standard to govern its management of the LTF. 
 
Ultimate fiduciary responsibility for the LTF rests with the Board of Regents.  
Section 66.08, Texas Education Code, as amended, authorizes the Board of 
Regents, subject to certain conditions, to enter into a contract with a nonprofit 
corporation to invest funds under the control and management of the Board of 
Regents. 
 

bhurst
Text Box
Attachment D
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Pursuant to an Investment Management Services Agreement between the 
Board of Regents and The University of Texas Investment Management Com-
pany (“UTIMCO”), the LTF shall be managed by UTIMCO, which shall 
a) recommend investment policy for the LTF, b) recommend specific Asset Class 
and Investment Type allocation targets, ranges, and performance benchmarks 
consistent with LTF objectives, and c) monitor LTF performance against LTF 
objectives.  UTIMCO shall invest the LTF assets in conformity with this Policy 
Statement.  All changes to this Policy Statement or the exhibits to this Policy 
Statement, including changes to Asset Class and Investment Type allocation 
targets, ranges and performance benchmarks, are subject to approval by the Board 
of Regents. 
 
LTF 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 LTF assets shall comply with applicable law 
and be structured so as to provide essential safekeeping and trading efficiency. 
 
Funds Eligible to Purchase LTF Units 
 
No account shall be eligible to purchase units of the LTF unless it is under the sole 
control, with full discretion as to investments, of the Board of Regents.  
 
Any account 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 LTF. 
 
LTF Investment Objectives 
 
The primary investment objective shall be to preserve the purchasing power of 
LTF assets by earning an average annual real return over rolling ten-year periods 
or longer at least equal to the target distribution rate, plus the annual expected 
expense.  The current target rate is 5.2%.  The target is subject to adjustment from 
time to time consistent with the primary investment objective of the LTF.  The LTF’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 investment objectives are to generate (i) average annual returns 
adjusted for downside risk in excess of the Policy Portfolio adjusted for downside 
risk over rolling five-year periods and (ii) average annual returns in excess of the 
median return of the universe of the college and university endowments with assets 
greater than $1 billion as reported by Cambridge Associates over rolling five-year 
periods.  
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Asset Allocation and Policy 
 
LTF assets shall be allocated among the following investments.  
 

A. Cash and Cash Equivalents – Cash and Cash Equivalents has the same 
meaning as given to the term “Cash” in the Liquidity Policy.   

 
B. U. T. System General Endowment Fund (GEF) - See Exhibit B for the 

current GEF allocation, which is subject to changes by the Board of 
Regents.  Upon any change to the GEF asset allocation, Exhibit B shall 
be revised accordingly. 

 
In the event that actual Cash and Cash Equivalents positions move outside the 
range indicated in Exhibit A due to market forces that shift relative valuations, 
UTIMCO staff will immediately report this situation to the UTIMCO Board Chairman 
and take steps to rebalance portfolio positions back within the policy range in an 
orderly manner as soon as practicable. Extenuating circumstances that could cause 
immediate rebalancing to be irrational and detrimental to the interest of the LTF 
asset values could warrant requesting approval of the UTIMCO Board Chairman to 
waive immediate remedial action. 
 
Performance Measurement 
 
The investment performance of the LTF will be measured by the LTF’s custodian, an 
unaffiliated organization, with recognized expertise in this field and reporting 
responsibility to the UTIMCO Board, and compared against the stated Policy 
Benchmarks of the PHF, as indicated in Exhibits A and B (incorporating the impact 
of internal derivative positions) and reported to the UTIMCO Board and the Board of 
Regents at least quarterly.  Monthly performance data and net asset values will be 
available on the UTIMCO website within a reasonable time after each month end. 
 
Investment Guidelines  
 
The LTF must be invested at all times in strict compliance with applicable law.  
Investment guidelines for the U. T. System GEF shall be as stated in the GEF 
Investment Policy Statement. 
 
LTF Distributions 
 
The LTF shall balance the needs and interests of present beneficiaries with those of 
the future.  LTF spending policy objectives shall be to: 
 

A. provide a predictable, stable stream of distributions over time; 
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B.  ensure that the inflation adjusted value of distributions is maintained over 
the long term; and 

 
C.  ensure that the inflation adjusted value of LTF assets after distributions 

is maintained over the long term. 
 

The goal is for the LTF’s average spending rate over time not to exceed the LTF’s 
average annual investment return after inflation and expense ratio in order to 
preserve the purchasing power of LTF distributions and underlying assets. 
 
Generally, pursuant to the Uniform Prudent Management of Institutional Funds Act, 
Chapter 163, Texas Property Code, as amended, (“Act”), subject to the intent of a 
donor in a gift instrument, the Board of Regents may appropriate for expenditure or 
accumulate so much of the LTF as it determines is prudent for the uses, benefits, 
purposes, and duration for which the LTF is established.  Notwithstanding the 
preceding sentence, the Board of Regents may not appropriate for expenditure in 
any year an amount greater than nine percent (9%) of the LTF, calculated on the 
basis of market values determined at least quarterly and averaged over a period of 
not less than three years immediately preceding the year in which the appropriation 
for expenditure was made.   
 
UTIMCO shall be responsible for calculating the LTF’s distribution percentage and 
determining the equivalent per unit rate for any given year.  Unless otherwise 
recommended by UTIMCO and approved by the Board of Regents or prohibited 
by the Act, LTF distributions shall be based on the following criteria:   
 
The annual unit distribution amount shall be adjusted annually based on the 
following formula: 
 

A. Increase the prior year’s per unit distribution amount (cents per unit) by 
the average inflation rate (C.P.I.) for the previous twelve quarters.  This 
will be the per unit distribution amount for the next fiscal year.  This 
amount may be rounded to the nearest $.0005 per unit. 

 
B. If the inflationary increase in Step A results in a distribution rate 

below 3.5% (computed by taking the proposed distribution amount per 
unit divided by the previous twelve quarter average market value price 
per unit), the UTIMCO Board may recommend an increase in the 
distribution amount as long as such increase does not result in a 
distribution rate of more than 5.5% (computed in the same manner). 

 
C. If the distribution rate exceeds 5.5% (computed by taking the proposed 

distribution amount per unit divided by the previous twelve quarter 
average market value price per unit), the UTIMCO Board may 
recommend a reduction in the per unit distribution amount. 
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Notwithstanding any of the foregoing provisions, the Board of Regents may approve 
a per unit distribution amount that, in their judgment, would be more appropriate than 
the rate calculated by the policy provisions. 
 
Distributions from the LTF to the unit holders shall be made quarterly as soon as 
practicable on or after the last business day of November, February, May, and 
August of each fiscal year.  
 
LTF Accounting 
 
The fiscal year of the LTF shall begin on September 1st and end on August 31st.  
Market value of the LTF shall be maintained on an accrual basis in compliance with 
Generally Accepted Accounting Principles (“GAAP”), Governmental Accounting 
Standards Board Statements, industry guidelines, or state statutes, whichever is 
applicable.  Significant asset write-offs or write-downs shall be approved by 
UTIMCO’s Chief Investment Officer and reported to the UTIMCO Board.  Assets 
deemed to be “other than temporarily impaired” as defined by GAAP shall be written 
off and reported to UTIMCO’s Chief Investment Officer and the UTIMCO Board 
when material.  The LTF’s financial statements shall be audited each year by an 
independent accounting firm selected by the Board of Regents. 
 
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 LTF net assets and the net asset value per unit 
of the LTF.  Valuation of LTF assets shall be based on the books and records of the 
custodian for the valuation date.  The final determination of LTF net assets for a 
month end close shall normally be completed within six business days but 
determination may be longer under certain circumstances. 
 
The fair market value of the LTF’s net assets shall include all related receivables and 
payables of the LTF 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. 
 
Compliance 
 
Compliance with this Policy will be monitored by UTIMCO’s Chief Compliance 
Officer.  UTIMCO’s Chief Executive Officer, the UTIMCO Board, and the UTIMCO 
Audit & Ethics Committee will receive regular reports on UTIMCO’s compliance with 
this Policy. All material instances of noncompliance, as determined by UTIMCO’s 
Chief Compliance Officer and the Chair of the UTIMCO Audit & Ethics Committee, 
will require an action plan proposed by UTIMCO’s Chief Executive Officer and 
approved by the Chairman of the UTIMCO Board with timelines for bringing the non-
compliant activity within this Policy. 
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Purchase of LTF Units 
 
Purchase of LTF 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 LTF or contribution of assets 
approved by UTIMCO’s Chief Investment Officer, at the net asset value per unit of 
the LTF as of the most recent quarterly valuation date. 
 
Each account whose monies are invested in the LTF shall own an undivided interest 
in the LTF in the proportion that the number of units invested therein bears to the 
total number of all units comprising the LTF.  
 
Redemption of LTF Units 
 
Redemption of LTF units shall be paid in cash as soon as practicable after the 
quarterly valuation date of the LTF.  If the withdrawal is greater than $10 million, 
advance notice of 30 business days shall be required prior to the quarterly valuation 
date.  If the withdrawal is for less than $10 million, advance notice of five business 
days shall be required prior to the quarterly valuation date.  If the aggregate amount 
of redemptions requested on any redemption date is equal to or greater than 10% of 
the LTF’s net asset value, the Board of Regents may redeem the requested units in 
installments and on a pro rata basis over a reasonable period of time that takes into 
consideration the best interests of all LTF unit holders.  Withdrawals from the LTF 
shall be at the market value price per unit determined for the period of the with-
drawal except as follows:  withdrawals to correct administrative errors shall be 
calculated at the per unit value at the time the error occurred.  To be considered an 
administrative error, the contribution shall have been invested in the LTF for a period 
less than or equal to one year determined from the date of the contribution to the 
LTF.  Transfer of units between endowment unit holders shall not be considered 
redemption of units subject to this provision. 
 
Investor Responsibility 
 
As a shareholder, the LTF 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 LTF.  Notwithstanding the above, the UTIMCO Board 
shall discharge its fiduciary duties with respect to the LTF solely in the interest of 
LTF unit holders, in compliance with the Proxy Voting Policy then in effect, and shall 
not invest the LTF 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. 
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Effective Date 
 
The effective date of this Policy shall be March 1, 2008, except for Exhibit B.  
Exhibit B follows the effective date of Exhibit A of the GEF. 
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EXHIBIT A 
 
 

LTF ASSET ALLOCATION 
 

POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES 
EFFECTIVE DATE MARCH 1, 2008 

 
 
 
 Neutral 

Allocation Range Benchmark Return 
GEF Commingled Fund 100.0% 95% - 100% Endowment Policy Portfolio 
Cash and Cash Equivalents 0.0% -1%  - 5% 90 day T-Bills 
     Unencumbered Cash    
     Temporary Cash Imbalance*    
     Net non-trading receivable    
 
 
 

 
 
The endowment policy portfolio is the sum of the neutrally weighted benchmark returns for the GEF. 
 
*3 trading days or less 
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EXHIBIT B 
GENERAL ENDOWMENT FUND  

ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 
EFFECTIVE DATE MARCH 1, 2008  

POLICY PORTFOLIO March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
  Min Target Max Min Target Max Min Target Max Min Target Max 
Asset Classes                  
                   Investment Grade Fixed Income 10.0% 14.0% 20.0% 7.5% 11.0% 17.5% 5.0% 8.5% 15.0% 2.5% 7.5% 15.0% 
Credit-Related Fixed Income 0.0% 2.5% 5.0% 0.0% 5.0% 12.5% 1.5% 6.5% 14.0% 2.5% 7.5% 15.0% 
Real Estate 2.5% 5.0% 7.5% 3.0% 6.0% 9.0% 5.0% 8.0% 11.0% 5.0% 10.0% 15.0% 
                   Natural Resources 3.0% 6.0% 9.0% 4.0% 8.0% 12.0% 5.0% 9.5% 13.0% 5.0% 10.0% 15.0% 
                   Developed Country Equity 52.5% 60.0% 67.5% 47.5% 55.0% 62.5% 42.5% 50.0% 57.5% 37.5% 45.0% 52.5% 
                   Emerging Markets Equity       7.5%      12.5%     17.5%     10.0%      15.0%     20.0%     12.5%      17.5%     22.5% 15.0%        20.0%     25.0% 
                   Investment Types                  
                   More Correlated & Constrained Investments 50.0% 58.5% 65.0% 47.5% 53.5% 60.0% 45.0% 51.5% 60.0% 42.5% 49.5% 57.5% 
                   Less Correlated & Constrained Investments 25.0% 30.0% 35.0% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 27.5% 33.0% 37.5% 
                   Private Investments 7.5% 11.5% 15.5% 9.5% 13.5% 17.5% 10.0% 15.5% 20.0% 12.5% 17.5% 22.5% 
             *The total Asset Class & Investment Type exposure, including the amount of derivatives exposure not collateralized by Cash, may not exceed 105% of the Asset Class & 
  Investment Type exposures excluding the amount of derivatives exposure not collateralized by Cash.       
             POLICY BENCHMARK (reset monthly) March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Lehman Brothers Global Aggregate Index   11.0%    8.5%    6.5%    4.5%   
                   Lehman Brothers Global High-Yield Index   1.5%    1.5%    1.5%    2.0%   
                   NAREIT Equity Index   5.0%    5.5%    6.5%    7.0%   
                   Dow Jones-AIG Commodity Index Total Return   4.0%    5.0%    6.0%    6.0%   
                   MSCI World Index with net dividends   27.5%    22.0%    18.0%    16.0%   
                   MSCI Emerging Markets with net dividends   9.5%    11.0%    13.0%    14.0%   
                   MSCI Investable Hedge Fund Index   30.0%    33.0%    33.0%    33.0%   
                   Venture Economics Custom Index   11.5%     13.5%     15.5%     17.5%   
             POLICY/TARGET  RETURN/RISKS March 1, 2008 FYE 2008 FYE 2009 FYE 2010 
                   Expected Annual Return (Benchmarks)   8.34%    8.47%    8.62%    8.75%   
Expected Target Annual Return (Active)   9.31%    9.46%    9.65%    9.81%   
One Year Downside Deviation   8.52%    8.56%    8.70%    8.90%   
Risk Bounds                  
   Lower: 1 Year Downside Deviation   85%    85%    85%    85%   
   Upper: 1 Year Downside Deviation          115%           115%           115%             115%   
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EXHIBIT B 
(continued) 

GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  MARCH 1, 2008 
 

March 1, 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(11.0%) 3.0% 0.0% 14.0% 

Credit- 
Related 

Lehman Brothers Global High-
Yield (1.5%) 0.5% 0.5% 2.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.0%) 0.0% 0.0% 5.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (4.0%) 1.0% 1.0% 6.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (27.5%) 22.5% 10.0% 60.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (9.5%) 3.0% 0.0% 12.5% 

Total   58.5% 30.0% 11.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2008 
 

FYE 2008 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(8.5%) 2.5% 0.0% 11.0% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.0% 1.5% 5.0% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (5.5%) 0.5% 0.0% 6.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (5.0%) 1.5% 1.5% 8.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (22.0%) 23.5% 9.5% 55.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (11.0%) 3.0% 1.0% 15.0% 

Total   53.5% 33.0% 13.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2009 
 

FYE 2009 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(6.5%) 2.0% 0.0% 8.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (1.5%) 2.5% 2.5% 6.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (6.5%) 0.5% 1.0% 8.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 1.5% 2.0% 9.5% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (18.0%) 23.5% 8.5% 50.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (13.0%) 3.0% 1.5% 17.5% 

Total   51.5% 33.0% 15.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 

Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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EXHIBIT B 
(continued) 

 GENERAL ENDOWMENT FUND  
ASSET CLASS AND INVESTMENT TYPE TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

EFFECTIVE DATE MARCH 1, 2008 
 

POLICY BENCHMARKS BY ASSET CLASS AND INVESTMENT TYPE:  FYE 2010 
 

FYE 2010 
  More Correlated & Constrained  

Less Correlated 
& Constrained  Private Investments Total 

Fixed Income 

Investment 
Grade 

Lehman Brothers Global Agg 
(4.5%) 3.0% 0.0% 7.5% 

Credit-
Related 

Lehman Brothers Global High-
Yield (2.0%) 3.0% 2.5% 7.5% 

Real Assets 

Real   
Estate 

NAREIT Equity Index (7.0%) 1.0% 2.0% 10.0% 

Natural 
Resources 

DJ-AIG Commodity Index Total 
Return (6.0%) 2.0% 2.0% 10.0% 

Equity 

Developed 
Country 

MSCI World Index with Net 
Dividends (16.0%) 21.0% 8.0% 45.0% 

Emerging 
Markets 

MSCI EM Index with Net 
Dividends (14.0%) 3.0% 3.0% 20.0% 

Total   49.5% 33.0% 17.5% 100.0% 
      
     MSCI Investable Hedge Fund Index 
     Venture Economics Customer Index 

 
 
Investment Policy/Benchmarks are indicated in Black/Bold 
Reportable Targets are indicated in Gray 
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THE UNIVERSITY OF TEXAS SYSTEM 
SEPARATELY INVESTED FUNDS INVESTMENT POLICY STATEMENT 

 
 
Purpose 
 
The Separately Invested Funds (the “Accounts”) include the Endowment, Trust, and 
Other Accounts established in the name of the Board of Regents of The University of 
Texas System (the "Board of Regents"), as trustee, and are Accounts which are not 
solely invested in one of the pooled investment vehicles.  These Accounts are not 
invested in the pooled investment vehicle because:  a) they are charitable trusts; b) of 
investment restrictions incorporated into the trust/endowment document; c) of inability to 
sell the gifted investment asset;  d) they are assets being migrated upon liquidation into 
a pooled investment vehicle; or e) assets held by The University of Texas Investment 
Management Company (“UTIMCO”) at the request of a University of Texas System 
institution for which UTIMCO does not have investment discretion (for example, tech 
stock).  This policy covers the Accounts collectively.  However, specific guidelines are 
applied to each individual account.   Specific Account restrictions may not fall within the 
guidelines established in this policy. 
 
Investment Management 
 
Article VII, Section 11b  of the Texas Constitution authorizes the Board of Regents, 
subject to procedures and restrictions it establishes, to invest the Permanent University 
Fund (the “PUF”) in any kind of investment and in amounts it considers appropriate, 
provided that it adheres to the prudent investor standard.  This standard provides that 
the Board of Regents, in making investments, may acquire, exchange, sell, supervise, 
manage, or retain, through procedures and subject to restrictions it establishes and in 
amounts it considers appropriate, any kind of investment that prudent investors, 
exercising reasonable care, skill, and caution, would acquire or retain in light of the 
purposes, terms, distribution requirements, and other circumstances of the fund then 
prevailing, taking into consideration the investment of all the assets of the fund rather 
than a single investment.  Pursuant to Section 51.0031(c) of the Texas Education 
Code, the Board of Regents has elected the PUF prudent investor standard to govern 
its management of the Accounts. 
 
Ultimate fiduciary responsibility for the Accounts rests with the Board of Regents.  
Section 66.08, Texas Education Code, as amended, authorizes the Board of Regents, 
subject to certain conditions, to enter into a contract with a nonprofit corporation to 
invest funds under the control and management of the Board of Regents.  The 
applicable trust/endowment document will apply to the management of each trust or 
endowment. 
 
Pursuant to an Investment Management Services Agreement between the Board 
of Regents and UTIMCO, the assets for the Account shall be managed by UTIMCO, 
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which shall:  a) recommend investment policy for the Accounts, b) determine specific 
asset allocation targets, ranges and performance benchmarks consistent with the 
Account objectives, and if appropriate c) monitor the Account’s performance against 
Account objectives.  UTIMCO shall invest the Account’s assets in conformity with this 
Policy Statement. 
 
Unaffiliated investment managers may be hired by UTIMCO to improve the Account’s 
return and risk characteristics.  Such managers shall have complete investment 
discretion unless restricted by the terms of their management contracts.  Managers 
shall be monitored for performance and adherence to investment disciplines.   
 
Account 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 assets in the Account shall comply with 
applicable law and be structured so as to provide essential safekeeping and trading 
efficiency.   
 
Investment Objectives 
 
Endowment Accounts - The primary investment objective shall be to invest the Account 
in assets that comply with the terms of the applicable trust/endowment document, taking 
into consideration the investment time horizon of the Account. 
 
Trust Accounts - Trust Accounts are defined as either Foundation Accounts or 
Charitable Trusts ((Charitable Remainder Unitrusts (CRUT), Charitable Remainder 
Annuity Trusts (CRAT), Pooled Income Funds (PIF), or Charitable Trusts (CT)).  The 
Board of Regents recognizes that the investment objective of a trust is dependent on 
the terms and conditions as defined in the trust document of each trust.  The conditions 
that will affect the investment strategy are a) the trust payout provisions; b) the ages of 
the income beneficiaries; c) the ability to sell the gifted assets that were contributed to 
the trust; and d) consideration to investment preferences of the income beneficiaries.  
Taking these conditions into consideration, the fundamental investment objectives of 
the trust will be to generate a low to moderate growth in trust principal and to provide 
adequate liquidity in order to meet the payout provisions of the trust. 
 
Other Accounts – These are all accounts which are not Endowment Accounts or Trust 
Accounts that hold assets not invested in one of the pooled investment vehicles.  These 
accounts include agency funds, institution current purpose accounts, and tech stock 
accounts. 
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Asset Allocation 
 
Asset allocation is the primary determinant of investment performance 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.  
 
If appropriate, the Account’s assets shall be allocated among the following broad asset 
classes based upon their individual return/risk characteristics and relationships to other 
asset classes: 
 
A. Cash and 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 - offer the best protection for hedging against the threat 
of deflation by providing a dependable and predictable source of income for the 
Account.  Such bonds should be high quality, with reasonable call protection in 
order to ensure the generation of current income and preservation of nominal 
capital even during periods of severe economic contraction.  This classification 
shall include fixed income mutual funds. 
 

C.  Equities - provide both current income and growth of income, but their principal 
purpose is to provide appreciation for the Account.  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 
Account.  This classification shall include equity mutual funds. 

 
D. Variable Annuities - These are insurance contracts purchased on the life or lives 

of the income beneficiaries and for which the funds underlying the contract are 
invested in various mutual funds which offer diversification of the Account’s assets.  
These contracts offer some downside market risk protection in case of the income 
beneficiary’s death in the early years of the contract.  These investment assets are 
only appropriate for the charitable remainder trusts. 
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Asset Allocation Policy 
 
The asset allocation policy and ranges for each Account herein is dependent on the 
terms and conditions of the applicable trust/endowment or trust document.  If possible, 
the Account’s assets shall be diversified among different types of assets whose returns 
are not closely correlated in order to enhance the return/risk profile of the Account. 
 
The Board of Regents delegates authority to UTIMCO to establish specific asset 
allocation targets and ranges for each trust or endowment Account.  UTIMCO may 
establish specific asset allocation targets and ranges for or within the asset classes 
listed above as well as the specific performance benchmarks for each asset class.   
 
Performance Measurement 
 
The investment performance of the actively managed Accounts, where cost effective, 
will be calculated and evaluated quarterly. 
 
Investment Guidelines  
 
The Accounts 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 respective investment 
management contracts.    

 
• All investments will be U.S. dollar denominated assets unless held by an internal 

or external portfolio manager with the authority to invest in foreign currency 
denominated securities. 

 
• Investment policies of any unaffiliated liquid investment Account must be 

reviewed and approved by UTIMCO’s chief investment officer prior to investment 
of Account’s assets in such liquid investment Account. 

 
• No securities may be purchased or held which would jeopardize, if applicable, 

the Account’s tax-exempt status. 
 
• No internal investment strategy or program may purchase securities on margin 

or use leverage unless specifically authorized by the UTIMCO Board. 
 
• No internal investment strategy or program employing short sales may be made 

unless specifically authorized by the UTIMCO Board. 
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The Account may utilize derivatives to: a) simulate the purchase or sale of an underlying 
market index while retaining a collateral 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) hedge 
risks associated with ITF investments; or f) adjust the market exposure of the asset 
allocation, including the use of long and short strategies and other such strategies, 
provided that the Account’s use of derivatives complies with the Derivative Investment 
Policy approved by the UTIMCO Board and the Board of Regents. The Derivative 
Investment Policy shall serve the purpose of defining permitted applications under 
which derivatives can be used, which applications are prohibited, and the requirements 
for the reporting and oversight of their use. Derivative applications implemented in 
compliance with the Derivative Investment Policy shall be deemed to be specifically 
authorized by the UTIMCO Board for purposes of this Policy Statement. The objective 
of the Derivative Investment Policy is to facilitate risk management and provide 
efficiency in the implementation of the investment strategies using derivatives. 
 
Eligible Investments 
 
Cash and cash equivalents 
 
Holdings of cash and cash equivalents may include the following: 
 
• Unaffiliated liquid (Money Market Funds) investment funds rated AAAM by 

Standard & Poor’s Corporation. 
 
• Approved Tax Exempt unaffiliated liquid investment fund. 
 
• Highly liquid internal pooled investment fund managed by UTIMCO. 
 
• Commercial paper, negotiable certificates of deposit, and Bankers’ 

Acceptances must be rated at least A-1 by Standard & Poor’s Corporation and 
P-1 by Moody’s Investors Service, Inc. 

 
• Floating rate securities, if they are based on a spread over or under a well 

known index such as LIBOR or a Constant Maturity Treasury index.  No internally 
leveraged floating rate securities are permitted (i.e., a coupon equivalent to a 
formula that creates a multiplier of an index value).  The following types of 
floating rate securities are not eligible for investment; inverse floaters, non-
money market based floaters, interest only or principal only floaters, non-dollar 
based floaters, and range note floaters. 

 
• 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 Account’s 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 Account’s total 
assets. 

 
- Overnight repurchase agreements may not exceed 10% of the Account’s 

total 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 securities 
 
Permissible securities for investment include the securities within the component 
categories of the Lehman Brothers Aggregate Bond Index (LBAGG).  These 
component categories include investment grade government and corporate securities, 
agency mortgage pass-through securities, and asset-backed securities.  These sectors 
are divided into more specific sub-sectors.:  
 

1) Government:  Treasury and Agency;  
2) Corporate:  Industrial, Finance, Utility, and Yankee;  
3) Mortgage-backed securities:  GNMA, FHLMC, and FNMA;   
4) Asset-backed securities;  
5)  Taxable Municipal securities; and 
6)  Commercial Mortgage-backed securities. 
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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;  
 c) 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 

Moody’s Investors Services, BBB- by Standard & Poor’s Corporation, or BBB- 
or better by Fitch Investors Service at the time of acquisition.   

 
• Not more than 35% of the Account’s fixed income portfolio may be invested in 

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

 
• 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 Account’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 to an external investment manager. 

 
• Permissible securities for investment include Fixed Income Mutual Funds and 

Debt Index Funds as approved by UTIMCO’s chief investment officer. 
 
• Permissible securities for investment include Fixed Income Variable Annuity 

Contracts as approved by UTIMCO’s chief investment officer. 
 
Equities 
 
The Account may purchase equity securities as long as it: 
 

• holds 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. 
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• holds no more than 5% of its equity securities in the securities of 
one corporation at cost unless authorized by UTIMCO’s chief investment 
officer. 

 
The Account may purchase Equity Mutual Funds and Equity Variables Annuity 
Contracts as approved by UTIMCO’s chief investment officer. 
 
The provisions concerning investment in fixed income and equities securities shall not 
apply to an Account in which the agreement prohibits the sale of an equity or fixed 
income security.  To the extent determined practical by the U. T. System Office of 
Development and Gift Planning Services, donor preferences will be considered in 
determining whether gifts of securities are held or sold. 
 
Distributions 
 
Distributions of income or amounts from the Accounts to the beneficiaries shall be 
made as soon as practicable, either:  a) based on the terms of the applicable trust 
instrument; b) following the fiscal quarter end for endowments; or c) based on specific 
requirements for other accounts.  
 
Accounting 
 
The fiscal year of the Accounts shall begin on September 1st and end on August 31st.  
Trusts will also have a tax year end which may be different than August 31st.  Market 
value of the Accounts shall be maintained on an accrual basis in compliance with 
Financial Accounting Standards Board Statements, Government Accounting Standards 
Board Statements, industry guidelines, or federal income tax laws, whichever is 
applicable.  Significant asset write-offs or write-downs shall be approved by UTIMCO’s 
chief investment officer and reported to the UTIMCO Board.  
 
Valuation of Assets 
 
As of the close of business for each month, UTIMCO shall determine the fair market 
value of all assets in the Accounts.  Such valuation of assets shall be based on the bank 
trust custody agreement in effect or other external source if not held in the bank custody 
account at the date of valuation.  The final determination of the Accounts net assets for 
a month end close shall normally be completed within ten business days but 
determination may be longer under certain circumstances. 
 
Securities Lending 
 
The Account may participate in a securities lending contract with a bank or nonbank 
security lending agent for purposes of realizing additional income.  Loans of securities 
by the Accounts 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 
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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 lending agent shall be 
reviewed by UTIMCO staff to insure compliance with contract provisions. 
 
Investor Responsibility 
 
As a shareholder, the Account 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 Account.  Notwithstanding the above, the UTIMCO Board 
shall discharge its fiduciary duties with respect to the Account solely in the interest of 
the beneficiaries, in compliance with the Proxy Voting Policy, and shall not invest the 
Account 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 
 
The effective date of this policy shall be July 13, 2006. 

 




