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1. U. T. System:  Approval of Docket No. 124 
 
 

RECOMMENDATION 
 
It is recommended that Docket No. 124, beginning on Page Docket - 1, be approved.  
The Docket is printed on green paper at the back of Supplemental Materials (Volume 2) 
of the Agenda Book. 
 
It is also recommended that the Board confirm that authority to execute contracts, 
documents, or instruments approved therein has been delegated to appropriate officials 
of the respective institution involved. 
 
 
2. U. T. System:  Discussion of Strategic Financial Analysis 

 
 

PURPOSE 
 
Dr. Scott C. Kelley, Executive Vice Chancellor for Business Affairs, will present a 
Strategic Financial Analysis of the U. T. System using newly proposed quarterly Key 
Strategic Indicators to seek input on their usefulness to the Board.  The PowerPoint 
presentation and the Key Strategic Indicators are set forth on Pages 16 - 29 and 30 - 36 
of the Supplemental Materials (Volume 2) of the Agenda Book. 

 
KEY POINTS/POLICY ISSUES 

 
There are four key elements of strategic financial analysis: 
 
• Monthly Financial Report and Analysis 

 
• Quarterly Key Strategic Indicators 

 
• Budget to Actual Comparisons 

 
• Financial Modeling 
 
This presentation will review the purposes of each of the above-mentioned elements 
and propose a new set of quarterly Key Strategic Indicators. 
 

 
BACKGROUND INFORMATION 

 
In July 2005, the Board asked that a review of the strategic financial analysis reporting 
be undertaken and potentially augmented. 
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3. U. T. System Board of Regents:  Overview of U. T. System debt programs 
 
 

REPORT 
 
Mr. Philip R. Aldridge, Associate Vice Chancellor for Finance, will update the Finance and 
Planning Committee on the performance of the U. T. System debt programs for the five 
years ended August 31, 2005, following the PowerPoint presentation on Pages 37 - 48 
of the Supplemental Materials (Volume 2) of the Agenda Book. 
 
 
4. U. T. System Board of Regents:  Adoption of Liquidity Resolution for U. T. 

System debt programs and approval to process Security Purchase 
Agreement with The University of Texas Investment Management Company 
(UTIMCO) 

 
 

RECOMMENDATION 
 
The Chancellor concurs in the recommendation of the Executive Vice Chancellor for 
Business Affairs that the U. T. System Board of Regents 
 
 a.  adopt a Liquidity Resolution covenanting to provide internal liquidity 

support for certain notes and bonds issued by the U. T. System and 
approving a related Security Purchase Agreement with The University of 
Texas Investment Management Company (UTIMCO), substantially in the 
form before the Board on Pages 14.1 - 14.9, relating to the U. T. System's 
variable rate note and bond programs; and 

 
 b.  authorize the Executive Vice Chancellor for Business Affairs, the 

Associate Vice Chancellor for Finance, and the Director of Finance to 
take any and all actions necessary to carry out the authorization in 
(a) above. 

 
 

BACKGROUND INFORMATION 
 
In the resolutions authorizing variable rate note and bond programs, the U. T. System 
Board of Regents has covenanted, at all times while any notes or bonds are out-
standing, to provide liquidity support in the unlikely event that the remarketing agent 
cannot remarket the notes or bonds.  Although the Board has never experienced a 
failed remarketing of its debt, this Liquidity Resolution provides assurances to the 
financial markets that the Board will use its eligible resources to purchase its debt in the 
unlikely event that the debt cannot be sold in the marketplace. 
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In November 1993, the Board began providing internal liquidity support for a portion 
of its variable rate debt programs in lieu of securing external bank liquidity.  Since 
November 2002, the Board has provided internal liquidity support for all U. T. System 
variable rate debt programs.  The U. T. System saves an estimated $1,250,000 
annually by providing internal liquidity versus external bank liquidity.  If UTIMCO were to 
ever purchase any unremarketed notes or bonds, the notes or bonds purchased would 
bear interest at rates equal to taxable commercial paper with similar credit ratings until 
such time as the bonds or notes could be remarketed as provided in the resolutions. 
  
In accordance with the impending centralized management of operating funds, existing 
internal liquidity agreements between the Board and UTIMCO require revision.  Adop-
tion of the proposed Liquidity Resolution and the related Security Purchase Agreement 
will ensure the Board's ongoing commitment to provide liquidity support and will 
streamline the commitment by means of a single security purchase agreement with 
UTIMCO as opposed to the multiple agreements currently in place.   
  
The proposed Liquidity Resolution and Security Purchase Agreement have been 
reviewed by outside bond counsel and the U. T. System Office of General Counsel. 



14.1 

A RESOLUTION covenanting to use lawfully available funds to purchase 
Board of Regents of The University of Texas System Permanent University 
Fund Flexible Rate Notes, Series A (the “Notes”) and other Obligations of the 
Board of Regents (the “Board”) of The University of Texas System tendered 
for purchase or maturing and not remarketed or reissued; approving and 
authorizing certain authorized officers and employees to act on behalf of the 
Board in the execution of a related Security Purchase Agreement; and 
reciting that this Resolution constitutes a “Credit Agreement” for purposes 
of the Board’s resolution authorizing the Notes. 
  

 

WHEREAS, on November 13, 2002, the Board of Regents (the “Board”) of The 
University of Texas System adopted an amended and restated resolution (the “Note Resolution”) 
approving and authorizing the issuance of its Board of Regents of The University of Texas 
System Permanent University Fund Flexible Rate Notes, Series A, in an amount at any one time 
outstanding of not to exceed $400,000,000 (the “Notes”); and 

WHEREAS, the Board, in Section 6.04(a) of the Note Resolution, covenanted and 
agreed that at all times while there are outstanding Notes, it will maintain one or more Credit 
Agreements (as defined in the Note Resolution) in amounts such that, assuming that all then 
outstanding Notes were to be tendered for purchase, the amount available to be drawn under the 
Credit Agreements would be sufficient at that time to pay the purchase price therefor at an 
amount equal to the principal of all such Notes; and 

WHEREAS, Section 6.04(b) of the Note Resolution provides that a Credit Agreement 
may be a resolution adopted by the Board pursuant to which the Board covenants to provide 
liquidity support for the Notes by using lawfully available funds to purchase Notes tendered for 
purchase and not remarketed, which resolution recites that it constitutes a “Credit Agreement” 
for purposes of the Note Resolution; and 

WHEREAS, pursuant to the Board's Revenue Financing System, the Board has also 
issued its variable rate demand bonds and established commercial paper programs (the "RFS 
Obligations"); and 

WHEREAS, the Board desires to provide liquidity support for the Notes and the RFS 
Obligations and in furtherance of such desire, the Board and The University of Texas Investment 
Management Company (“UTIMCO”) desire to enter into a certain Security Purchase Agreement 
substantially in the form attached hereto and incorporated herein, pursuant to which UTIMCO, 
as agent of the Board and investment manager of funds under the control and management of the 
Board, will agree, subject to the conditions and limitations set forth therein, to purchase, as an 
investment of funds of the Board, Notes and RFS Obligations that cannot be remarketed or 
reissued as provided for in the Note Resolution or the respective Resolution authorizing the RFS 
Obligations, as the case may be;  



 14.2 

NOW, THEREFORE BE IT RESOLVED, that the Board covenants and agrees to 
provide liquidity support for the Notes and the RFS Obligations by using lawfully available 
funds to purchase Notes and RFS Obligations tendered for purchase or maturing and not 
reissued; and 

BE IT FURTHER RESOLVED, that an Authorized Representative (as defined in the 
Note Resolution) is hereby authorized to execute and deliver a Security Purchase Agreement, 
pursuant to which UTIMCO will agree, subject to the conditions and limitations set forth therein, 
to purchase, as an investment of funds of the Board, Notes and RFS Obligations that cannot be 
remarketed or reissued as provided for in the Note Resolution or the respective Resolution 
authorizing the RFS Obligations, as the case may be; 

BE IT FURTHER RESOLVED, that upon satisfaction of the requirements of 
Section 6.04(c) of the Note Resolution, this Resolution shall constitute a “Credit Agreement” for 
purposes of the Note Resolution; whereupon, the Board’s resolution adopted on 
November 13, 2002, approving, in part, a “Note Purchase Agreement” between the Board and 
UTIMCO, shall be rescinded. 

PASSED AND ADOPTED, this the 10th day of November, 2005.  

ATTEST: 
 
 
    
Counsel and Secretary to the Board  Chairman of the Board 
 
 
 
(Seal) 



14.3



14.4



14.5



14.6



14.7



14.8



14.9
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5. U. T. System Board of Regents:  Approval of the Intermediate Term Fund 
Investment Policy Statement 

 
 

RECOMMENDATION 
 
The Chancellor and the Executive Vice Chancellor for Business Affairs recommend that the 
U. T. System Board of Regents approve the U. T. System Intermediate Term Fund (ITF) 
Investment Policy Statement as presented on Pages 15.1 - 15.11. 

 
 

BACKGROUND INFORMATION 
 
The U. T. System Board of Regents (Board), at the July 8, 2005 meeting, authorized the 
centralization of management of the U. T. System operating reserves.  The ITF 
Investment Policy Statement is proposed to establish the ITF as a pooled fund for the 
collective investment of operating assets and other intermediate and long-term assets 
under the sole control of the Board, as a fiduciary with full discretion as to investments. 
Investment policies are the responsibility of the Board.  The ITF shall be managed by 
The University of Texas Investment Management Company (UTIMCO) in conformity 
with the ITF Investment Policy Statement, with authority delegated by the Board 
pursuant to the Investment Management Services Agreement with UTIMCO.  
  
UTIMCO staff and U. T. System staff have collaborated in the development of the 
recommended ITF Investment Policy Statement.  The proposed ITF Investment Policy 
Statement is substantially in the form approved by the UTIMCO Board of Directors on 
October 7, 2005, with the "Investment Objectives" section expanded to clarify and 
specify (as shown on Pages 15.2 - 15.3) 
 
 1.  The primary investment objective is to preserve purchasing power by 

earning a net return of at least inflation plus 3%, measured over rolling 
three-year periods. 

 
 2.  The secondary objective is to generate a net return in excess of the 

approved Policy Portfolio benchmark return over rolling three-year 
periods. 

 
 3.  Prudent diversification within each approved asset class, and a portfolio 

risk profile within the approved Policy Portfolio risk range (measured 
monthly) must be maintained. 



15.1



15.2



15.3



15.4



15.5



15.6



15.7



15.8



15.9



15.10



15.11
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6. U. T. System Board of Regents:  Approval of The University of Texas 
System Allocation Policy for Non-Endowment Funds effective 
February 1, 2006 

 
 

RECOMMENDATION 
 
The Chancellor and the Executive Vice Chancellor for Business Affairs concur in the 
recommendation that the U. T. System Board of Regents approve a proposed policy 
titled "The University of Texas System Allocation Policy for Non-Endowment Funds" 
(Allocation Policy).  The Allocation Policy, proposed to be effective February 1, 2006, is 
set forth on Pages 16.1 - 16.2. 

 
 

BACKGROUND INFORMATION 
 
The Allocation Policy is intended to ensure that sufficient liquidity is available at all times 
to meet the needs of the U. T. System institutions and System Administration, while 
ensuring that all funds not needed for short-term liquidity purposes are invested with an 
appropriate time horizon to enhance the total return of the non-endowment funds.   
 
Eligible U. T. System institutions with at least $5 million of non-endowment funds on the 
last day of a calendar month and a current financial condition rating from the U. T. 
System Administration Office of the Controller of "Watch" or better will invest in the 
Intermediate Term Fund pursuant to the Allocation Policy.  In general, 85% of an 
institution's non-endowment funds are to be invested in the Intermediate Term Fund.  
Exceptions for funds that would otherwise be invested pursuant to the Allocation Policy 
may be made only with the approval of the Executive Vice Chancellor of Business 
Affairs or the Associate Vice Chancellor for Finance. 



The Office of Finance 16.1 
November 2005 

The University of Texas System Allocation Policy  
for Non-Endowment Funds 

 
 
Purpose 
 
The University of Texas System Allocation Policy for Non-Endowment Funds 
(“Allocation Policy”) is intended to ensure that sufficient liquidity is available at all 
times to meet the needs of the institutions and System Administration, while 
ensuring that all funds not needed for short-term liquidity purposes are invested 
with an appropriate time horizon to enhance the total return of the Non-
Endowment funds.  Eligible Institutions with at least $5 million of Non-
Endowment Funds on the last day of a calendar month and a current financial 
condition rating from the System Administration Office of the Controller of 
“Watch” or better will invest in the Intermediate Term Fund (“ITF”) pursuant to 
this policy.  Exceptions for funds that would otherwise be invested pursuant to 
this policy may be made only with the approval of an Authorized Representative.   
  
Allocation and Rebalancing 
 
At the beginning of each month, each institution shall have a minimum of $5 
million invested in the Short Term Fund (“STF”).  The target allocation for Non-
Endowment Funds in excess of $5 million held by Eligible Institutions shall be 
15% in the STF and 85% in the ITF.  Institutions that are ineligible to invest in the 
ITF shall be 100% invested in the STF.  If an institution ceases being an Eligible 
Institution as measured on the last day of any month, then it must rebalance such 
that 100% of its Non-Endowment Funds are in the STF, unless prior approval is 
obtained from an Authorized Representative.   
 
Eligible Institutions are required to rebalance when the projected allocation to the 
STF at month-end is less than 10% or greater than 20% of the institution’s Non-
Endowment Funds, or when a cash inflow or outflow is scheduled to occur during 
the next calendar month that is likely to result in the institution having less than 
10% or more than 20% of its Non-Endowment Funds in the STF at the end of the 
next calendar month.  Each Chief Business Officer is responsible for rebalancing 
to ensure the institution’s Non-Endowment Funds are within this target range, 
which will be reviewed on a monthly basis by the System Administration Office of 
Finance.  At least five days prior to the end of each month, each institution 
should check its balance in the STF and the ITF to determine if rebalancing will 
be necessary.  If necessary, ITF transactions should be initiated on or before the 
last business day of the month.  ITF transactions will be effective on the first day 
of the following month.  For transactions greater than $10 million (redemptions or 
withdrawals), the institution should provide notice to The University of Texas 
Investment Management Company (UTIMCO) at least five days in advance to 
facilitate UTIMCO’s ability to transact efficiently. 
 



The Office of Finance 16.2 
November 2005 

Sharing of Investment Returns 
 
If the total investment return on the ITF in a fiscal year is in excess of the primary 
national Consumer Price Index ("CPI-U") published by the Bureau of Labor 
Statistics plus 3.0%, then the amount in excess of the CPI-U plus 3.0% will be split, 
with 90% of the excess return being retained by the institutions and 10% being 
distributed to System Administration.  Any funds distributed to System 
Administration will be used exclusively for strategic initiatives that benefit the 
institutions, and all expenditures of the funds by System Administration will require 
approval of the Board of Regents. 
 
No excess returns will be distributed to System Administration unless the 
cumulative total investment return of the ITF, measured from the inception date 
of this policy through the most recent fiscal year end, is in excess of the monthly 
compounded cumulative return of the CPI-U plus 3.0% for the same period. 
 
Definitions 
 
Authorized Representative – The Executive Vice Chancellor for Business 
Affairs at System Administration or the Associate Vice Chancellor for Finance at 
System Administration. 
Eligible Institutions – Institutions with at least $5.0 million of Non-Endowment 
Funds on the last day of a month and a current financial condition rating from the 
System Administration Office of the Controller of “Watch” or better. 
Intermediate Term Fund (ITF) – The ITF is a pooled fund for the investment of 
Non-Endowment funds that are not required to be invested in the Short Term 
Fund.  Refer to the ITF Investment Policy for more information. 
Non-Endowment Funds – Non-Endowment Funds include all non-endowment 
monies owned by the Board of Regents or under the control of the Board of 
Regents.  Funds that are legally required to be invested elsewhere, such as 
funds held at the State Treasury and certain trust funds, are excluded from this 
policy.  Due to Internal Revenue Service restrictions governing tax-exempt debt 
such as yield restriction and spend-out requirements, debt-related funds are also 
specifically excluded from this policy.  Exceptions for Non-Endowment funds that 
would otherwise be invested pursuant to this policy may be made only with the 
approval of an Authorized Representative. 
Short Term Fund (STF) – The STF is an institutional money market mutual fund, 
currently the Dreyfus Institutional Preferred Money Market Fund (Dreyfus Fund).  
The STF provides daily liquidity and safety of principal by investing in short-term 
money market obligations.  Refer to the STF Investment Policy for more 
information.  
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7. U. T. System Board of Regents:  Approval to Amend the Short Term Fund 
Investment Policy Statement, the Liquidity Policy, and the Derivative 
Investment Policy 

 
 

RECOMMENDATION 
 
The Chancellor and the Executive Vice Chancellor for Business Affairs concur in the 
recommendation of the Board of Directors of The University of Texas Investment 
Management Company (UTIMCO) that the U. T. System Board of Regents approve the 
proposed changes to the Short Term Fund Investment Policy Statement, the Liquidity 
Policy, and the Derivative Investment Policy as set forth on Pages 18.1 - 18.17 and 
referenced in the Background Information of this item.  
  
These policy amendments were approved by the UTIMCO Board on October 7, 2005, in 
substantially the form as set forth on Pages 18.1 - 18.17. 

 
 

BACKGROUND INFORMATION 
 
Amendments to the Investment Policies are authorized by Section 3(a) of the Investment 
Management Services Agreement dated September 1, 2005, between the Board of 
Regents of The University of Texas System and UTIMCO.  Section 3(a) provides that 
UTIMCO shall review the investment policies of the assets under its management and 
recommend any changes to such policies for approval by the U. T. System Board of 
Regents.  No amendments to the Permanent University Fund (PUF), General Endowment 
Fund (GEF), Permanent Health Fund (PHF), Long Term Fund (LTF), Short Intermediate 
Term Fund (SITF), or Separately Invested Accounts (SIA) Investment Policy Statements 
are being recommended at this time. 
  
Proposed amendments to the Short Term Fund (STF) Investment Policy Statement are 
summarized below: 
  
• Include language to clarify when the funds of foundations may invest in the STF. 

 
• Clarify definition of Cash and Cash Equivalents. 

 
• Remove derivative language since derivatives will not be used in the STF. 

 
• Remove eligible investment language. 



18 

The Liquidity Policy and Derivative Investment Policy are proposed for amendment to 
include the new Intermediate Term Fund (ITF) (see Item 5 on Page 15).  The ITF is 
proposed as a pooled operating fund for the collective investment of operating funds 
and other intermediate and long-term funds held by the U. T. System institutions and 
System Administration.  The Liquidity Policy and Derivative Investment Policy 
supplement, but do not supersede, the Investment Policy Statements for the PUF, GEF, 
and ITF.  
  
The Derivative Investment Policy is also being proposed for amendment to: 
  
• Expand the scope covering external managers operating under agency 

agreements; 
 

• Expand and clarify the controls related to counterparty risk associated with over-
the-counter derivative transactions; 

 
• Include a global risk limitation to prohibit any internal or external agency 

derivative transaction from causing the aggregate risk exposure of the PUF, the 
GEF, and/or the ITF to exceed the risk limits set by the respective approved 
asset allocation policies; 

 
• Include a section on risk management procedures and compliance; and 

 
• Include a section expanding the derivative reporting requirements to the UTIMCO 

Board. 
  
These amendments to the Derivative Investment Policy represent a significant 
refinement in the oversight of U. T. System investment portfolios, utilizing UTIMCO's 
expanding risk management capabilities.  Review of this Policy will continue in the 
future, consistent with industry best practices. 
 
 



 
 
 
   

 
UTIMCO 11/10/2005  

THE UNIVERSITY OF TEXAS SYSTEM 
SHORT TERM FUND 

INVESTMENT POLICY STATEMENT 
 
 
Purpose 
 
The Short Term Fund (the "STF") 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 operating funds and other short and intermediate term funds 
held by U. T. System component institutions and System Administration with an 
investment horizon of less than one year. 
 
STF Organization 
 
The STF functions like a mutual fund in which each eligible account purchases and 
redeems STF units as provided herein.  The ownership of STF 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. 
 
STF 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 STF. 
 
Ultimate fiduciary responsibility for the STF 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 STF shall be managed by UTIMCO, which shall:  a) recommend 
investment policy for the STF, b) determine specific asset allocation targets, ranges 

18.1
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and performance benchmarks consistent with STF objectives, and c) monitor STF 
performance against STF objectives.  UTIMCO shall invest the STF assets in 
conformity with this Policy Statement. 
 
UTIMCO may select and terminate unaffiliated investment managers subject to the 
Delegation of Investment Approval Authority approved by the UTIMCO Board.  
Managers shall be monitored for performance and adherence to investment 
disciplines.   
 
STF 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 STF assets shall comply with applicable law 
and be structured so as to provide essential safekeeping and trading efficiency.   
 
Funds Eligible to Purchase STF Units 
 
No account shall be eligible to purchase units of the STF unless it is under the sole 
control, with full discretion as to investments, by the Board of Regents and/or 
UTIMCO.   
 
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 STF.  
 
The funds of a foundation which is structured as a supporting organization described 
in Section 509(a) of the Internal Revenue Code of 1986, which supports the 
activities of the U. T. System and its component institutions, may purchase units in 
the STF provided that a contract between the Board of Regents and the foundation 
has been executed authorizing investment of foundation funds in the STF.: 
 

A. the purchase of STF units by foundation funds is approved by 
UTIMCO’s chief investment officer; 

 
B. all members of the foundation's governing board are also members of 

the Board of Regents; 
 
C. the foundation has the same fiscal year as the STF; 
 
D. a contract between the Board of Regents and the foundation has been 

executed authorizing investment of foundation funds in the STF; and 
 
E. no officer of such foundation, other than members of the Board of 

Regents, the Chancellor, UTIMCO’s chief investment officer or his or 

18.2
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her delegate shall have any control over the management of the STF 
other than to request purchase and redemption of STF units. 

 
STF Investment Objectives 
 
The primary investment objective shall be to maximize current income consistent 
with the absolute preservation of capital and maintenance of adequate STF liquidity.  
The STF shall seek to maintain a net asset value of $1.00. 
 
Achievement of this objective shall be defined as a fund return in excess of the 
average gross return of the median manager of an approved universe of institutional 
only money market funds. 
 
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.  
 
STF assets shall be allocated to the following broad asset class:  
 
Cash and Cash Equivalents -– Short-term (generally securities with time to maturity 
of three months or less), highly liquid investments that are readily convertible to 
known amounts of cash, and which are subject to a relatively small risk of changes 
in value.  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. 
 
Performance Measurement 
 
The investment performance of the STF will be measured by an unaffiliated 
organization, with recognized expertise in this field and reporting responsibility to 
the UTIMCO Board, and compared against the performance benchmarks of the 
STF.  Such measurement will occur at least quarterly. 
 
Investment Guidelines  
 
The STF must be invested at all times in strict compliance with applicable law.   
 
Investment guidelines include the following: 
 
General 
 
• All investments will be U.S. dollar denominated assets. 
 

18.3
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• Investment policies of any unaffiliated liquid investment fund must be 
reviewed and approved by the chief investment officer prior to investment 
of STF assets in such liquid investment fund. 

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

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

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

unless specifically authorized by the UTIMCO Board. 
 
•The STF may utilize derivative securities with the approval of the UTIMCO Board 

to:  a) simulate the purchase or sale of an underlying market index while 
retaining a cash balance for fund management purposes; b) facilitate trading; 
c) reduce transaction costs; d) seek higher investment returns when a 
derivative security is priced more attractively than the underlying security; 
e) to index or to hedge risks associated with STF investments; or f) adjust the 
market exposure of the asset allocation, including long and short strategies; 
provided that; i) no leverage is employed in the implementation of such 
derivative purchases or sales; ii) no more than 5% of STF assets are required 
as an initial margin deposit for such contacts; and iii) the STF’s investments in 
warrants shall not exceed more than 5% of the STF’s net assets or 2% with 
respect to warrants not listed on the New York or American Stock Exchanges. 

 
•Such derivative securities shall be defined to be those instruments whose value is 

derived, in whole or part, from the value of any one or more underlying 
assets, or index of assets (such as stocks, bonds, commodities, interest 
rates, and currencies) and evidenced by forward, futures, swap, cap, floor, 
option, and other applicable contracts. 
 

•UTIMCO shall attempt to minimize the risk of an imperfect correlation between the 
change in market value of the securities held by the STF and the prices of 
derivative security investments by investing in only those contracts whose 
behavior is expected to resemble that of the STF’s underlying securities.  
UTIMCO also shall attempt to minimize the risk of an illiquid secondary 
market for a derivative security contract and the resulting inability to close a 
position prior to its maturity date by entering into such transactions on an 
exchange with an active and liquid secondary market.  Derivative securities 
purchased or sold over the counter may not represent more than 15% of the 
net assets of the STF.  
 

•In the event that there are no derivative securities traded on a particular market 
index, the STF may utilize a composite of other derivative security contracts 
to simulate the performance of such index.  UTIMCO shall attempt to reduce 
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any tracking error from the low correlation of the selected derivative securities 
with its index by investing in contracts whose behavior is expected to 
resemble that of the underlying securities. 

 
•UTIMCO shall minimize the risk that a party will default on its payment obligation 

under a derivative security agreement by entering into agreements that mark 
to market no less frequently than monthly and where the counterparty is an 
investment grade credit.  UTIMCO also shall attempt to mitigate the risk that 
the STF will not be able to meet its obligation to the counterparty by investing 
the STF in the specific asset for which it is obligated to pay a return or by 
holding adequate short-term investments. 

 
Eligible Investments 
 
The weighted average maturity of the portfolio shall not be more than 60 days.  
Individual securities shall have a remaining maturity not longer than 397 days.  
The maturity of a portfolio security shall be deemed to be the period remaining 
(calculated from the trade date or such other date on which the STF’s interest in the 
security is subject to market action) until the date noted on the face of the security as 
the date on which the principal amount must be paid, or in the case of a security 
called for redemption, the date on which the redemption payment must be made, 
except that:  a) a variable rate security, the principal amount of which is scheduled 
on the face of the security to be paid in 397 days or less, shall be deemed to have 
a maturity equal to the period remaining until the next readjustment of the interest 
rate; b) a variable rate security that is subject to a demand feature shall be deemed 
to have a maturity equal to the longer of the period remaining until the next 
readjustment of the interest rate or the period remaining until the principal amount 
can be recovered through demand; c) a floating rate security that is subject to a 
demand feature shall be deemed to have a maturity equal to the period remaining 
until the principal amount can be recovered through demand; d) a repurchase 
agreement shall be deemed to have a maturity equal to the period remaining until 
the date on which the repurchase of the underlying securities is scheduled to occur, 
or, where no date is specified, but the agreement is subject to a demand, the notice 
period applicable to a demand for the repurchase of the securities.  A demand 
feature shall mean a put that entitles the holder to receive the principal amount of 
the underlying security or securities and that may be exercised either at any time on 
no more than 30 days notice or at specified intervals not exceeding 397 days and 
upon no more than 30 days notice. 
 
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. 
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• 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 meet the single security duration criteria 

and 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 
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 STF 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 STF’s 
total assets. 

 
- Overnight repurchase agreements may not exceed 50% of the STF’s 

total assets. 
 
Fixed Income 
Holdings of eligible fixed income derivative securities shall be limited by the following 
guidelines:  
 

18.6



 
 
Short Term Fund Investment Policy Statement (continued)                      

UTIMCO 11/10/2005  

• With prior written approval of the UTIMCO Board, the Portfolio Manager may 
enter into derivatives transactions utilizing exchange traded fixed income 
futures contracts or options on fixed income futures contracts, provided that 
such derivatives transactions are designed to control duration or manage risk. 

 
• Such derivatives transactions shall be established on a case-by-case 

basis.  These contracts shall include but shall not be limited to Fed Fund 
Futures, Eurodollar Futures, or Treasury Bill Futures, provided that the futures 
exchanges are rated AAA or the equivalent as determined by UTIMCO.  

 
• Such derivatives shall be priced daily.  
 
• Market risk shall be measured in dollar duration equivalent values or, in the 

case of options, in delta or percentage of equivalent futures contracts.  
 
• For the purpose of this policy Collateralized Mortgage Obligations (“CMOs”) 

are considered to be Mortgage Backed Securities (“MBS”), not derivatives. 
 
STF Distributions 
 
Distributions of income from the STF to the unitholders shall be made as soon as 
practicable on or after the last day of each month. 
 
STF Accounting 
 
The fiscal year of the STF shall begin on September 1st and end on August 31st.  
Market value of the STF shall be maintained on an accrual basis in compliance 
with Financial Accounting Standards Board Statements, Government 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.  
 
Valuation of Assets 
 
All investments are stated at amortized cost, which in most cases approximates 
the market value of securities.  The objective of the fund is to maintain a stable 
$1.00 net asset value; however, the $1.00 net asset value is neithernot guaranteed 
nor insured by UTIMCO.   
 
The STF’s net assets shall include all related receivables and payables of the STF 
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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Purchase of STF Units 
 
Purchase of STF units may be made on each business day upon payment of cash to 
the STF or contribution of assets approved by UTIMCO’s chief investment officer, at 
the net asset value$1.00 per unit of the STF as of the most recent valuation date.  
 
Each account whose monies are invested in the STF shall own an undivided interest 
in the STF in the proportion that the number of units invested therein bears to the 
total number of all units comprising the STF. 
 
Redemption of STF Units 
 
Redemption of units may be made on each business day at the net asset value$1.00 
per unit. 
 
Securities Lending 
 
The STF may not participate in a securities lending contract with a bank or nonbank 
security lending agent.  
 
Investor Responsibility 
 
The UTIMCO Board shall discharge its fiduciary duties with respect to the STF solely 
in the interest of STF unitholders and shall not invest the STF 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 August 12, 2004 November 10, 2005. 
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Effective Date of Policy:  November 10, 2005August 11, 2005 
Original Effective Date of Policy:  August 7, 2003 
 
 
Purpose: 
The purpose of this Liquidity Policy is to establish limits on the overall liquidity profile of investments in 
(1) the Permanent University Fund (PUF) and the General Endowment Fund (GEF), hereinafter 
collectively referred to as the Endowment Funds and, (2) the Intermediate Term Fund (ITF).  For the 
purposes of this policy, “liquidity” is defined as a measure of the ability of an investment position to be 
converted into a cash position.  The established liquidity profile limits will act in conjunction with, but do 
not supercede, the Investment Policies adopted by the U. T. System Board of Regents. 
 
Objective: 
The objective of this Liquidity Policy is to control the element of total risk exposure of the Endowment 
Funds and the ITF stemming from the uncertainties associated with the ability to convert longer term 
investments to cash to meet immediate needs or to change investment strategy, and the potential cost of that 
conversion.  
 
Scope: 
This Liquidity Policy applies to all PUF, and GEF, and ITF investments made by The University of Texas 
Investment Management Company (UTIMCO), both by internal and by external managers.  Policy 
implementation will be managed at the aggregate UTIMCO level and will not be a responsibility of 
individual internal or external managers managing a portion of the aggregate assets.   
 
Definition of Liquidity Risk: 
“Liquidity risk” is defined as that element of total risk resulting from the uncertainty associated with both 
the cost and time period necessary to convert existing investment positions to cash (or cash equivalents).  
Liquidity risk can result in lower than expected returns and reduced opportunity to make changes in 
investment positions to respond to changes in capital market conditions.  Modern finance theory asserts that 
liquidity risk is a systematic risk factor that is incorporated into asset prices such that future longer-term 
returns will be higher for assets with higher liquidity risk, although that may not be the case in the short 
term.  
 
Liquidity Risk Measurement-The Liquidity Profile: 
Capital market theory does not provide a precise technique to measure liquidity risk.  For the purposes of 
this Liquidity Policy, potential liquidity risk will be monitored by measuring the aggregate liquidity profile 
of the Endowment Funds and ITF.  All individual investments within the Endowment Funds and ITF will 
be segregated into two categories: 

• Liquid:  Investments that could be converted to cash within a period of one day to 
three months in an orderly market at a discount of 10% or less.  

 
• Illiquid: Investments that could be converted to cash in an orderly market over a 

period of more than three months or in a shorter period of time by accepting a 
discount of more than 10%.  

 
The measurements necessary to segregate all investments into one of the two categories assume normally 
functioning capital markets and cash market transactions.  In addition, swaps, derivatives, or other third 
party arrangements to alter the status of an investment classified as illiquid may be considered, with the  
 

18.9



The University of Texas Investment Management Company 
Liquidity Policy 

           
 

UTIMCO  11/10/2005  

prior approval of the UTIMCO Board or the Risk Committee1, in determining the appropriate liquidity 
category for each investment. 
 
The result of this liquidity risk measurement process will be a liquidity profile for the Endowment Funds 
and the ITF which indicates the percentage of the total portfolio assets within each liquidity category.  This 
Liquidity Policy defines the acceptable range of percentage of total assets within each liquidity category, 
specifies “trigger zones” requiring special review by UTIMCO staff and Board, and specifies the method of 
monitoring and presenting actual versus policy liquidity profiles. 
 
Liquidity Policy Profile: 
The current Liquidity Policy Profile ranges and trigger zones for each of the Endowment Funds are defined 
by the chart below: 
 

Liquidity Policy Profile Ranges - Endowment Funds 
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The green bar indicates the Policy range for investments categorized as “liquid” by the definition presented 
earlier.  The red bar indicates the Policy range for investments categorized as “illiquid” by earlier 
definition.  The shaded sections of the green and red bars indicate trigger zones requiring special action by 
the UTIMCO Board or the Risk Committee.  For example, the allowable range for illiquid investments is 
0% to 35% of the total portfolio.  However, any illiquid investments made in the 30% to 35% trigger zone 
requires prior approval by the Risk Committee or the UTIMCO Board.  Risk Committee review of new 
investments in the illiquid trigger zone will supplement, rather than replace, the procedures established by 
the UTIMCO Board for the approval of new investments.   
 
                                                           
1 The Risk Committee (formerly, the Liquidity Committee) was appointed by the UTIMCO Board of 
Directors and is subject to a Risk Committee Charter first approved by the UTIMCO Board of Directors on 
April 8, 2004.  The Risk Committee consists of at least three members of the Board and provides oversight 
and monitoring of the liquidity of the policy portfolio in accordance with this Liquidity Policy. 
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The current Liquidity Policy Profile ranges and trigger zones for the ITF are defined by the chart below: 
 
 

Liquidity Policy Profile Ranges - ITF
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The allowable range for illiquid investments is 0% to 35% of the total portfolio for the ITF.  However, any 
illiquid investments made in the 25% to 35% trigger zone require prior approval by the Risk Committee or 
the UTIMCO Board.  Risk Committee review of new investments in the illiquid trigger zone will 
supplement, rather than replace, the procedures established by the UTIMCO Board for the approval of new 
investments.   
 
Documentation and Controls: 
Managing Directors responsible for each asset class are responsible for determining the liquidity category 
for each investment in that class.  These classifications will be reviewed by the Risk Manager and must 
receive final approval from the Chief Investment Officer.  Classifications and weights within each liquidity 
category will be updated and reported on a monthly basis.  The monthly liquidity reports will include 
certification by each Managing Director, the Risk Manager, the Chief Compliance Officer, and the 
President of UTIMCO that all investments are properly categorized and reported.  All new investments 
considered will be categorized by liquidity category, and a statement regarding the effect on overall 
liquidity of the addition of a new investment must be an element of the due diligence process and will be a 
part of the recommendation report to the UTIMCO Board. 
   
As additional safeguards, trigger zones have been established as indicated above to trigger required review 
and action by the UTIMCO Board or the Risk Committee in the event any investment action would cause 
the actual investment position in illiquid investments to enter the designated trigger zone, or in the event 
market actions caused the actual investment position in illiquid investments to move into trigger zones.  In 
addition, any proposed investment actions which would increase the actual investment position in illiquid 
investments in eitherany of the PUF, or the GEF, or the ITF by 10% or more of the total asset value of 
either such Ffund would also require review and action by the UTIMCO Board or the Risk Committee prior 
to the change.  Any actual positions in any trigger zones or outside the policy ranges will be communicated 
to the Chief Investment Officer immediately.  The Chief Investment Officer will then determine the process 
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to be used to eliminate the exception and report promptly to the UTIMCO Board and the Risk Committee 
the circumstances of the deviation from Policy and the remedy to the situation.  
 
Reporting: 
The actual liquidity profiles of the Endowment Funds and the ITF, and compliance with this Liquidity 
Policy will be reported to the UTIMCO Board on at least a quarterly basis.  Any exception to this Liquidity 
Policy and actions taken to remedy the exception will be reported promptly.  An example of the method of 
reporting is shown below where the yellow points and number labels indicate current actual exposure levels 
within each Liquidity Policy Range for the Endowment Funds (numbers shown are examples only).  For 
example, in this illustration the current exposure to “liquid” investments is 77.6%, while exposure to 
“illiquid” investments is 22.4% and both are within their respective allowable policy ranges and not in 
defined trigger zones. 
 

Liquidity Policy Profile Ranges - Endowment Funds 
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Effective Date of Policy:  November 10, 2005August 11, 2005 
Date Approved by UTIMCO Board:  October 7, 2005July 21, 2005                        
 
 
Purpose: 
The purpose of the Derivative Investment Policy is to enumerate the applications, documentation and 
limitations for investment in derivatives in the Permanent University Fund (PUF), and the General 
Endowment Fund (GEF), and the Intermediate Term Fund (ITF), hereinafter referred to as the Funds.  The 
Board of Regents approved investment policy guidelines for the Funds allow for investment in derivatives 
provided that their use is in compliance with UTIMCO’s Board approved Derivative Investment Policy.  
This Derivative Investment Policy supplements the Investment Policy Statement for the Funds. 
 
Objective: 
The objective of investing in derivatives is to facilitate risk management and provide efficiency in the 
implementation of various investment strategies for the Funds.  Through the use of derivatives, the complex 
risks that are bound together in traditional cash market investments can be separated and managed 
independently.   Derivatives provide the Funds with the most economical means to improve the Funds 
risk/return profile.   
 
Scope: 
Except where specifically noted, this Policy applies to all derivative transactions in the Funds executed by 
internal UTIMCO staff and by external managers operating under an Agency Agreement.   This Policy 
applies to internal management of derivatives at UTIMCO only.  This Policy does not apply to external 
managers operating under limited partnership agreements, offshore corporations, or other Limited Liability 
Entities that limit the liability exposure of the Funds’ investments.  Derivatives policies for external 
managers are established on a case by case basis with each external manager, as described below.   
 
This Policy applies to both exchange traded derivatives and over the counter (OTC) derivative instruments.  
This Policy shall not be construed to apply to index or other common or commingled funds in which the 
Funds typically invest.  These commingled investment vehicles are governed by separate investment policy 
statements.     
 
External Managers: 
External managers are selected to manage the Funds’ assets under either an Agency Agreement or through 
a Limited Liability Entity.  An external investment manager of public market investments employed by 
UTIMCO under an Agency Agreement may engage in derivative transactions only if the transactions are 
consistent with the overall investment objectives of the account.  Derivative applications shall be approved 
only with investment managers that demonstrate investment expertise in their use, and have appropriate 
risk management policies and procedures to effectively monitor and control their use.  Disclosure of 
permitted derivative applications with external investment managers of public market investments shall be 
made to UTIMCO’s Board. 
 
Selecting and monitoring external managers through a Limited Liability Entity The due diligence process 
in the selection of managers  of alternative marketable equities employed by UTIMCO requires a clear 
understanding of the managers’ use of derivatives, particularly as it relates to various risk controls and 
leverage.  UTIMCO will invest in such strategies exclusively through limited partnership agreements, 
offshore corporations or other legal entities that limit the Funds’ exposure to its investment in the strategy.   
Disclosure of derivative applications with alternative marketable equity managers shall be made to 
UTIMCO’s Board.These managers typically have complete delegated authority, and monitoring of risk 
exposures and leverage is done on both an individual entity and aggregate basis.  The permitted uses of 
derivatives and leverage are fully documented in the limited liability agreements with these managers.     
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Definition of Derivatives: 
Derivatives are financial instruments whose value is derived, in whole or part, from the value of any one or 
more underlying securities or assets, or index of securities or assets (such as a bonds, stocks, commodities, 
and currencies).  For the purposes of this Policy, derivatives shall include futures contracts, forward 
contracts, swaps and all forms of options, but shall not include a broader range of securities including 
mortgage backed securities, structured notes and convertible bonds .   Derivatives may be purchased 
through a national exchange or through an OTC direct arrangement with a counterparty.  (Refer to the 
attached exhibit for a glossary of terms.)   
 
 
Permitted Derivative Applications: 
Derivative applications may be used: 

• To implement investment strategies in a low cost and efficient manner; 
• To alter the Funds market (systematic) exposure without trading the underlying cash market 

securities through purchases or short sales, or both, of appropriate derivatives;   
• To construct portfolios with risk and return characteristics that could not be created with cash 

market securities; 
• To hedge and control risks so that the Funds’ risk/return profile is more closely aligned with the 

Funds’ targeted risk/return profile through purchases or short sales, or both, of appropriate 
derivatives; or 

• To facilitate transition trading. 
 

The primary intent of derivative transactions should be to hedge risk in portfolios or to implement 
investment strategies more effectively and at a lower cost than would be possible in the cash market. 
Except as provided below, Oonly the above derivative applications are permitted until such time as this 
policy is amended and approved by UTIMCO’s Board.  The Chief Investment Officer shall recommend 
and the UTIMCO Board must approve any new internal derivative applications prior to implementation, 
after fully considering the permissibility, merits, and compliance with all documentation and controls 
requirements of the application.  Derivative policies of external managers that engage in derivative 
applications not otherwise permitted by this Policy, or a Policy subsequently broadened by the UTIMCO 
Board, must be approved by the UTIMCO Board.  Existing external managers as of November 10, 2005, 
will comply with this policy on or before January 1, 2006. 
 
Derivative Applications Not Permitted:  
Derivative applications shall not be used to invest in asset classes that are not consistent with the Funds’ 
policy asset categories, implementation strategies and risk/return characteristics.   
 
Documentation and Controls: 
Prior to the implementation of a new internal derivative application, UTIMCO shall document the purpose, 
justification, baseline portfolio, derivative application portfolio, risks (including at a minimum modeling, 
pricing, liquidity and legal risks), the expected increase or reduction in systematic and specific risk 
resulting from the application, the acceptable criteria for counterparties in over the counter derivative 
applications, and the procedures in place to monitor and manage the derivative exposure.  Internal control 
procedures to properly account and value the Funds’ exposure to the derivative application shall be fully 
documented.    UTIMCO shall establish an appropriate risk management procedure to monitor compliance 
and will take corrective action if necessary.   
UTIMCO shall make a comprehensive report of all derivative applications to the UTIMCO Board on at 
least a quarterly basis. 
 
Limitations: 
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Economic Impact and Leverage:  Leverage is inherent in derivatives since only a small cash 
deposit is required to establish a much larger economic impact position.  Thus, relative to the cash 
markets, where in most cases the cash outlay is equal to the asset acquired, derivatives 
applications offer the possibility of establishing substantially larger market risk exposures with the 
same amount of cash as a traditional cash market portfolio.  Therefore, risk management and 
control processes must focus on the total risk assumed in a derivatives application, which is the 
sum of the application-specific risk and the market (systematic) risk established by the derivative 
application.  In order to control and limit the leverage risk, each internal derivative application 
must specify a baseline portfolio, and risk measures such as Value at Risk (VAR) will be 
employed to assure that the total economic impact risk of the derivative application portfolio 
relative to the baseline portfolio will not exceed 20% of the underlying value of the baseline 
portfolio.  The total relative economic impact risk of each derivative application will be monitored 
on a daily basis by the most appropriate risk management tools for the particular derivative s 
application. 

 
Counterparty Risks:  As an additional global limitation, the total gross value (without netting 
counter positions) of all internal derivatives positions shall not exceed 45% of the net asset value 
of the Funds.      
In order to limit the financial risks associated with derivative applications, rigorous counterparty 
selection criteria and netting agreements shall be required to minimize counterparty risk for over 
the counter derivatives.  Any counterparty in an OTC derivative transaction with the Funds must 
have a credit rating of at least A- (Standard and Poor’s) or A3 (Moody’s).  All OTC derivative 
transactions must be subject to established ISDA Netting Agreements and have full documentation 
of all legal obligations of the Funds under the transactions.  The counterparty must be an 
investment grade credit and the agreement must be marked to market no less frequently than 
monthly. The net market value of all OTC derivative positions for any individual counterparty 
may not exceed 1% of the total market value of the Funds. 
  
Global Risk Limitations:  Notwithstanding other limitations in this Derivative Policy, no 
derivative transaction may be taken that would cause the aggregate risk exposure of the Funds to 
exceed the aggregate risk limits established by the current asset allocation policies of the Funds. 
 

Risk Management and Compliance: 
To ensure compliance with all terms and limitations of this Policy, all internally managed and externally 
managed derivatives in accounts under Agency Agreements will be marked to market on a daily basis by 
the Funds’ external custodian, and these daily reports will be reviewed for accuracy by the UTIMCO Risk 
Manager.  Compliance with the conditions of this Policy will be monitored by the UTIMCO Chief 
Compliance Officer using data provided by the external custodian and the external risk model.  Data from 
the external risk model will be reviewed for accuracy and completeness by the UTIMCO Risk Manager.  
Any violations of the terms in this Policy will be reported immediately to the Chief Investment Officer, 
who will determine the appropriate remedy and report promptly to the Risk Committee and the UTIMCO 
Board.  
 
Reporting:  
UTIMCO shall provide a comprehensive report of all approved derivative applications for both internal 
managers and external managers under Agency Agreements.   UTIMCO shall also provide a 
comprehensive report of all outstanding derivatives positions established by internal managers and external 
managers under Agency Agreements.  These reports will be provided at least on a quarterly basis to the 
UTIMCO Board and the Risk Committee.   
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Derivative Investment Policy Exhibit  
Glossary of Terms 

 
 
 
Agency Agreement – A form of legal agreement that typically grants limited investment discretion to an 
external investment manager to act as the investment agent of the Funds but does not limit the liability of 
the Funds for actions taken by that agent. 
 
Application-specific risk – The portion of total risk in a derivatives application which is due to factors 
unique to the application as opposed to more systematic, market-related factors.  For example, in an option 
on a specific stock, the risk associated with the specific business results of the company which issued the 
stock underlying the option would be application-specific risk, as opposed to the overall risk of the stock 
market which would be Systematic Risk.  
 
Baseline portfolio – The cash-market based portfolio which will serve as the basis for calculating the 
relative risk level of an equivalent derivatives application. 
 
Cash equivalents – Includes cash, short term fixed income instruments, accruals, variation margin and one 
day deposits in transit to the account.    
 
Cash market - The physical market for a commodity or financial instrument. 
 
Counterparty - The offsetting party in an exchange agreement. 
 
Delta Equivalent Value – The delta of an option is a measure of the change in price of an option with a 
small change in the value of the security underlying the option as implied by the Black-Scholes theory.  
The delta is a function of the volatility of the underlying security, the dividend rate of the underlying 
security, the strike price of the option, the time to maturity of the option, and the risk free interest rate.  The 
delta then defines the value of the underlying security that would be necessary to fully hedge the option 
position, the delta equivalent value.  For example, if an option on a stock has a notional value of $100 but 
would change in price by $6 when the value of the underlying stock changes by $10, then the delta 
equivalent value of the option is $60.      
 
Derivative application – A definition of the intended use of a derivative-based position such as replication 
or enhancing index returns, asset allocation or completion fund strategies, and various alpha transport 
strategies. 
 
Derivative application portfolio – The portfolio including derivative instruments, cash equivalents, and 
other cash market assets established to replicate a specified baseline portfolio. 
 
Economic exposure - The total effective exposure of a derivative position.  The economic exposure is the 
product of the dollar value of the exposure and the market or systematic risk level of the exposure.  A 
common method of measuring economic exposure is with risk management tools such as “value at risk.” 
 
Exchange traded derivatives - A derivative instrument traded on an established national or international 
exchange.  These instruments “settle” daily in that cash exchanges are made between the exchange and 
parties to the contracts consistent with the change in price of the instrument.  Fulfillment of the contract is 
guaranteed by the exchange on which the instruments are traded.  Examples include S&P 500 futures 
contracts and Goldman Sachs Commodities Index futures contracts.  
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Forward contract - A non-standardized contract for the physical or electronic (through a bookkeeping 
entry) delivery of a commodity or financial instrument at a specified price at some point in the future. 
 
Futures contract - A standardized contract for either the physical delivery of a commodity or instrument at 
a specified price at some point in the future, or a financial settlement derived from the change in market 
price of the commodity or financial instrument during the term of the contract.  
 
ISDA Netting Agreement - The International Swaps and Derivatives Association (ISDA) is the global 
trade association representing participants in the privately negotiated derivatives industry, covering swaps 
and options across all asset classes.  ISDA has produced generally accepted “Master Agreements,” a 1992 
Master Agreement and a 2002 Master Agreement, that are used by most counterparties in OTC derivatives 
transactions.  Netting agreements are terms within the applicable Master Agreement that deal with the 
calculation of exposure for each counterparty.  These netting agreements require that exposures between 
counterparties will be “netted” so that payables and receivables under all existing derivative transactions 
between two counterparties are offset in determining the net exposure between the two counterparties.    
 
Limited Liability Entity – A legal entity created to define how assets contributed to the entity by external 
partners to the agreement will be managed by the manager of the entity.  Theses entities are typically 
limited liability partnerships, corporations, or other such entities that limit the liability of external investors 
to the current value of the external investors’ investment in the entity. 
 
Option - An instrument that conveys the right but not the obligation to buy or deliver the subject financial 
instrument at a specified price, at a specified future date. 
 
Over the counter (OTC) derivatives -  A derivative instrument which result from direct negotiation 
between a buyer and a counterparty.  The terms of such instruments are non-standard and are the result of 
specific negotiations.  Settlement occurs at the negotiated termination date, although the terms may include 
interim cash payments under certain conditions.  Examples include currency swaps and forward contracts, 
interest rate swaps, and collars. 
 
Swap - A contract whereby the parties agree to exchange cash flows of defined investment assets in 
amounts and times specified by the contract. 
 
Systematic risk – The non-diversifiable risks associated with an investment in a particular asset market.  
For example the financial, political, and other risks associated with a portfolio of common stocks are 
known as “market” or systematic risks.   
 
Value at risk (VAR) –  An established method of measuring economic exposure risk.  The measure 
conveys the maximum potential loss (in dollars or percent of total assets) for a particular investment 
position, for a particular period of time, for a particular level of confidence.   
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8. U. T. System Board of Regents:  Investments Report for the quarter and 
fiscal year ended August 31, 2005, and The University of Texas Investment 
Management Company (UTIMCO) Performance Summary Report 

 
 

REPORT 
 
The Investments Report for the quarter and fiscal year ended August 31, 2005, are set forth 
on Pages 19.1 - 19.5. 
 
Item I on Page 19.1 reports activity for the Permanent University Fund (PUF) investments.  
The PUF's net investment return for the fiscal year was 18.8% versus its composite 
benchmark return of 15.1%.  The PUF's net asset value increased by $1,338.8 million since 
the beginning of the fiscal year to $9,426.7 million.  This change in net asset value includes 
increases due to contributions from PUF land receipts and net investment return and a 
decrease due to the $341.2 million annual distribution.  
 
Item II on Page 19.2 reports activity for the General Endowment Fund (GEF) investments.  
The GEF's net investment return for the fiscal year was 18.8% versus its composite 
benchmark return of 15.1%.  The GEF's net asset value increased $719.2 million since the 
beginning of the fiscal year to $4,926.8 million. 
 
Item III on Page 19.3 reports activity for the Short Intermediate Term Fund (SITF).  Total 
net investment return on the SITF was 2.48% for the fiscal year versus the SITF's perform-
ance benchmark of 1.15%.  The SITF's net asset value increased by $44.4 million since the 
beginning of the fiscal year to $1,222.4 million.  This increase in net asset value was due to 
net contributions and investment return to the SITF. 
 
Item IV on Page 19.4 presents book and market value of cash, debt, equity, and other 
securities held in funds outside of internal investment pools.  Total cash and equivalents, 
consisting primarily of institutional operating funds held in the Dreyfus money market fund, 
increased by $37.5 million to $2,443.8 million during the three months since the last 
reporting period.  Market values for the remaining asset types were debt securities:  $47.2 
million versus $47.3 million at the beginning of the period; equities:  $256.5 million versus 
$346.2 million at the beginning of the period; and other investments:  $1.6 million versus 
$2.2 million at the beginning of the period. 
  
The August 31, 2005, Performance Summary Report prepared by The University of 
Texas Investment Management Company (UTIMCO) is attached on Page 19.5. 
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9. U. T. System:  Fiscal Year 2005 Energy Utility Task Force Report 
 
 

REPORT 
 
Mr. Philip R. Aldridge, Associate Vice Chancellor for Finance, will provide the annual 
report on the progress of the Energy Utility Task Force for Fiscal Year 2005 using 
the PowerPoint presentation attached on Pages 49 - 52 of the Supplemental Materials 
(Volume 2) of the Agenda Book.  The Energy Utility Task Force was created in 
February 2001 to evaluate and recommend strategies for U. T. System institutions 
to reduce energy consumption, better manage commodity price risk, and leverage their 
purchasing power to reduce energy costs. 
  
Initial recommendations and energy consumption reduction goals were presented to the 
Board in November 2001.  A 2-4% reduction in System-wide energy use per square foot 
was targeted for Fiscal Year 2003 and was achieved.  A 5-10% reduction in energy 
usage is targeted for Fiscal Year 2006.  The estimated reduction in energy usage 
through Fiscal Year 2005 is 5.2%. 




