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1. U. T. System:  Approval of Docket No. 117 
 
 

RECOMMENDATION 
 
It is recommended that Docket No. 117, printed on green paper at the back of the 
Agenda Book beginning on Page Docket - 1, be approved. 
 
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:  Monthly Financial Report 

 
 

The Monthly Financial Report has been prepared since 1990 to track the finan-
cial results of the U. T. System component institutions.  The March Monthly 
Financial Report representing the operating results of the institutions follows on 
Pages 30.1 - 30.25. 

 
 

REPORT 
 
The Monthly Financial Report compares the results of operations between the current 
year-to-date cumulative amounts and the prior year-to-date cumulative amounts. 
Explanations are provided for institutions having the largest variances in Adjusted 
Income (Loss) year-to-date as compared to the prior year both in terms of dollars and 
percentages. 
 
Consistent with a request at the February 2004 U. T. Board of Regents' meeting, this 
Report includes the most current information available. 
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3. U. T. Board of Regents:   Report on Investments for quarter ended Feb-
ruary 29, 2004, and Performance Report by Ennis Knupp + Associates  

 
 

REPORTS 
 
Pages 31.1 - 31.7 contain the Summary Reports on Investments for the three months 
ended February 29, 2004. 
 
Item I on Pages 31.1 - 31.2 reports summary activity for the Permanent University 
Fund (PUF) investments.  The PUF's net investment return for the three months 
was 8.34%.  The PUF's net investment return for the 12 months ended Febru-
ary 29, 2004, was 31.74%.  The PUF's net asset value increased by $563.8 million 
since the beginning of the quarter to $8,218.9 million.  This change in net asset value 
includes increases due to contributions from PUF land receipts and net investment 
return, offset by a decrease for the payment of one-quarter of the PUF's annual 
distribution.  
 
Item II on Pages 31.3 - 31.5 reports summary activity for the General Endowment 
Fund (GEF), the Permanent Health Fund (PHF), and Long Term Fund (LTF).  The 
GEF's net investment return for the three months was 8.22%.  The GEF's net invest-
ment return for the 12 months ended February 29, 2004, was 32.56%.  The GEF's 
net asset value increased $291.9 million since the beginning of the quarter to 
$4,244.5 million. 
 
Item III on Page 31.6 reports summary activity for the Short Intermediate Term 
Fund (SITF).  Total net investment return on the SITF was 1.20% for the three months.  
The SITF's net asset value decreased by $260.3 million since the beginning of the quar-
ter to $1,106.2 million.  This decrease in net asset value includes withdrawals from the 
SITF and distributions. 
 
Item IV on Page 31.7 presents book and market value of cash, debt, equity, and other 
securities held in funds outside of internal investment pools.  Total cash and equiva-
lents, consisting primarily of component operating funds held in the Dreyfus money 
market fund, increased by $466.2 million to $2,274.9 million during the three months 
since the last reporting period.  Market values for the remaining asset types were 
debt securities:  $286.7 million versus $109.0 million at the beginning of the period; 
equities:  $210.5 million versus $298.1 million at the beginning of the period; and 
other investments:  $6.2 million versus $14.4 million at the beginning of the period. 
 
A Performance Report on investments for the quarter ended February 29, 2004, as 
prepared by Ennis Knupp + Associates is attached on Pages 31.8 - 31.99.  (Blank 
pages included in the report were not copied.) 
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All data found in this report has been provided by 
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EXECUTIVE SUMMARY

As of February 29, 2004

 

 

Ennis Knupp + Associates2  

Permanent University Fund
$8,218.9 million

Long Term Fund
$3,404.6 million

Permanent Health Fund
$840.0 million

ENDOWMENT FUNDS AS OF 2/29/04*

Permanent University Fund: State endowment fund contributing to the support of 18 institutions and 6 agencies of the
U.T. System and the Texas A&M University System

Permanent Health Fund: An internal U.T. System mutual fund for the pooled investment of state endowment funds for
health-related institutions of higher education.  The Fund currently purchases units in the General Endowment Fund in
exchange for its contribution of investment assets.

Long Term Fund: An internal U.T. System mutual fund for the pooled investment of over 5,000 privately raised
endowments and other long-term funds of the 15 component institutions of the U.T. System.  The Fund currently
purchases units in the General Endowment Fund in exchange for its contribution of investment assets.

General Endowment Fund: Comprised wholly of the Permanent Health Fund and the Long Term Fund.  Both the PHF
and LTF purchase units in the General Endowment Fund in exchange for the contribution of investment assets.

*Information regarding the U.T. System's Separately Invested Funds is not provided in this report.
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Ennis Knupp + Associates 3 

Short Term Fund
$2,231.3 million

Short Intermediate Term
Fund $1,106.2 million

BGI U.S. Debt Index Fund
$231.0 million

BGI Equity Index Fund
$131.1 million

OPERATING FUNDS AS OF 2/29/04

Short Term Fund (Dreyfus Fund): A money market mutual fund consisting of the working capital and other operating fund
balances held by U.T. System institutions with an investment horizon of less than one year.

Short Intermediate Term Fund: An internal U.T. System mutual fund for the pooled investment of the operating funds held
by U.T. System institutions with an investment horizon greater than one year and less than five years.

Institutional Index Funds: Consist of index funds for the investment of U.T. System institutions' permanent working capital
and long-term capital reserves.
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Ennis Knupp + Associates4  

The U.T. System Board of Regents adopted new investment policies for the PUF and GEF on December 19, 2003. As a
result, beginning January 1, 2004, the asset allocations and investment performance of the PUF and GEF will be
compared to these new policies, including changes to the Endowment Performance Benchmark.

The changes that have been made to the Endowment Performance Benchmark as of January 1, 2004, are summarized
in the table at the bottom of the page. A comprehensive comparison of the PUF and GEF asset allocations to the new
Policy Targets can be found on pages 11 and 47, respectively. Changes to the classifications of assets include:

A new classification of Equity Hedge Funds was created to represent the hedge and structured funds formerly part of the
domestic and international public equity asset classes

Global ex-U.S. Equities includes all international public equity investment accounts, both developed market and
emerging market managers

Asset classifications for Venture Capital and Private Equity were created to distinguish between the investment types
included in the Private Capital asset class; however, performance was provided by UTIMCO at the Total Private Capital
asset class level.

A new classification, Commodities, was created

The Inflation Hedging asset classification was eliminated

REIT investment strategies were moved to the U.S. Equities category

The table below highlights the asset class benchmark changes that took place during the quarter.

SUMMARY OF CHANGES

Current Former
Policy Target Policy Target Current Benchmark; (Former Benchmark)

U.S. Equities  25.0 %  31.0 % Russell 3000; (Wilshire 5000)
Global ex-U.S. Equities  17.0   19.0  MSCI All Country World ex-U.S.; (No Change)
Equity Hedge Funds  10.0    0.0  90 Day T-Bills + 4%; (N/A - New Component)
Absolute Return Hedge Funds  15.0   10.0  90 Day T-Bills + 3%; (90 Day T-Bills + 4%)
Private Capital  15.0   15.0  Venture Economics Private Capital; (Wilshire 5000 + 4%)
Commodities   3.0    --  GSCI minus 1%; (N/A - New Component)
Fixed Income  15.0   15.0  Lehman Brothers Aggregate Bond Index; (No change)
Inflation Hedging   --   10.0  N/A - Component Eliminated; (Inflation Hedging Benchmark)

Performance Benchmark 100.0 % 100.0 % Changes take place as of January 1, 2004

ENDOWMENT PERFORMANCE BENCHMARK CHANGES
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Ennis Knupp + Associates 5 

Since 1 Year Ending 3 Years Ending 5 Years Ending
11/30/03* 2/29/04 2/29/04 2/29/04

Permanent University Fund 8.3% 31.7% 5.3% 6.1%

Endowment Performance Benchmark** 6.6 31.3 4.9 5.8
Long Term Fund 8.1 32.4 5.8 7.6

Endowment Performance Benchmark** 6.6 31.3 4.9 5.8
Permanent Health Fund 8.1 32.3 5.7 --

Endowment Performance Benchmark** 6.6 31.3 4.9 --

ENDING 2/29/04
ENDOWMENT FUNDS RETURN SUMMARY

Since 1 Year Ending 3 Years Ending 5 Years Ending
11/30/03* 2/29/04 2/29/04 2/29/04

Short Term Fund 0.2% 1.1% 2.1% 3.6%

ML 90-day T-Bill 0.3 1.1 2.2 3.6
Short Intermediate Term Fund 1.2 2.4 3.5 4.7

Composite Index 1.3 2.3 4.9 5.6
BGI U.S. Debt Index Fund 2.9 4.7 7.4 --

LB Aggregate Bond Index 2.9 4.5 7.4 --
BGI Equity Index Fund 8.7 38.6 -1.0 --

S&P 500 Index 8.7 38.5 -1.0 --

ENDING 2/29/04
OPERATING FUNDS RETURN SUMMARY

The Endowment Policy Portfolio reflects the U.T. System Board of Regents approved asset allocation policy targets and
benchmarks beginning January 1, 2004. The return is the weighted sum of the benchmark returns for each asset
category as described in the Investment Policy Statements approved by the Board of Regents on December 19, 2003.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO. Detailed
information on the current and historical composition of the Policy Portfolio can be found in Appendix II.

ENDOWMENT FUNDS PERFORMANCE BENCHMARK

* Time-period represents the total return for the fiscal quarter ending 2/29/04.

** Reflects the U.T. System Board of Regents approved asset allocation policy targets and benchmarks beginning January 1, 2004.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO.
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The allocation growth charts above depict the growth of assets experienced by the endowment and operating funds since
data was available.
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Ennis Knupp + Associates 7 

Since 1 Year Ending
11/30/03* 2/29/04

Russell 3000 Stock Index 8.2% 41.3%
MSCI All-Country World Ex-U.S. Free 12.1 55.9
LB Aggregate Bond Index 2.9 4.5

ENDING 2/29/04
MAJOR MARKETS' RATES OF RETURN

The U.S. equity market advanced in the fiscal second quarter by a measure of 8.2%. All major capitalization, style, and
sector indices posted positive returns as a multitude of economic indicators signaled improving economic characteristics
during most of the quarter. Reports early in the quarter indicated declining unemployment rates, the ISM manufacturing
index reached its highest level since 1983 in January, construction activity advanced, and consumer confidence levels
continued to improve. The outlook began to pale slightly in February, however, when it was reported that the trade gap
widened more than expected, retail sales began to dip, new jobless claims creeped up, and consumer confidence began
to fall. For the three-month period ending February 29, 2004, value stocks outperformed their growth counterparts and
the general market. On a sector basis, energy, telecom, and financial stocks led the market outperformers, and
technology, consumer discretionary, and industrial stocks led the laggards.

Non-U.S. stocks performed better than their U.S. counterparts, advancing 12.1%. Emerging markets (+15.6%) outpaced
developed markets (+11.9%), as the major European markets (United Kingdom, France, and Germany) underperformed.
South Korea, Mexico, and Russia earned strong returns among the emerging markets.

The domestic bond market made consistent advances through February as the Aggregate Bond Index ended the quarter
up 2.9%. Corporate bonds outperformed government and mortgage-backed bonds. Within the corporate bond market,
lower grade credits marginally outperformed investment grade bonds despite a weak February which saw negative
returns in the high yield market. The Federal Reserve's overnight lending rate remained unchanged during the period at
1.00%.

*Time-period represents the total return for the fiscal quarter ending 2/29/04.
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  $8,219 Million
PERMANENT UNIVERSITY FUND

As of February 29, 2004

 
 

Ennis Knupp + Associates10  

Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Permanent University Fund 8.3% 31.7% 5.3% 6.1% 9.8% 8/31/91
Endowment Performance
Benchmark** 6.6 31.3 4.9 5.8 11.2
U.S. Equities 7.7 40.0 2.8 4.2 11.1 8/31/91
U.S. Equity
Performance Benchmark 8.1 42.1 0.7 1.1 11.0
Global Ex US Equities 13.8 59.1 4.2 1.5 6.7 3/31/93
MSCI AC World Ex-
U.S. Free Index 12.1 55.9 2.7 2.9 6.5
Equity Hedge Funds -- -- -- -- 4.3 12/31/03
90-Day T-Bill + 4% -- -- -- -- 0.8
Absolute Return
Hedge Funds 5.1 25.1 11.2 -- 13.3 2/29/00
Absolute Return Benchmark 1.1 5.1 6.3 -- 7.3
Private Capital*** 7.3 8.9 -7.7 4.6 9.8 1/31/89
Private Capital Benchmark 6.5 44.1 3.9 4.7 15.9
Commodities -- -- -- -- 8.2 12/31/03
Goldman Sachs
Commodity Index - 1% -- -- -- -- 7.7
Total Fixed Income 3.9 9.1 8.6 7.1 9.2 8/31/85
LB Aggregate Bond Index 2.9 4.5 7.4 7.2 8.7

ENDING 2/29/04
RETURN SUMMARY

The Permanent University Fund outperformed the Endowment Performance Benchmark by 1.7 percentage points in the
fiscal quarter ending February 29, 2004. Each asset class except U.S. equities outperformed its benchmark and
contributed to the result.

One-year performance also exceeded the benchmark despite the significant underperformance produced by the Private
Capital component. This underperformance was offset by the positive effects produced by the global ex-U.S. equity,
equity and absolute return hedge funds, fixed income, and inflation hedging segments.

* Time-period represents the total return for the fiscal quarter ending 2/29/04.

** Reflects the U.T. System Board of Regents approved asset allocation policy targets and benchmarks beginning January 1, 2004.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO.

*** Actual returns for the private capital component are presented on a time-weighted basis.  The Private Capital benchmark represents
the Venture Economics Private Capital Benchmark beginning January 1, 2004; returns through December 31, 2003 represent the
Wilshire 5000 +4%.
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       Percent       Policy In
Total of Total Policy Ranges Compliance?

U.S. Equities $ 2,823  34.3 %  25.0 %  15 - 45 %  Yes 
Non-U.S. Developed Equity $ 1,074  13.1 %  10.0 %   5 - 15 %  Yes 
Emerging Markets Equity    716   8.7    7.0    0 - 10   Yes 
Global ex U.S. Equities $ 1,791  21.8 %  17.0 %   5 - 25 %  Yes 
Total Traditional Equity $ 4,614  56.1 %  42.0 %  20 - 60 %  Yes 
Equity Hedge Funds $   781   9.5 %  10.0 %   5 - 15 %  Yes 
Absolute Return Hedge Funds    792   9.6   15.0   10 - 20   No 
Total Hedge Funds $ 1,573  19.1 %  25.0 %  15 - 25 %  Yes 
Private Equity $   768   9.3 %   9.0 %   0 - 10 %  Yes 
Venture Capital    109   1.3    6.0    5 - 15   No 
Total Private Capital $   878  10.6 %  15.0 %   5 - 15 %  Yes 
Commodities $   251   3.1 %   3.0 %   0 - 5 %  Yes 
Fixed Income    902  11.0   15.0   10 - 30   Yes 
Cash    --   --    --    0 - 5   Yes 
Total Permanent University Fund $ 8,219 100.0 % 100.0 %     

POLICY COMPLIANCE 
ASSET ALLOCATION AS OF 2/29/04 
($ in millions)

The table above summarizes and compares the actual asset allocation of the Permanent University Fund to the U.T.
System Policy Targets adopted December 19, 2003.  As of the end of the fiscal quarter, the actual allocation to the
absolute return hedge funds category (9.6%) was below the allowable minimum of 10.0%, and the allocation to venture
capital (1.3%) was below the allowable minimum of 5.0%.

The largest deviation from Policy was the Fund's overweight of U.S. equities.  This, combined with the overweight
allocations to non-U.S. developed and emerging market equities, resulted in a 14.1 percentage point greater allocation to
traditional equity than the Policy's 42.0%. Additionally, the PUF held an underweight allocation in both the Total Hedge
Funds and Total Private Capital segments, and a 4.0 percentage point underweight of fixed income securities.

The PUF grew by over $570 million in the fiscal second quarter. Besides the classification changes that took place during
the quarter and are summarized on page 4, the PUF's allocation to fixed income continued to decline. The component's
allocation began the fiscal year at 14.3% as of August 31, and ended the second quarter at 11.0%.
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TOTAL FUND ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of a fund's performance from that
of its benchmark. Each bar on the graph represents the contribution made by the component to the total difference in
performance (shown at the bottom of the exhibit). A positive value for a component indicates a positive contribution to the
aggregate relative performance. A negative value indicates a detrimental impact. The asset class bar amounts are
determined by multiplying the relative return of that asset class (actual return - policy benchmark return) by its policy
weight. "Allocation Effect" details the degree to which the Fund's asset allocation differed from that of its policy, and what
impact this had on performance. "Cash Flow Effect" details what impact any movement in Fund assets had on
performance. "Benchmark Effect" details the impact of differences between the composition of the Total Fund benchmark
and the benchmarks of the individual asset classes.

As shown in the three-month exhibit, the favorable performance earned by most of the asset classes benefited
performance, collectively offsetting the negative impact produced by the U.S. Equity component's trailing results. The
Permanent University Fund also benefited from the overweight allocations to the traditional equity asset classes and the
underweight of fixed income securities.

The one-year attribution analysis shows a similar asset-class relative return story; however, the Private Capital
component significantly underperformed its benchmark and offset much of the value-added produced by components
such as Absolute Return Hedge Funds, Inflation Hedging, and Fixed Income.
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The Ratio of Cumulative Wealth graph above illustrates the Total Permanent University Fund's cumulative performance
relative to that of its benchmark. An upward sloping line between two points indicates that the component's return
exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the Fund
underperformed its benchmark since inception.  A period of underperformance from 1993-1999 led to the result, but the
effect has been tempered by recent improved performance.

The Risk Return graph above exhibits the risk return characteristics of the Total Permanent University Fund, relative to
that of the Performance Benchmark.  As shown, the Fund has underperformed its benchmark at a comparatively lower
level of risk.
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Permanent University Fund Endowment Performance Benchmark**
Return

Return Return Difference
1991 (4 months) 6.4% 7.8% -1.4
1992 7.2 7.4 -0.2
1993 10.8 16.5 -5.7
1994 -0.4 2.4 -2.8
1995 26.3 27.0 -0.7
1996 12.7 15.7 -3.0
1997 21.0 20.2 0.8
1998 13.4 17.7 -4.3
1999 9.8 18.7 -8.9
2000 5.5 -1.6 7.1
2001 -6.1 -4.7 -1.4
2002 -7.6 -8.4 0.8
2003 24.5 25.6 -1.1
2004 (2 months) 4.7 2.5 2.2
Trailing 1-Year 31.7% 31.3% 0.4
Trailing 3-Year 5.3 4.9 0.4
Trailing 5-Year 6.1 5.8 0.3
Trailing 10-Year 9.7 10.6 -0.9
Since Inception 9.8 11.2 -1.4
(8/31/91)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the Permanent University Fund to that of its performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.

** Reflects the U.T. System Board of Regents approved asset allocation policy targets and benchmarks beginning January 1, 2004.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO.
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  $2,823 Million
U.S. EQUITIES SUMMARY

As of February 29, 2004

 
PERMANENT UNIVERSITY FUND

Ennis Knupp + Associates 15 

Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

U.S. Equities 7.7% 40.0% 2.8% 4.2% 11.1% 8/31/91
U.S. Equity
Performance Benchmark** 8.1 42.1 0.7 1.1 11.0

ENDING 2/29/04
RETURN SUMMARY

BGI Russell 3000 Alpha Tilts
6.9%

Davis Hamilton 1.0%
GSAM Large Cap 5.4%

Cordillera 3.4%
Cordillera Opportunistic 0.6%

Schroder 7.7%
Value Act 1.4%BGI Russell 2000 Alpha Tilts 6.9%

GSAM Small Cap 5.2%
TCW Multicap 2.4%

BGI S&P 500 Index 4.4%

BGI Mid Cap Index 8.8%

S&P 400 Midcap Futures 0.7%

Cash Equitization 12.5%

Dow Jones ETFs and Futures 13.7%

In-House REITs 18.9%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the total domestic equity component relative to the
Performance Benchmark.

The graph above details the allocation to each manager of the U.S. equity component as of quarter-end. Beginning
January 1, 2004, REIT investments are included in the U.S. equity component's allocation and performance calculation.
In conjunction with this classification change, hedge and structured active domestic equity managers have been moved to
a new Equity Hedge Funds asset class.

The TCW Multicap investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The U.S. Equity Performance Benchmark represents the return of the Russell 3000 Index beginning January 1, 2004. Returns
through December 31, 2003, represent the Wilshire 5000 Index.
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  $2,823 Million
U.S. EQUITIES SUMMARY

As of February 29, 2004
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MANAGER ATTRIBUTION ANALYSIS
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1 YEAR ENDING 2/29/04
MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "U.S. Equities" represents the component's performance relative to the U.S.
Equities Performance Benchmark in basis points.  The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component.  The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
managers and the U.S. equity benchmark.

As shown in the three-month exhibit, relative performance was mixed across investment styles. The greatest contributor
was the Schroder small cap portfolio which earned a return that exceeded the benchmark by over five percentage points.
The Cordillera small cap portfolio, on the other hand, was the largest single detractor. The benchmark effect is a result of
the market-trailing returns earned by mid-cap stocks and the hedge fund benchmarks of T-bills + 4%.
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The Ratio of Cumulative Wealth graph above illustrates the domestic equity component's cumulative performance
relative to that of the U.S. Equity Performance Benchmark. An upward sloping line between two points indicates that the
component's return exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in
the graph, significant relative-performance gains made since the beginning of 2000 have led to the component's
outperformance.

The Risk Return graph above exhibits the risk return characteristics of the total domestic equity component, relative to
that of the U.S. Equity Performance Benchmark. As shown, the component slightly outperformed its benchmark while
incurring a lower level of risk.
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  $2,823 Million
U.S. EQUITIES SUMMARY

As of February 29, 2004
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U.S. Equities U.S. Equity Performance Benchmark
Return

Return Return Difference
1991 (4 months) 5.9% 7.5% -1.6
1992 7.1 9.0 -1.9
1993 9.3 11.3 -2.0
1994 1.0 -0.1 1.1
1995 32.1 36.4 -4.3
1996 21.7 21.2 0.5
1997 32.0 31.3 0.7
1998 17.2 23.4 -6.2
1999 13.9 23.6 -9.7
2000 1.6 -10.9 12.5
2001 -5.7 -11.0 5.3
2002 -18.6 -20.9 2.3
2003 28.4 31.7 -3.3
2004 (2 months) 4.4 3.5 0.9
Trailing 1-Year 40.0% 42.1% -2.1
Trailing 3-Year 2.8 0.7 2.1
Trailing 5-Year 4.2 1.1 3.1
Trailing 10-Year 11.5 10.9 0.6
Since Inception 11.1 11.0 0.1
(8/31/91)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total U.S. equity component to that of the U.S. Equity
Performance Benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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  $2,823 Million
U.S. EQUITIES SUMMARY

As of February 29, 2004
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

BGI Russell 3000 Alpha Tilts 8.6% --% --% --% 15.6% 8/31/03
Russell 3000 Index 8.2 -- -- -- 15.1
Davis Hamilton 4.2 27.3 -3.4 -0.6 9.8 12/31/93
S&P 500 Index 8.7 38.5 -1.0 -0.1 11.2
GSAM Large Cap 9.5 41.2 0.2 -- -2.1 2/29/00
S&P 500 Index 8.7 38.5 -1.0 -- -2.9
Cordillera 2.0 61.7 -3.4 9.3 10.4 12/31/93
Russell 2000 Growth Index 5.6 64.9 1.9 2.9 5.9
Cordillera Opportunistic 4.5 -- -- -- 20.6 9/30/03
Russell 2000 Index 7.4 -- -- -- 20.6
Schroder 12.9 52.2 7.7 14.2 12.4 12/31/93
Russell 2000 Index 7.4 64.4 8.7 9.8 9.9
Value Act 4.7 -- -- -- 8.1 7/31/03
Russell 2000 Index 7.4 -- -- -- 23.8
BGI Russell 2000 Alpha Tilts 7.1 63.2 -- -- 11.9 12/31/01
Russell 2000 Index 7.4 64.4 -- -- 10.1
GSAM Small Cap 8.5 65.8 12.2 -- 6.7 2/29/00
Russell 2000 Index 7.4 64.4 8.7 -- 1.7
TCW Multicap -- -- -- -- 1.2 1/31/04
Russell 3000 Index -- -- -- -- 1.4
BGI S&P 500 Index 8.7 38.6 -1.0 -0.1 11.5 10/31/92
S&P 500 Index 8.7 38.5 -1.0 -0.1 11.4
BGI Mid Cap Index 6.4 49.7 7.8 12.3 14.9 11/30/92
S&P 400 Mid Cap Index 6.4 49.7 7.7 12.3 14.4
S&P 400 Midcap Futures 5.9 -- -- -- 17.8 9/30/03
S&P 400 Mid Cap Index 6.4 -- -- -- 18.4
Cash Equitization 8.3 37.1 -1.4 -- -1.4 2/28/01
S&P 500 Index 8.7 38.5 -1.0 -- -1.0
Energy Sector Index 16.9 -- -- -- 19.5 8/31/03
ML 90-day T-Bill 0.3 -- -- -- 0.5
Dow Jones ETFs and Futures 8.3 -- -- -- 7.8 10/31/03
Dow Jones Industrial Average 8.7 -- -- -- 8.8
In-House REITs 8.7 48.6 20.9 -- 22.0 11/30/99
Wilshire Real Estate Securities Index 9.2 47.2 18.5 -- 20.8

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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  $1,790 Million
GLOBAL EX-U.S. EQUITIES SUMMARY

As of February 29, 2004

 
PERMANENT UNIVERSITY FUND
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Global Ex
US Equities 13.8% 59.1% 4.2% 1.5% 6.7% 3/31/93
MSCI AC World Ex-
U.S. Free Index 12.1 55.9 2.7 2.9 6.5

ENDING 2/29/04
RETURN SUMMARY

BGI International Alpha
Tilts 9.5%

CG Small Cap International
7.5%

CG EAFE 4.4%
GSAM International 8.6%Oechsle 4.2%

Globeflex 4.3%
EAFE ETF 2.6%

BGI EAFE 18.9%

CG Emerging Markets 4.8%

Templeton 17.0%
BGI Emerging Markets 18.2%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the global ex-U.S. equities component relative to the MSCI
All-Country World ex-U.S. Index.  The current quarter's outperformance was aided by the above-market returns earned
by the Capital Guardian Small Cap, Globeflex, and Goldman Sachs portfolios, and positive tracking from the BGI
Emerging Markets portfolio. The component has outperformed its benchmark over the one-year and three-year periods.

The graph above details the allocation to each manager of the global ex-U.S. equities component as of quarter-end.
Beginning January 1, 2004, hedge and structured active international equity managers have been classified within a new
Equity Hedge Funds asset class.

The EAFE ETF investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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  $1,790 Million
GLOBAL EX-U.S. EQUITIES SUMMARY

As of February 29, 2004
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MANAGER ATTRIBUTION ANALYSIS
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1 YEAR ENDING 2/29/04
MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Global ex-U.S. Equities" represents the component's relative performance
to the MSCI All-Country World ex-U.S. Index in basis points.  The value of the manager bars are derived by taking the
relative performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset
weight in the component.  The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the
individual managers and the global ex-U.S. equities benchmark.

As shown in both exhibits, manager results have been mixed.  The Capital Guardian Small Cap, Globeflex, and Goldman
Sachs portfolios outperformed their benchmarks over both the quarter and one-year period and made significant
contributions to the component's above-benchmark result. The positive benchmark effect during both periods is
significantly impacted by the large positive returns earned in the emerging markets.
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  $1,790 Million
GLOBAL EX-U.S. EQUITIES SUMMARY

As of February 29, 2004
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The Ratio of Cumulative Wealth graph above illustrates the global ex-U.S. equities component's cumulative performance
relative to that of MSCI All-Country World ex-U.S. Index. An upward sloping line between two points indicates that the
component's return exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in
the graph, the component has matched its benchmark after a period of significant underperformance from 1998-2000.

The Risk Return graph above exhibits the risk return characteristics of the total global ex-U.S. equities component,
relative to that of the MSCI All-Country World ex-U.S. Index.  As shown, the component has earned a benchmark-like
return while incurring a similar level of risk.
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  $1,790 Million
GLOBAL EX-U.S. EQUITIES SUMMARY

As of February 29, 2004
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Global Ex US Equities MSCI AC World Ex-U.S. Free Index
Return

Return Return Difference
1993 (9 months) 18.0% 21.0% -3.0
1994 4.6 6.6 -2.0
1995 12.0 9.9 2.1
1996 8.5 6.7 1.8
1997 6.8 2.0 4.8
1998 21.4 14.5 6.9
1999 23.6 30.9 -7.3
2000 -22.0 -15.1 -6.9
2001 -18.8 -19.5 0.7
2002 -12.1 -14.7 2.6
2003 42.0 41.4 0.6
2004 (2 months) 6.6 4.2 2.4
Trailing 1-Year 59.1% 55.9% 3.2
Trailing 3-Year 4.2 2.7 1.5
Trailing 5-Year 1.5 2.9 -1.4
Trailing 10-Year 4.9 4.3 0.6
Since Inception 6.7 6.5 0.2
(3/31/93)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the global ex-U.S. equities component to that of the MSCI
All-Country World ex-U.S. Index.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

BGI EAFE 11.9% 53.9% 1.4% 1.2% 6.5% 3/31/93
MSCI EAFE Index 11.9 53.6 0.9 1.2 6.1
BGI Emerging
Markets 16.5 75.1 -- -- 22.7 1/31/02
MSCI Emerging
Markets Free Index 15.6 69.8 -- -- 19.8
BGI International
Alpha Tilts 11.7 -- -- -- 25.0 8/31/03
MSCI EAFE Index 11.9 -- -- -- 25.2
CG Small Cap
International 13.4 71.7 3.8 -- -6.3 2/29/00
Citigroup Extended
Market World Ex-US 13.2 70.6 9.7 -- 3.1
EAFE ETF 10.5 -- -- -- 10.5 11/30/03
MSCI EAFE Index 11.9 -- -- -- 11.9
Globeflex 17.2 -- -- -- 19.7 10/31/03
Citigroup Extended
Market World Ex-US 13.2 -- -- -- 15.1
GSAM International 14.8 59.1 1.3 -- -4.5 2/29/00
MSCI EAFE Index 11.9 53.6 0.9 -- -4.1
CG EAFE 9.3 48.8 1.5 -- -3.8 7/31/00
MSCI EAFE Index 11.9 53.6 0.9 -- -3.3
Oechsle 11.8 56.7 -2.4 -- -6.3 7/31/00
MSCI EAFE Index 11.9 53.6 0.9 -- -3.3
CG Emerging
Markets 15.2 69.2 11.2 -- 2.2 7/31/00
MSCI Emerging
Markets Free Index 15.6 69.8 11.0 -- 3.5
Templeton 15.7 66.6 15.8 -- 8.4 7/31/00
MSCI Emerging
Markets Free Index 15.6 69.8 11.0 -- 3.5

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Total Fixed Income 3.9% 9.1% 8.6% 7.1% 9.2% 8/31/85
LB Aggregate
Bond Index 2.9 4.5 7.4 7.2 8.7

ENDING 2/29/04
RETURN SUMMARY

PIMCO Fixed Income
58.4%

In-House Domestic 20.7%

In-House Credit 20.9%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the total fixed income component relative to the Lehman
Brothers Aggregate Bond Index. The component has outperformed its benchmark over the quarter, one-year, three-year,
and since-inception periods.  Outperformance has been driven by the relative performance earned by PIMCO. The
manager's international exposure has significantly contributed to the above-benchmark result as these markets have
outperformed the domestic market.

The graph above details the allocation to each manager of the fixed income component as of quarter-end. As shown,
PIMCO manages more than half of the PUF's fixed income assets.

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution graphs shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Total Fixed Income" represents the component's relative performance to the
Lehman Aggregate Bond Index in basis points.  The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
managers and the fixed income benchmark.
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The Ratio of Cumulative Wealth graph above illustrates the fixed income component's cumulative performance relative to
that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that of
the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the fixed income
component's return exceeded that of the benchmark until 1999, then experienced a period of underperformance until the
end of 2002.  Recent outperformance has resulted in increased value-added relative to the Lehman Aggregate Bond
Index since inception.

The Risk Return graph above exhibits the risk return characteristics of the total fixed income component, relative to those
of the performance benchmark. As shown, the component has generated a slightly higher rate of return than the Index
while incurring a slightly higher level of risk.
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Total Fixed Income LB Aggregate Bond Index
Return

Return Return Difference
1985 (4 months) 8.7% 8.4% 0.3
1986 15.3 15.3 0.0
1987 3.5 2.8 0.7
1988 8.2 7.9 0.3
1989 14.5 14.5 0.0
1990 9.1 9.0 0.1
1991 17.6 16.0 1.6
1992 8.0 7.4 0.6
1993 10.7 9.7 1.0
1994 -2.1 -2.9 0.8
1995 21.8 18.5 3.3
1996 3.1 3.6 -0.5
1997 11.2 9.7 1.5
1998 10.0 8.7 1.3
1999 -3.5 -0.8 -2.7
2000 9.6 11.6 -2.0
2001 6.9 8.4 -1.5
2002 9.9 10.3 -0.4
2003 9.3 4.1 5.2
2004 (2 months) 1.7 1.9 -0.2
Trailing 1-Year 9.1% 4.5% 4.6
Trailing 3-Year 8.6 7.4 1.2
Trailing 5-Year 7.1 7.2 -0.1
Trailing 10-Year 7.6 7.2 0.4
Since Inception 9.2 8.7 0.5
(8/31/85)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total fixed income component to that of the Lehman Aggregate
Bond Index.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending Inception
11/30/03* 2/29/04 2/29/04 Since Inception Date

PIMCO Fixed Income 4.8% 12.3% 11.0% 10.9% 1/31/00
LB Global Aggregate
Bond Index 4.2 10.8 10.1 8.8
In-House Domestic 2.3 3.9 5.1 7.4 1/31/00
LB Aggregate
Bond Index 2.9 4.5 7.4 9.0
In-House Credit 3.3 7.3 7.5 7.7 1/31/01
Credit Related
Composite Index** 3.3 7.3 9.0 9.0

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The description of the composite benchmark can be found in the appendix of this report.
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Inception
Since Inception Date

Equity Hedge Funds 4.3% 12/31/03
90-Day T-Bill + 4% 0.8

ENDING 2/29/04
RETURN SUMMARY

BGI Global Market Neutral
Fund 17.0%

S&P 500 Futures Overlay 2.6%

Blue Ridge 7.7%
Eminence 4.5%

SG Partners 4.5%

Maverick 41.1%

Sirios Overseas 4.6%
Standard Pacific 4.2%

Arrowstreet 3.1%
OCM Emerging Markets 6.8%

Indus Asia Pacific 2.2%
Indus Japan FDA 1.7%

MANAGER ALLOCATION AS OF 2/29/04

The Equity Hedge Fund component outperformed its benchmark over the two months since its inception as an official
asset category. The Maverick portfolio was the greatest contributor to results and represents the largest portion of the
component (41.1% as of quarter-end).

The Blue Ridge, Indus Japan, and Indus Asia Pacific investments were all funded during the quarter.
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2 MONTHS ENDING 2/29/04
MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibit shown above measures the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Equity Hedge Funds" represents the component's relative performance to
the performance benchmark in basis points.  The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
managers and the equity hedge fund benchmark.

As shown, each manager either made a positive contribution or had negligible impact on relative performance; the
Maverick portfolio had the largest positive impact on component performance.
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Since 1 Year Ending 3 Years Ending Inception
11/30/03* 2/29/04 2/29/04 Since Inception Date

BGI Global Market
Neutral Fund 10.3% 39.5% --% 26.3% 12/31/02
S&P 500 Index 8.7 38.5 -- 27.6
S&P 500 Futures Overlay 8.4 -- -- 9.2 10/31/03
S&P 500 Index 8.7 -- -- 9.6
Blue Ridge -- -- -- 0.7 12/31/03
90-Day T-Bill + 4% -- -- -- 0.8
Eminence 4.7 -- -- 8.4 6/30/03
90-Day T-Bill + 4% 1.3 -- -- 3.4
SG Partners 4.3 -- -- 7.1 8/31/03
90-Day T-Bill + 4% 1.3 -- -- 2.5
Maverick 5.5 12.2 6.5 12.0 2/29/00
90-Day T-Bill + 4% 1.3 5.2 6.3 7.4
Sirios Overseas 3.9 -- -- 8.5 4/30/03
90-Day T-Bill + 4% 1.3 -- -- 4.3
Standard Pacific 4.2 -0.4 -- -0.7 1/31/03
90-Day T-Bill + 4% 1.3 5.2 -- 5.2
Arrowstreet 3.4 -- -- -9.0 5/31/03
90-Day T-Bill + 4% 1.3 -- -- 3.9
OCM Emerging Markets 5.6 11.4 -- 10.4 12/31/01
90-Day T-Bill + 4% 1.3 5.2 -- 5.6
Indus Asia Pacific 5.9 -- -- 5.9 11/30/03
90-Day T-Bill + 4% 1.3 -- -- 1.3
Indus Japan FDA 2.5 -- -- 2.5 11/30/03
90-Day T-Bill + 4% 1.3 -- -- 1.3

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending Inception
11/30/03* 2/29/04 2/29/04 Since Inception Date

Absolute Return Hedge Funds 5.1% 25.1% 11.2% 13.3% 2/29/00
Absolute Return Benchmark** 1.1 5.1 6.3 7.3

ENDING 2/29/04
RETURN SUMMARY

Farallon 29.0%

Perry 32.8%

Protege Partners 16.4%

Satellite Fund V 20.0%
Indus Event Driven FDA 1.7%

MANAGER ALLOCATION AS OF 2/29/04

The total absolute return component outperformed in the recent fiscal quarter as each of the managers earned a return
exceeding that of the benchmark during the period. Longer-term performance shown above is also favorable as the
component outperformed its benchmark by six percentage points since inception.

The graph above details the allocation to each manager of the absolute return component as of quarter-end.

The Indus Event Driven investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The Absolute Return Benchmark consists of the returns of 90 Day T-Bills + 3% beginning January 1, 2004. Returns through
December 31, 2003, represent 90 Day T-Bills + 4%.
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1 YEAR ENDING 2/29/04
MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Absolute Return Hedge Funds" represents the component's relative
performance to the performance benchmark in basis points.  The value of the manager bars are derived by taking the
relative performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset
weight in the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the
individual manager and the absolute return hedge fund benchmark.
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The Ratio of Cumulative Wealth graph above illustrates the absolute return component's cumulative performance relative
to that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that
of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the component has
experienced a significant relative-performance gain since mid-2002 and leads its benchmark since inception.

The Risk Return graph above exhibits the risk and return characteristics of the total absolute return component, relative
to that of its performance benchmark. As shown, the component has outperformed its benchmark since inception, while
incurring a significantly greater level of risk.
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Absolute Return Hedge Funds Absolute Return Benchmark
Return

Return Return Difference
2000 (10 months) 14.6% 8.8% 5.8
2001 13.3 8.7 4.6
2002 -1.0 6.0 -7.0
2003 23.8 5.3 18.5
2004 (2 months) 3.4 0.7 2.7
Trailing 1-Year 25.1% 5.1% 20.0
Trailing 3-Year 11.2 6.3 4.9
Since Inception 13.3 7.3 6.0
(2/29/00)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total absolute return component to that of the performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending Inception
11/30/03* 2/29/04 2/29/04 Since Inception Date

Farallon 5.3% 27.0% 14.2% 14.1% 2/29/00
90 Day T-Bills + 3% 1.0 4.2 5.3 6.3
Perry 6.0 24.3 13.4 15.9 2/29/00
90 Day T-Bills + 3% 1.0 4.2 5.3 6.3
Protege Partners 4.6 16.6 -- 16.6 2/28/03
90 Day T-Bills + 3% 1.0 4.2 -- 4.2
Satellite Fund V 4.0 28.7 5.4 7.5 8/31/00
90 Day T-Bills + 3% 1.0 4.2 5.3 5.9
Indus Event Driven FDA 2.0 -- -- 2.0 11/30/03
90 Day T-Bills + 3% 1.0 -- -- 1.0

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Private Capital 7.3% 8.9% -7.7% 4.6% 9.8% 1/31/89

Private Capital
Benchmark** 6.5 44.1 3.9 4.7 15.9

ENDING 2/29/04
RETURN SUMMARY

As shown in the table above, Private Capital outperformed its benchmark for the quarter, and trailed the benchmark over
all longer periods shown.

The returns shown in the table above are reported on a time-weighted basis, consistent with the methodology used for
returns throughout this report. Time-weighted returns are calculated using monthly asset values and daily cash flows.
Time-weighted rates of return are the industry standard for reporting the performance of traditional, marketable
investments.  For investments such as private equity, the time-weighted return calculation methodology suffers from a
number of flaws, including the attribution of control over cash flows to the investor rather than the investment manager. In
these cases, the industry standard is to use the internal rate of return (IRR), which is the annualized rate of return implied
by a series of cash flows and a beginning and ending market value.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The Private Capital Benchmark represents the Venture Economics Private Capital Benchmark beginning January 1, 2004. Returns
through December 31, 2003, represent the Wilshire 5000 + 4%.
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Period Private Wilshire 5000 Return
Ending Capital Index + 4% Difference

8/31/1989 22.2 % 46.2 % -24.0 %
8/31/1990 -5.1 -3.8  -1.3
8/31/1991  6.6 17.0 -10.4
8/31/1992 -3.9 13.3 -17.4
8/31/1993  2.3 15.4 -13.1
8/31/1994 12.9 12.7   0.2
8/31/1995 18.2 14.5   3.7
8/31/1996 20.5 15.1   5.4
8/31/1997 20.1 18.0   2.1
8/31/1998 18.5 15.6   2.9
8/31/1999 19.0 18.7   0.3
8/31/2000 22.3 19.2   3.1
8/31/2001 17.8 12.2   5.6
8/31/2002 13.0  8.0   5.0
8/31/2003 10.5  9.3   1.2
2/29/2004 10.9 10.6   0.3

HISTORICAL RETURNS 
PUF SINCE INCEPTION IRR

The IRRs shown in the table were provided by UTIMCO, as with all other data shown in this report.
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The data shown in the exhibits above reflect time-weighted returns.

The Ratio of Cumulative Wealth graph above illustrates the private capital securities component's cumulative
performance relative to that of its benchmark. An upward sloping line between two points indicates that the component's
return exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the
component has significantly underperformed since inception.  A sizeable portion of the underperformance is a result of
below-benchmark returns earned early in the component's life (namely 1990-1991).

The Risk Return graph above exhibits the risk return characteristics of the private capital component, relative to that of its
benchmark.  As shown, the component has underperformed the benchmark while incurring a similar level of risk.
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Private Capital Private Capital Benchmark
Return

Return Return Difference
1989 (11 months) 0.0% 25.4% -25.4
1990 3.6 -2.3 5.9
1991 -9.7 39.5 -49.2
1992 1.4 13.4 -12.0
1993 27.4 15.8 11.6
1994 9.9 4.0 5.9
1995 43.0 41.9 1.1
1996 37.9 26.1 11.8
1997 19.4 36.5 -17.1
1998 2.8 28.4 -25.6
1999 25.6 28.5 -2.9
2000 36.8 -7.2 44.0
2001 -22.6 -7.3 -15.3
2002 -10.6 -17.6 7.0
2003 0.6 36.9 -36.3
2004 (2 months) 6.4 1.6 4.8

Trailing 1-Year 8.9% 44.1% -35.2
Trailing 3-Year -7.7 3.9 -11.6
Trailing 5-Year 4.6 4.7 -0.1
Trailing 10-Year 12.2 15.1 -2.9

(BY YEAR)
HISTORICAL RETURNS*

The returns shown in the table above reflect time-weighted returns.

The table above compares the annual return history of the private capital component relative to its performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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Inception
Since Inception Date

Commodities 8.2% 12/31/03

Goldman Sachs Commodity Index - 1% 7.7

ENDING 2/29/04
RETURN SUMMARY

PIMCO Real Return 55.5%
GSAM Commodity Index

44.5%

MANAGER ALLOCATION AS OF 2/29/04

The commodities component outperformed the benchmark over the two months since inception.

The graph above details the manager allocations of the commodities asset class as of quarter-end. The assets are
roughly split between Goldman Sachs and the newly funded PIMCO Real Return investment.

The PIMCO Real Return investment was funded during the quarter.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Commodities" represents the component's relative performance to the
performance benchmark in basis points.  The value of the manager bars are derived by taking the relative performance of
each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in the component.
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Since 1 Year Ending Inception
11/30/03* 2/29/04 Since Inception Date

PIMCO Real Return -- -- 8.4% 12/31/03
Goldman Sachs Commodity Index - 1% -- -- 7.7
GSAM Commodity Index 15.1 7.4 28.8 3/31/02
Goldman Sachs Commodity Index - 1% 14.6 5.5 22.3

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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GENERAL ENDOWMENT FUND

As of February 29, 2004
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

General Endowment Fund 8.2% 32.6% 5.9% 7.6% 10.5% 8/31/91
Endowment Performance
Benchmark** 6.6 31.3 4.9 5.8 11.2
U.S. Equities 7.7 40.1 3.0 4.8 11.1 8/31/91
U.S. Equity
Performance Benchmark 8.1 42.1 0.7 1.1 11.0
Global Ex US Equities 13.9 59.5 4.3 3.4 6.0 3/31/93
MSCI AC World Ex-
U.S. Free Index 12.1 55.9 2.7 2.9 6.5
Equity Hedge Funds -- -- -- -- 4.3 12/31/03
90-Day T-Bill + 4% -- -- -- -- 0.8
Absolute Return
Hedge Funds 5.1 25.0 11.1 13.7 11.4 7/31/98
Absolute Return Benchmark 1.1 5.1 6.3 7.7 7.9
Private Capital*** 5.8 6.9 -8.0 3.8 9.7 11/30/86
Private Capital Benchmark 6.5 44.1 3.9 4.7 15.9
Commodities -- -- -- -- 8.1 12/31/03
Goldman Sachs
Commodity Index - 1% -- -- -- -- 7.7
Total Fixed Income 3.9 9.4 8.7 7.6 11.3 8/31/81
LB Aggregate Bond Index 2.9 4.5 7.4 7.2 10.6

ENDING 2/29/04
RETURN SUMMARY

The General Endowment Fund outperformed the Endowment Performance Benchmark by 1.6 percentage points in the
fiscal quarter ending February 29, 2004. Global ex-U.S. equities, absolute return hedge funds, equity hedge funds,
commodities, and fixed income outperformed their benchmarks and contributed to the result.

One-year performance exceeded the benchmark also despite the significant underperformance produced by the Private
Capital component. This underperformance was offset by the positive effects produced by the global ex-U.S. equity,
equity and absolute return hedge funds, fixed income, and inflation hedging segments.

* Time-period represents the total return for the fiscal quarter ending 2/29/04.

** Reflects the U.T. System Board of Regents approved asset allocation policy targets and benchmarks beginning January 1, 2004.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO.

*** Actual returns for the private capital component are presented on a time-weighted basis. The Private Capital benchmark represents
the Venture Economics Private Capital Benchmark beginning January 1, 2004; returns through December 31, 2003 represent the
Wilshire 5000 + 4%.
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       Percent       Policy In
Total of Total Policy Ranges Compliance?

U.S. Equities $ 1,414  33.3 %  25.0 %  15 - 45 %  Yes 
Non-U.S. Developed Equity $ 555  13.1 %  10.0 %   5 - 15 %  Yes 
Emerging Markets Equity    388   9.1    7.0    0 - 10   Yes 
Global ex U.S. Equities $ 943  22.2 %  17.0 %   5 - 25 %  Yes 
Total Traditional Equity $ 2,357  55.5 %  42.0 %  20 - 60 %  Yes 
Equity Hedge Funds $   418   9.8 %  10.0 %   5 - 15 %  Yes 
Absolute Return Hedge Funds    434   10.2   15.0   10 - 20   Yes 
Total Hedge Funds $ 852  20.0 %  25.0 %  15 - 25 %  Yes 
Private Equity $   364   8.6 %   9.0 %   0 - 10 %  Yes 
Venture Capital     63   1.5    6.0    5 - 15   No 
Total Private Capital $   427  10.1 %  15.0 %   5 - 15 %  Yes 
Commodities $   134   3.1 %   3.0 %   0 - 15 %  Yes 
Fixed Income    483  11.3   15.0   10 - 30   Yes 
Cash     -8  -0.1    --    0 - 5   No 
Total General Endowment Fund $ 4,245 100.0 % 100.0 %         

UTIMCO POLICY COMPLIANCE 
ASSET ALLOCATION AS OF 2/29/04 
($ in millions)

The table above summarizes and compares the actual asset allocation of the General Endowment Fund to the U.T.
System Policy Targets adopted December 19, 2003. As of the end of the fiscal quarter, the actual allocation to the venture
capital category (1.5%) was below the allowable minimum of 5.0%.

The largest deviation from Policy was the Fund's overweight of U.S. equities. This, combined with the overweight
allocations to non-U.S. developed and emerging market equities, resulted in a 13.5 percentage point greater allocation to
traditional equity than the Policy's 42.0%. Additionally, the GEF held an underweight allocation in both the Total Hedge
Funds and Total Private Capital segments, and a 3.7 percentage point underweight of fixed income securities.

The GEF grew by over $300 million in the fiscal second quarter. Besides the classification changes that took place during
the quarter and are summarized on page 4, the GEF's allocation to fixed income continued to decline. The component's
allocation began the fiscal year at 13.8% as of August 31, and ended the fiscal second quarter at 11.3%.

As of February 29, 19.8% of the General Endowment Fund was representative of the Permanent Health Fund and the
remaining 80.2% was of the Long Term Fund.

The negative $8 million cash position represents liabilities accrued at quarter-end and paid shortly following the close of
the quarter.
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TOTAL FUND ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of a fund's performance from that
of its benchmark.  Each bar on the graph represents the contribution made by the component to the total difference in
performance (shown at the bottom of the exhibit).  A positive value for a component indicates a positive contribution to the
aggregate relative performance. A negative value indicates a detrimental impact.  The asset class bar amounts are
determined by multiplying the relative return of that asset class (actual return - policy benchmark return) by its policy
weight.  "Allocation Effect" details the degree to which the Fund's asset allocation differed from that of its policy, and what
impact this had on performance.  "Cash Flow Effect" details what impact any movement in Fund assets had on
performance.  "Benchmark Effect" details the impact of differences between the composition of the Total Fund
benchmark and the benchmarks of the individual asset classes.

As shown in the three-month exhibit, the favorable performance earned by most of the asset classes benefited
performance, collectively offsetting the negative impact produced by the U.S. Equities, and Private Capital components'
trailing results. The General Endowment Fund also benefited from the overweight allocations to the traditional equity
asset classes and the underweight of fixed income securities.

The one-year attribution analysis shows a similar asset-class relative return story; however, the Private Capital
component significantly underperformed its benchmark and offset much of the value-added produced by components
such as Absolute Return Hedge Funds, Inflation Hedging, and Fixed Income.
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The Ratio of Cumulative Wealth graph above illustrates the Total General Endowment Fund's cumulative performance
relative to that of its benchmark. An upward sloping line between two points indicates that the component's return
exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, between
1993 and 1999 the Fund's performance trailed that of the benchmark.  Since 1999, the Fund has exceeded the
performance of its benchmark.

The Risk Return graph above exhibits the risk and return characteristics of the Total General Endowment Fund, relative
to that of the Performance Benchmark.  As shown, the Fund earned a slightly lower return at a comparatively lower level
of volatility.
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General Endowment Fund Endowment Performance Benchmark**
Return

Return Return Difference
1991 (4 months) 6.4% 7.8% -1.4
1992 7.8 7.4 0.4
1993 10.9 16.5 -5.6
1994 0.2 2.4 -2.2
1995 25.1 27.0 -1.9
1996 14.3 15.7 -1.4
1997 20.5 20.2 0.3
1998 11.6 17.7 -6.1
1999 18.6 18.7 -0.1
2000 3.9 -1.6 5.5
2001 -5.0 -4.7 -0.3
2002 -7.7 -8.4 0.7
2003 25.5 25.6 -0.1
2004 (2 months) 4.5 2.5 2.0
Trailing 1-Year 32.6% 31.3% 1.3
Trailing 3-Year 5.9 4.9 1.0
Trailing 5-Year 7.6 5.8 1.8
Trailing 10-Year 10.5 10.6 -0.1
Since Inception 10.5 11.2 -0.7
(8/31/91)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the General Endowment Fund to that of its performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.

** Reflects the U.T. System Board of Regents approved asset allocation policy targets and benchmarks beginning January 1, 2004.
Performance prior to January 1, 2004, represents historical policy portfolio data provided by UTIMCO.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

U.S. Equities 7.7% 40.1% 3.0% 4.8% 11.1% 8/31/91

U.S. Equity
Performance Benchmark 8.1 42.1 0.7 1.1 11.0

ENDING 2/29/04
RETURN SUMMARY

BGI Russell 3000 Alpha Tilts
7.5%

Davis Hamilton 1.0%

GSAM Large Cap 5.9%

Cordillera 4.0%
Cordillera Opportunistic 0.9%

Schroder 7.5%
Value Act 1.4%GSAM Small Cap 5.3%

TCW Multicap 2.4%
BGI Russell 2000 Alpha Tilts 6.9%

BGI S&P 500 Index 8.5%

BGI Mid Cap Index 9.0%

S&P 400 Index 0.6%

Dow Jones ETFs and Futures 10.7%

Cash Equitization 8.8%

In-House REITs 19.6%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the total domestic equity component relative to the
Performance Benchmark.

The graph above details the allocation to each manager of the U.S. equity component as of quarter-end. Beginning
January 1, 2004, REIT investments are included in the U.S. equity component's allocation and performance calculation.
In conjunction with this classification change, hedge and structured active domestic equity managers have been moved
to a new Equity Hedge Funds asset class.

The TCW Multicap investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The U.S. Equity Performance Benchmark represents the return of the Russell 3000 Index beginning January 1, 2004. Returns
through December 31, 2003, represent the Wilshire 5000 Index.
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The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "U.S. Equities" represents the component's performance relative to the U.S.
Equities Performance Benchmark in basis points. The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
managers and the U.S. equity benchmark.

As shown in the three-month exhibit, relative performance was mixed across investment styles. The greatest contributor
was the Schroder small cap portfolio which earned a return that exceeded the benchmark by over five percentage points.
The Cordillera small cap portfolio, on the other hand, was the largest single detractor. The benchmark effect is a result of
the market-trailing returns earned by mid-cap stocks and the hedge fund benchmarks of T-bills + 4%. This effect is muted
in the one-year exhibit as small-cap stocks outperformed the rest of the market during the period.
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The Ratio of Cumulative Wealth graph above illustrates the domestic equity component's cumulative performance
relative to that of its benchmark. An upward sloping line between two points indicates that the component's return
exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph,
performance trailed the Index prior to 1999, though it has exceeded that of the Index since 1999.

The Risk Return graph above exhibits the risk return characteristics of the total domestic equity component, relative to
that of the Performance Benchmark.  As shown, the asset class has achieved a return similar to that of the Index at a
slightly lower level of volatility.
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U.S. Equities U.S. Equity Performance Benchmark
Return

Return Return Difference
1991 (4 months) 5.9% 7.5% -1.6
1992 7.1 9.0 -1.9
1993 9.4 11.3 -1.9
1994 1.0 -0.1 1.1
1995 32.3 36.4 -4.1
1996 21.0 21.2 -0.2
1997 30.2 31.3 -1.1
1998 14.6 23.4 -8.8
1999 24.3 23.6 0.7
2000 -2.8 -10.9 8.1
2001 -5.9 -11.0 5.1
2002 -18.4 -20.9 2.5
2003 28.4 31.7 -3.3
2004 (2 months) 4.4 3.5 0.9
Trailing 1-Year 40.1% 42.1% -2.0
Trailing 3-Year 3.0 0.7 2.3
Trailing 5-Year 4.8 1.1 3.7
Trailing 10-Year 11.5 10.9 0.6
Since Inception 11.1 11.0 0.1
(8/31/91)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total domestic equity component to that of the U.S. Equity
Performance Benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

BGI Russell 3000 Alpha Tilts 8.6% --% --% --% 15.6% 8/31/03
Russell 3000 Index 8.2 -- -- -- 15.1
Davis Hamilton 4.1 26.9 -3.6 -0.7 9.8 12/31/93
S&P 500 Index 8.7 38.5 -1.0 -0.1 11.2
GSAM Large Cap 9.5 41.2 0.3 0.7 2.1 3/31/98
S&P 500 Index 8.7 38.5 -1.0 -0.1 2.1
MBA 5.0 34.1 -3.9 -5.7 3.1 10/31/95
S&P 500 Index 8.7 38.5 -1.0 -0.1 10.2
Cordillera 1.9 61.3 -3.8 9.0 10.3 12/31/93
Russell 2000 Growth Index 5.6 64.9 1.9 2.9 5.9
Cordillera Opportunistic 9.8 -- -- -- 15.1 10/31/03
Russell 2000 Index 7.4 -- -- -- 11.2
Schroder 12.7 51.5 7.3 14.1 11.9 12/31/93
Russell 2000 Index 7.4 64.4 8.7 9.8 9.9
Value Act 4.8 -- -- -- 8.1 7/31/03
Russell 2000 Index 7.4 -- -- -- 23.8
GSAM Small Cap 8.5 65.7 12.1 12.3 6.7 3/31/98
Russell 2000 Index 7.4 64.4 8.7 9.8 4.7
TCW Multicap -- -- -- -- 1.2 1/31/04
Russell 3000 Index -- -- -- -- 1.4
BGI Russell 2000 Alpha Tilts 7.1 63.1 -- -- 11.9 12/31/01
Russell 2000 Index 7.4 64.4 -- -- 10.1
BGI S&P 500 Index 8.7 38.6 -1.0 -0.1 12.0 1/31/93
S&P 500 Index 8.7 38.5 -1.0 -0.1 11.1
BGI Mid Cap Index 6.4 49.7 7.8 12.3 14.9 11/30/92
S&P 400 Mid Cap Index 6.4 49.7 7.7 12.3 14.4
S&P 400 Index 5.8 -- -- -- 9.5 10/31/03
S&P 400 Mid Cap Index 6.4 -- -- -- 10.1
Energy Sector Index 14.7 -- -- -- 18.5 9/30/03
ML 90-day T-Bill 0.3 -- -- -- 0.4
Dow Jones ETFs and Futures 8.4 -- -- -- 7.8 10/31/03
Dow Jones Industrial Average 8.7 -- -- -- 8.8
Cash Equitization 8.2 37.2 -1.8 -- -1.8 2/28/01
S&P 500 Index 8.7 38.5 -1.0 -- -1.0
In-House REITs 8.7 48.6 21.0 17.5 14.3 3/31/93
Wilshire Real Estate Securities Index 9.2 47.2 18.5 16.5 11.0

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Global Ex
US Equities 13.9% 59.5% 4.3% 3.4% 6.0% 3/31/93
MSCI AC World Ex-
U.S. Free Index 12.1 55.9 2.7 2.9 6.5

ENDING 2/29/04
RETURN SUMMARY

BGI International Alpha
Tilts 9.1%

CG Small Cap International
7.3%

CG EAFE 3.5%

GSAM International 8.4%
Oechsle 4.1%Globeflex 4.2%

EAFE ETF 0.7%

BGI EAFE 21.5%

CG Emerging Markets 5.6%

Templeton 18.4%
BGI Emerging Markets 17.1%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the total international equity component relative to the MSCI
All-Country World ex-U.S. Index.  The current quarter's outperformance was aided by the above-market returns earned
by the Capital Guardian Small Cap and Goldman Sachs portfolios and positive tracking error from the BGI Emerging
Markets portfolio. The component has outperformed its benchmark over the one-year, three-year, and five-year periods.

The graph above details the allocation to each manager of the international equity component as of quarter-end.
Beginning January 1, 2004, hedge and structured active international equity managers have been classified within a new
Equity Hedge Funds asset class.

The EAFE ETF investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Global ex-U.S. Equities" represents the component's relative performance
to the MSCI All Country World ex-U.S. Free Index in basis points.  The value of the manager bars are derived by taking
the relative performance of each manager, versus its style specific benchmark, and multiplying this by the manager's
asset weight in the component.  The bar labeled "Benchmark Effect" represents the difference between the benchmarks
of the individual managers and the global ex-U.S. equity benchmark.

As shown in both exhibits, manager results have been mixed.  The Capital Guardian Small Cap and Goldman Sachs
portfolios have outperformed their benchmarks over both the quarter and one-year period and contributed the most to the
component's above-benchmark result. The positive benchmark effect during both periods is significantly impacted by the
large positive returns earned in the emerging markets.
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The Ratio of Cumulative Wealth graph above illustrates the international equity component's cumulative performance
relative to that of its benchmark. An upward sloping line between two points indicates that the component's return
exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph,
performance exceeded that of the Index from 1994 to 1997, trailed it from 1997 to 2001 and has exceeded it since 2001.

The Risk Return graph above exhibits the risk and return characteristics of the total international equity component,
relative to that of the Performance Benchmark.  As shown, the asset class has earned a lower return than the Index at a
similar level of volatility.
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Global Ex US Equities MSCI AC World Ex-U.S. Free Index
Return

Return Return Difference
1993 (9 months) 16.8% 21.0% -4.2
1994 4.2 6.6 -2.4
1995 12.0 9.9 2.1
1996 9.6 6.7 2.9
1997 0.6 2.0 -1.4
1998 9.3 14.5 -5.2
1999 33.1 30.9 2.2
2000 -20.4 -15.1 -5.3
2001 -18.8 -19.5 0.7
2002 -12.2 -14.7 2.5
2003 42.3 41.4 0.9
2004 (2 months) 6.6 4.2 2.4
Trailing 1-Year 59.5% 55.9% 3.6
Trailing 3-Year 4.3 2.7 1.6
Trailing 5-Year 3.4 2.9 0.5
Trailing 10-Year 4.3 4.3 0.0
Since Inception 6.0 6.5 -0.5
(3/31/93)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the global ex-U.S. equities component to that of the MSCI
All-Country World ex-U.S. Index.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

BGI EAFE 11.9% 53.9% 1.4% 1.3% 6.6% 3/31/93
MSCI EAFE Index 11.9 53.6 0.9 1.2 6.1
BGI Emerging
Markets 16.5 75.2 -- -- 22.7 1/31/02
MSCI Emerging
Markets Free Index 15.6 69.8 -- -- 19.8
BGI International
Alpha Tilts 11.7 -- -- -- 25.0 8/31/03
MSCI EAFE Index 11.9 -- -- -- 25.2
CG Small Cap
International 13.4 71.7 3.9 6.0 2.1 11/30/96
Citigroup Extended
Market World Ex-US 13.2 70.6 9.7 7.8 4.9
CG EAFE 9.3 48.5 1.5 -- -3.9 7/31/00
MSCI EAFE Index 11.9 53.6 0.9 -- -3.3
EAFE ETF 10.7 -- -- -- 10.7 11/30/03
MSCI EAFE Index 11.9 -- -- -- 11.9
Globeflex 17.2 -- -- -- 19.7 10/31/03
Citigroup Extended
Market World Ex-US 13.2 -- -- -- 15.1
GSAM International 14.8 58.9 1.4 1.4 1.7 3/31/98
MSCI EAFE Index 11.9 53.6 0.9 1.2 1.3
Oechsle 11.8 56.7 -2.2 -- -6.1 7/31/00
MSCI EAFE Index 11.9 53.6 0.9 -- -3.3
CG Emerging
Markets 15.2 69.2 11.2 -- 2.2 7/31/00
MSCI Emerging
Markets Free Index 15.6 69.8 11.0 -- 3.5
Templeton 15.7 66.7 15.9 12.3 3.8 12/31/95
MSCI Emerging
Markets Free Index 15.6 69.8 11.0 10.0 0.5

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Total Fixed Income 3.9% 9.4% 8.7% 7.6% 11.3% 8/31/81
LB Aggregate
Bond Index 2.9 4.5 7.4 7.2 10.6

ENDING 2/29/04
RETURN SUMMARY

PIMCO Fixed Income
59.4%

In-House Domestic 19.8%

In-House Credit 20.7%

MANAGER ALLOCATION AS OF 2/29/04

The table above details the trailing-period performance of the total fixed income component relative to the Lehman
Brothers Aggregate Bond Index. The component has outperformed its benchmark over all periods shown above.
Outperformance has been driven by the relative performance earned by PIMCO. The manager's international exposure
has significantly contributed to the above-benchmark result as these markets have outperformed the domestic market.

The graph above details the allocation to each manager of the fixed income component as of quarter-end. As shown,
PIMCO manages more than half of the GEF's fixed income assets.

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Total Fixed Income" represents the component's relative performance to the
Lehman Aggregate Bond Index in basis points.  The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
manager and the fixed income benchmark.
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The Ratio of Cumulative Wealth graph above illustrates the fixed income component's cumulative performance relative to
that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that of
the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, performance has generally
been favorable relative to the Index, despite a period of underperformance in 2000 and 2001. Recent outperformance has
resulted in increased value-added relative to the Lehman Aggregate Bond Index since inception.

The Risk Return graph above exhibits the risk and return characteristics of the total fixed income asset class, relative to
that of the Aggregate Bond Index.  As shown, the asset class has earned a slightly greater return than the Index at a
slightly greater level of volatility.
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Total Fixed Income LB Aggregate Bond Index
Return

Return Return Difference
1981 (4 months) 10.0% 10.5% -0.5
1982 32.8 32.6 0.2
1983 8.5 8.4 0.1
1984 16.3 15.1 1.2
1985 23.5 22.1 1.4
1986 15.0 15.3 -0.3
1987 4.3 2.8 1.5
1988 7.6 7.9 -0.3
1989 14.2 14.5 -0.3
1990 8.6 9.0 -0.4
1991 18.0 16.0 2.0
1992 9.4 7.4 2.0
1993 10.9 9.7 1.2
1994 -2.7 -2.9 0.2
1995 21.1 18.5 2.6
1996 3.6 3.6 0.0
1997 12.0 9.7 2.3
1998 9.6 8.7 0.9
1999 -1.3 -0.8 -0.5
2000 9.6 11.6 -2.0
2001 7.0 8.4 -1.4
2002 9.9 10.3 -0.4
2003 9.8 4.1 5.7
2004 (2 months) 1.6 1.9 -0.3
Trailing 1-Year 9.4% 4.5% 4.9
Trailing 3-Year 8.7 7.4 1.3
Trailing 5-Year 7.6 7.2 0.4
Trailing 10-Year 7.9 7.2 0.7
Since Inception 11.3 10.6 0.7
(8/31/81)

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total fixed income component to that of the Lehman Aggregate
Bond Index.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

PIMCO Fixed
Income 4.6% 12.0% 11.0% 8.5% 8.2% 2/28/98
LB Global Aggregate
Bond Index 4.2 10.8 10.1 6.3 6.7
In-House Domestic 2.3 4.0 5.2 -- 7.5 1/31/00
LB Aggregate
Bond Index 2.9 4.5 7.4 -- 9.0
In-House Credit 3.2 7.4 7.5 -- 7.7 1/31/01
Credit Related
Composite Index** 3.3 7.3 9.0 -- 9.0

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The description of the composite benchmark can be found in the appendix of this report.
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Inception
Since Inception Date

Equity Hedge Funds 4.3% 12/31/03
90-Day T-Bill + 4% 0.8

ENDING 2/29/04
RETURN SUMMARY

BGI Global Market Neutral
Fund 16.4%

S&P 500 Futures Overlay 2.5%

Blue Ridge 7.4%
Eminence 4.3%

SG Partners 4.4%

Maverick 43.2%

Sirios Overseas 4.4% Standard Pacific 4.0%
Arrowstreet 3.0%

OCM Emerging Markets 6.6%
Indus Asia Pacific 2.2%

Indus Japan FDA 1.7%

MANAGER ALLOCATION AS OF 2/29/04

The Equity Hedge Fund component outperformed its benchmark over the two months since its inception as an official
asset category. The Maverick portfolio was the greatest contributor to results and represents the largest portion of the
component (43.2% as of quarter-end).

The Blue Ridge, Indus Japan, and Indus Asia Pacific investments were funded during the quarter.
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2 MONTHS ENDING 2/29/04
MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibit shown above measures the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Equity Hedge Funds" represents the component's relative performance to
the performance benchmark in basis points.  The value of the manager bars are derived by taking the relative
performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in
the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the individual
managers and the equity hedge fund benchmark.

As shown, each manager either made a positive contribution or had negligible impact on relative performance; the
Maverick portfolio had the largest positive impact on component performance.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03 2/29/04 2/29/04 2/29/04 Since Inception Date

BGI Global Market
Neutral Fund 10.3% 39.5% --% --% 26.3% 12/31/02
S&P 500 Index 8.7 38.5 -- -- 27.6
S&P 500 Futures
Overlay 8.4 -- -- -- 9.2 10/31/03
S&P 500 Index 8.7 -- -- -- 9.6
Blue Ridge -- -- -- -- 0.7 12/31/03
90-Day T-
Bill + 4% -- -- -- -- 0.8
Eminence 4.7 -- -- -- 8.4 6/30/03
90-Day T-
Bill + 4% 1.3 -- -- -- 3.4
SG Partners 4.3 -- -- -- 7.1 8/31/03
90-Day T-
Bill + 4% 1.3 -- -- -- 2.5
Maverick 5.5 12.2 6.5 14.1 12.0 7/31/98
90-Day T-
Bill + 4% 1.3 5.2 6.3 7.8 7.9
Sirios Overseas 3.9 -- -- -- 8.5 4/30/03
90-Day T-
Bill + 4% 1.3 -- -- -- 4.3
Standard Pacific 4.2 -0.4 -- -- -0.4 2/28/03
90-Day T-
Bill + 4% 1.3 5.2 -- -- 5.2
Arrowstreet 3.4 -- -- -- -9.0 5/31/03
90-Day T-
Bill + 4% 1.3 -- -- -- 3.9
OCM Emerging
Markets 5.6 11.4 -- -- 10.4 12/31/01
90-Day T-
Bill + 4% 1.3 5.2 -- -- 5.6
Indus Asia Pacific 5.9 -- -- -- 5.9 11/30/03
90-Day T-
Bill + 4% 1.3 -- -- -- 1.3
Indus Japan FDA 2.5 -- -- -- 2.5 11/30/03
90-Day T-
Bill + 4% 1.3 -- -- -- 1.3

ENDING 2/29/04
RETURN SUMMARY
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Absolute Return
Hedge Funds 5.1% 25.0% 11.1% 13.7% 11.4% 7/31/98
Absolute Return
Benchmark 1.1 5.1 6.3 7.7 7.9

ENDING 2/29/04
RETURN SUMMARY

Farallon 29.7%

Perry 33.2%

Protege Partners 15.4%

Satellite Fund V 20.0%
Indus Event Driven FDA 1.6%

MANAGER ALLOCATION AS OF 2/29/04

The total absolute return component outperformed in the recent fiscal quarter as each of the managers earned a return
exceeding that of the benchmark during the period. Longer-term performance shown above is also favorable as the
component outperformed its benchmark by over three percentage points since inception.

The graph above details the allocation to each manager of the absolute return component as of quarter-end.

The Indus Event Driven investment was funded during the quarter.

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Absolute Return Hedge Funds" represents the component's relative
performance to the performance benchmark in basis points.  The value of the manager bars are derived by taking the
relative performance of each manager, versus its style specific benchmark, and multiplying this by the manager's asset
weight in the component. The bar labeled "Benchmark Effect" represents the difference between the benchmarks of the
individual manager and the absolute return hedge fund benchmark.
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The Ratio of Cumulative Wealth graph above illustrates the absolute return component's cumulative performance relative
to that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that
of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, performance has
generally been favorable relative to the benchmark, despite a period of underperformance in 2002.

The Risk Return graph above exhibits the risk and return characteristics of the absolute return asset class, relative to that
of the benchmark.  As shown, the asset class has earned a greater return than the benchmark at a greater level of
volatility.
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Absolute Return Hedge Funds Absolute Return Benchmark
Return

Return Return Difference
1998 (5 months) -1.1% 3.8% -4.9
1999 9.8 9.1 0.7
2000 20.5 10.5 10.0
2001 10.4 8.7 1.7
2002 -1.0 6.0 -7.0
2003 23.8 5.3 18.5
2004 (2 months) 3.4 0.7 2.7
Trailing 1-Year 25.0% 5.1% 19.9
Trailing 3-Year 11.1 6.3 4.8
Trailing 5-Year 13.7 7.7 6.0

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the total absolute return component to that of the performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Farallon 5.3% 27.0% 14.2% 15.9% 14.2% 7/31/98
90 Day T-
Bills + 3% 1.0 4.2 5.3 6.7 6.8
Perry 5.9 24.1 13.2 16.3 14.2 7/31/98
90 Day T-
Bills + 3% 1.0 4.2 5.3 6.7 6.8
Protege
Partners 4.6 16.6 -- -- 16.6 2/28/03
90 Day T-
Bills + 3% 1.0 4.2 -- -- 4.2
Satellite
Fund V 4.0 28.7 5.4 -- 7.5 8/31/00
90 Day T-
Bills + 3% 1.0 4.2 5.3 -- 5.9
Indus Event
Driven FDA 2.0 -- -- -- 2.0 11/30/03
90 Day T-
Bills + 3% 1.0 -- -- -- 1.0

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Private Capital 5.8% 6.9% -8.0% 3.8% 9.7% 11/30/86

Private Capital
Benchmark** 6.5 44.1 3.9 4.7 15.9

ENDING 2/29/04
RETURN SUMMARY

As shown in the table above, Private Capital has underperformed its performance benchmark over all periods shown.

The returns shown in the table above are reported on a time-weighted basis, consistent with the methodology used for
returns throughout this report. Time-weighted returns are calculated using monthly asset values and daily cash flows.
Time-weighted rates of return are the industry standard for reporting the performance of traditional, marketable
investments.  For investments such as private equity, the time-weighted return calculation methodology suffers from a
number of flaws, including the attribution of control over cash flows to the investor rather than the investment manager. In
these cases, the industry standard is to use the internal rate of return (IRR), which is the annualized rate of return implied
by a series of cash and a beginning and ending market value.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

** The Private Capital Benchmark represents the Venture Economics Private Capital Benchmark beginning January 1, 2004. Returns
through December 31, 2003, represent the Wilshire 5000 + 4%.
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Period Private Wilshire 5000 Return
Ending Capital Index + 4% Difference

8/31/1987 31.6 % 31.0 %   0.6 %
8/31/1988  8.1  0.0   8.1
8/31/1989  3.1 20.3 -17.2
8/31/1990  9.5  8.2   1.3
8/31/1991  5.6 14.0  -8.4
8/31/1992  4.4 12.8  -8.4
8/31/1993  6.1 14.1  -8.0
8/31/1994 10.7 12.8  -2.1
8/31/1995 13.0 13.8  -0.8
8/31/1996 13.6 14.2  -0.4
8/31/1997 13.9 16.2  -2.3
8/31/1998 15.5 15.1   0.4
8/31/1999 16.1 17.0  -0.9
8/31/2000 18.5 17.5   1.0
8/31/2001 15.4 12.1   3.3
8/31/2002 11.1  8.1   3.0
8/31/2003  8.6  9.6  -1.0
2/29/2004  9.1 11.1  -2.0

HISTORICAL RETURNS 
GEF SINCE INCEPTION IRR

The IRRs shown in the table above were provided by UTIMCO, as with all other data shown in this report.
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The data shown in the exhibits above reflect time-weighted returns.

The Ratio of Cumulative Wealth graph above illustrates the private capital component's cumulative performance relative
to that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that
of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, performance has
generally trailed the benchmark.

The Risk Return graph above exhibits the risk return characteristics of the private capital asset class, relative to that of the
benchmark.  As shown, the asset class has earned a lower return than the benchmark at a slightly lower level of volatility.
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Private Capital Private Capital Benchmark
Return

Return Return Difference
1986 (1 month) 3.6% -2.1% 5.7
1987 -5.4 6.5 -11.9
1988 -4.3 22.7 -27.0
1989 12.7 34.3 -21.6
1990 8.8 -2.3 11.1
1991 -5.7 39.5 -45.2
1992 5.5 13.4 -7.9
1993 21.8 15.8 6.0
1994 15.9 4.0 11.9
1995 31.5 41.9 -10.4
1996 23.5 26.1 -2.6
1997 24.3 36.5 -12.2
1998 22.4 28.4 -6.0
1999 25.1 28.5 -3.4
2000 36.4 -7.2 43.6
2001 -21.0 -7.3 -13.7
2002 -13.1 -17.6 4.5
2003 1.0 36.9 -35.9
2004 (2 months) 4.9 1.6 3.3
Trailing 1-Year 6.9% 44.1% -37.2
Trailing 3-Year -8.0 3.9 -11.9
Trailing 5-Year 3.8 4.7 -0.9
Trailing 10-Year 12.8 15.1 -2.3

(BY YEAR)
HISTORICAL RETURNS*

The returns shown in the table above reflect time-weighted returns.

The table above compares the annual return history of private capital to that of its performance benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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Inception
Since Inception Date

Commodities 8.1% 12/31/03

Goldman Sachs Commodity Index - 1% 7.7

ENDING 2/29/04
RETURN SUMMARY

GSAM Commodity Index
46.2%

PIMCO Real Return 53.8%

MANAGER ALLOCATION AS OF 2/29/04

The commodities component outperformed the benchmark over the two months since inception as an asset category.

The graph above details the manager allocations of the commodities asset class as of quarter-end. The assets are
roughly split between Goldman Sachs and the newly funded PIMCO Real Return investment.

The PIMCO Real Return investment was funded during the quarter.
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MANAGER ATTRIBUTION ANALYSIS

The Performance Attribution exhibits shown above measure the source of the deviation of the asset class performance
from that of its benchmark.  The bar labeled "Commodities" represents the component's relative performance to the
performance benchmark in basis points.  The value of the manager bars are derived by taking the relative performance of
each manager, versus its style specific benchmark, and multiplying this by the manager's asset weight in the component.
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Since 1 Year Ending Inception
11/30/03* 2/29/04 Since Inception Date

GSAM Commodity Index 15.1% 7.4% 28.9% 3/31/02

Goldman Sachs Commodity Index - 1% 14.6 5.5 22.3
PIMCO Real Return -- -- 8.4 12/31/03

Goldman Sachs Commodity Index - 1% -- -- 7.7

ENDING 2/29/04
RETURN SUMMARY

* Time period represents the total return for the fiscal quarter ending 2/29/04.
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Since 1 Year Ending 3 Years Ending 5 Years Ending Inception
11/30/03* 2/29/04 2/29/04 2/29/04 Since Inception Date

Short Term Fund 0.2% 1.1% 2.1% 3.6% 4.4% 8/31/92
ML 90-day T-Bill 0.3 1.1 2.2 3.6 4.3
Short Intermediate
Term Fund 1.2 2.4 3.5 4.7 5.3 2/28/93
Composite Index 1.3 2.3 4.9 5.6 5.6
BGI U.S. Debt
Index Fund 2.9 4.7 7.4 -- 7.7 5/31/99
LB Aggregate
Bond Index 2.9 4.5 7.4 -- 7.6
BGI Equity
Index Fund 8.7 38.6 -1.0 -- -1.2 5/31/99
S&P 500 Index 8.7 38.5 -1.0 -- -1.2

ENDING 2/29/04
RETURN SUMMARY

Short Term Fund 60.3%
Short Intermediate Term

Fund 29.9%

BGI U.S. Debt Index Fund 6.2%
BGI Equity Index Fund 3.5%

ASSET ALLOCATION AS OF 2/29/04

The Short Term Fund has approximated the performance of the benchmark during the periods shown above.

The Short Intermediate Fund underperformed the Index during the fiscal quarter by 0.1 percentage points, yet
outperformed over the trailing one-year period. Longer term performance is below-benchmark.

The BGI Index funds have approximated the performance of their respective indices during all periods shown above.

The graph above details the individual Fund allocations of the Operating Funds as of quarter-end.

* Time period represents the total return for the fiscal quarter ending 2/29/04.

31.86



  $2,231 Million

SHORT TERM FUND

As of February 29, 2004

 

OPERATING FUNDS

Ennis Knupp + Associates 83 

1993 1995 1997 1999 2001 2003

Year

1.00

1.01

1.02

1.03

1.04

1.05

1.00

0.99

0.98

0.97

0.96

0.95

Ratio of Cumulative Wealth

Total

ML 90-day T-Bill

1.01

11 YEARS 6 MONTHS ENDING 2/29/04
RATIO OF CUMULATIVE WEALTH

Beginning: 8/31/92

0 1 2

Annualized Risk (%)

0

1

2

3

4

5

6

0

Annualized Return (%)

ML 90-day T-Bill

Total

11 YEARS 6 MONTHS ENDING 2/29/04
ANNUALIZED RISK/RETURN

The Ratio of Cumulative Wealth graph above illustrates the Short Term Fund's cumulative performance relative to that of
its benchmark. An upward sloping line between two points indicates that the component's return exceeded that of the
benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the Fund has exceeded the
performance of the benchmark.

The Risk Return graph above exhibits the risk and return characteristics of the Short Term Fixed Income Fund, relative to
that of the Performance Benchmark.  As shown, the Fund has marginally exceeded the performance of the benchmark at
a marginally greater level of volatility.
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Short Term Fund ML 90-day T-Bill
Return

Return Return Difference
1992 (4 months) 1.1% 1.1% 0.0
1993 3.2 3.2 0.0
1994 4.3 4.3 0.0
1995 6.0 6.0 0.0
1996 5.4 5.3 0.1
1997 5.7 5.3 0.4
1998 5.6 5.2 0.4
1999 5.2 4.8 0.4
2000 6.5 6.2 0.3
2001 4.3 4.4 -0.1
2002 1.9 1.8 0.1
2003 1.1 1.2 -0.1
2004 (2 months) 0.2 0.2 0.0
Trailing 1-Year 1.1% 1.1% 0.0
Trailing 3-Year 2.1 2.2 -0.1
Trailing 5-Year 3.6 3.6 0.0
Trailing 10-Year 4.6 4.4 0.2

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the Short-Term Fixed Income Fund to that of the performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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The Ratio of Cumulative Wealth graph above illustrates the Short Intermediate Term Fund's cumulative performance
relative to that of its benchmark. An upward sloping line between two points indicates that the component's return
exceeded that of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the Fund
has trailed the performance of the benchmark.

The Risk Return graph above exhibits the risk and return characteristics of the Short Term Fixed Income Fund, relative to
that of the Performance Benchmark.  As shown, the Fund has earned a lower return than the benchmark at a higher level
of volatility.
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Short Intermediate Term Fund Composite Index
Return

Return Return Difference
1993 (10 months) 3.4% 3.7% -0.3
1994 0.6 0.7 -0.1
1995 10.3 10.8 -0.5
1996 5.3 5.0 0.3
1997 7.8 6.6 1.2
1998 8.2 6.9 1.3
1999 1.5 3.1 -1.6
2000 9.2 8.3 0.9
2001 6.8 7.8 -1.0
2002 2.8 6.1 -3.3
2003 2.1 2.0 0.1
2004 (2 months) 0.8 0.8 0.0
Trailing 1-Year 2.4% 2.3% 0.1
Trailing 3-Year 3.5 4.9 -1.4
Trailing 5-Year 4.7 5.6 -0.9
Trailing 10-Year 5.5 5.8 -0.3

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the Short-Intermediate Fund to that of the performance
benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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The Ratio of Cumulative Wealth graph above illustrates the BGI Equity Index Fund's cumulative performance relative to
that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that of
the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the Fund approximated the
performance of the benchmark.

The Risk Return graph above exhibits the risk and return characteristics of the BGI Equity Index Fund, relative to that of
the benchmark.  As shown, the Fund has approximated the return and volatility of the benchmark.
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BGI Equity Index Fund S&P 500 Index
Return

Return Return Difference
1999 (7 months) 13.7% 13.7% 0.0
2000 -9.1 -9.1 0.0
2001 -11.9 -11.9 0.0
2002 -22.1 -22.1 0.0
2003 28.7 28.7 0.0
2004 (2 months) 3.2 3.3 -0.1
Trailing 1-Year 38.6% 38.5% 0.1
Trailing 3-Year -1.0 -1.0 0.0

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the BGI Equity Index Fund to that of the performance benchmark.

* The annual returns in this exhibit represent calendar-year periods.
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The Ratio of Cumulative Wealth graph above illustrates the BGI U.S. Debt Index Fund's cumulative performance relative
to that of its benchmark. An upward sloping line between two points indicates that the component's return exceeded that
of the benchmark, while a downward sloping line indicates a lesser return.  As seen in the graph, the Fund approximated
the performance of the benchmark.

The Risk Return graph above exhibits the risk and return characteristics of the BGI U.S. Debt Index Fund, relative to that
of the benchmark.  As shown, the Fund has approximated the return and volatility of the benchmark.
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BGI U.S. Debt Index Fund LB Aggregate Bond Index
Return

Return Return Difference
1999 (7 months) 0.2% 0.2% 0.0
2000 11.6 11.6 0.0
2001 8.6 8.4 0.2
2002 10.1 10.3 -0.2
2003 4.3 4.1 0.2
2004 (2 months) 1.9 1.9 0.0
Trailing 1-Year 4.7% 4.5% 0.2
Trailing 3-Year 7.4 7.4 0.0

(BY YEAR)
HISTORICAL RETURNS*

The table above compares the annual return history of the BGI U.S. Debt Index Fund to that of the Lehman Aggregate
Bond Index.

* The annual returns in this exhibit represent calendar-year periods.
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Annualized Periods Ending 2/29/04
Fiscal

Quarter 1-Year 3-Year 5-Year 10-Year

Stock Indices:

Wilshire 5000 Index 8.4% 42.5% 0.8% 1.2% 10.9%
S&P 500 Index 8.7 38.5 -1.0 -0.1 11.4

Russell 3000 Index 8.2 41.3 0.1 1.1 11.1
Russell 1000 Value Index 10.3 42.3 3.4 4.5 12.3

Russell 1000 Growth Index 6.2 37.2 -4.8 -4.8 9.5
Russell MidCap Value Index 9.7 51.9 10.6 10.8 13.5

Russell MidCap Growth Index 6.2 52.7 -0.2 3.4 9.8
Russell 2000 Value Index 9.3 64.0 14.9 15.6 12.9

Russell 2000 Growth Index 5.6 64.9 1.9 2.9 5.7
Bond Indices:

Lehman Brothers Aggregate 2.9% 4.5% 7.4% 7.2% 7.2%
Lehman Brothers Gov't/Credit 3.2 5.0 7.8 7.5 7.3

Lehman Brothers Long-Term Gov't/Credit 5.1 6.6 9.5 8.4 8.6
Lehman Brothers Intermed. Gov't/Credit 2.6 4.6 7.4 7.2 6.8

Lehman Brothers Mortgage-Backed 2.6 3.6 6.4 6.8 7.0
Lehman Brothers 1-3 Yr Gov't 1.4 2.3 5.1 5.7 5.8

Lehman Brothers Universal 3.0 6.0 7.6 7.5 7.3
Real Estate Indices:

Wilshire Real Estate Securities Index 9.2% 47.2% 18.5% 16.5% 11.7%
Foreign Indices:

MSCI All Country World ex-U.S. Index 12.1% 55.2% 2.3% 2.6% 4.0%
MSCI EAFE Free 11.9 53.6 0.9 1.2 4.0

MSCI Emerging Markets Free Net 16.1 74.4 13.7 12.3 0.7
MSCI Hedged EAFE Foreign Stock Index 7.6 33.8 -7.5 -0.8 4.4

SSB Non-U.S. World Gov't Bond 4.8 14.9 12.1 6.3 6.6
Citigroup Non-US World Gov't Bond Hedged 2.3 1.8 4.7 5.6 7.9

Cash Equivalents:

Treasury Bills (30-Day) 0.2% 0.9% 1.8% 3.1% 3.8%

EnnisKnupp STIF Index 0.3 1.2 2.4 3.8 4.6
Inflation Index

Consumer Price Index 0.9% 1.7% 1.9% 2.5% 2.4%

RETURNS OF THE MAJOR CAPITAL MARKETS

31.95
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Endowment Performance Benchmark- Beginning January 1, 2004, represents the policy targets as set forth in the
Investment Policy Statements approved by the Board of Regents on December 19, 2003. This benchmark is comprised of
25% Russell 3000 Index, 17% MSCI All Country World ex-U.S. Index, 10% 90 Day T-Bills + 4%, 15% 90 Day T-Bills + 3%,
15% Venture Economics Private Capital Benchmark, 3% GSCI minus 1%, and 15% Lehman Brothers Aggregate Bond
Index.

Returns through December 31, 2003, represent the returns of the UTIMCO Board of Directors approved Endowment Policy
Portfolio.  The return history of this benchmark has been supplied by UTIMCO, and the composition of the benchmark is
understood as follows:

Returns prior to December 1, 1999, were comprised of 30% S&P 500 Index, 10% Russell 2000 Index, 12% FT World
ex-U.S. Index, 3% MSCI Emerging Markets Free Index, 7% Merrill Lynch T-Bill Index + 7%, 18% Wilshire 5000 Index + 4%,
15% Lehman Brothers Aggregate Bond Index and 5% Citigroup World Government Bond Index ex-U.S.

Effective December 1, 1999, returns were comprised of 25% S&P 500 Index, 7.5% Russell 2000 Index, 12% FT World
ex-U.S. Index, 3% MSCI Emerging Markets Free Index, 10% Merrill Lynch T-Bill Index + 7%, 15% Wilshire 5000 Index + 4%,
2.5% Goldman Sachs Commodity Index, 5% NCREIF Index, 15% Lehman Brothers Aggregate Bond Index and 5%
Citigroup World Government Bond Index ex-U.S.

Effective October 1, 2000, returns were comprised of 25% S&P 500 Index, 7.5% Russell 2000 Index, 12% MSCI EAFE
Index, 3% MSCI Emerging Markets Free Index, 10% Merrill Lynch T-Bill Index + 7%, 15% Wilshire 5000 Index + 4%, 2.5%
Goldman Sachs Commodity Index, 5% NCREIF Index, 15% Lehman Brothers Aggregate Bond Index and 5% Citigroup
World Government Bond Index ex-U.S.

Effective September 1, 2002, returns are comprised of 31% Wilshire 5000 Index, 19% MSCI All Country World Free ex-U.S.
Index, 15% Wilshire 5000 Index + 4%, 10% Merrill Lynch T-Bill Index + 4%, 2.5% Goldman Sachs Commodity Index, 2.5%
Lehman Brothers TIPS Index, 2.5% NCREIF Index, 2.5% Wilshire Real Estate Securities Index, 5% Lehman Brothers
Aggregate Bond ex-Government Index and 10% Lehman Brothers Government Bond Index.

DESCRIPTION OF INDICES

31.96



  GLOSSARY OF TERMS

APPENDIX II

 

 

 

Ennis Knupp & Associates 93 

U.S. Equity Performance Benchmark- Beginning January 1, 2004, returns are of the Russell 3000 Index. Returns
through December 31, 2003, are those of the Wilshire 5000 Index.

Absolute Return Benchmark- Beginning January 1, 2004, returns are 90 Day T-Bills + 3%. Returns through December
31, 2003, are of 90 Day T-Bills + 4%.

Private Capital Benchmark - Beginning January 1, 2004, returns are the Venture Economics Private Capital
Benchmark, which represents a mixture of venture capital and private equity investments, and is calculated on a quarterly
periodic IRR basis.  Periodic IRRs are calculated between two points in time; in this case, IRRs are calculated on a quarterly
basis, and the resulting returns are linked to present performance over longer periods (similar to the time-weighted rates of
returns shown for all other asset categories).  Returns through December 31, 2003 are of the Wilshire 5000 +4%.

UTIMCO Credit Composite Benchmark- Returns for this benchmark have been supplied by UTIMCO.  The composition
of the benchmark is understood as including the asset-backed, collateralized mortgage-backed, and U.S. credit
components of the Lehman Aggregate Bond Index in a weighted average composite.

UTIMCO Short-Intermediate Term Fund Composite Benchmark- Returns for this benchmark have been supplied by
UTIMCO.  The composition of the benchmark is understood as including six government bond components obtained from
Bloomberg in a weighted average composite.

UTIMCO Inflation Hedging Benchmark- Returns for this benchmark have been supplied by UTIMCO.  The composition
of the benchmark is understood as 25% of the Goldman Sachs Commodity Index -100 basis points, 25% of the Lehman
Brothers TIPS Index, 25% of the NCREIF Index, and 25% of the Wilshire Real Estate Securities Index.

DESCRIPTION OF INDICES CONTINUED
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Wilshire 5000 Stock Index - A capitalization-weighted stock index representing all domestic common stocks traded
regularly on the organized exchanges.  The Index is the broadest measure of the aggregate domestic stock market.

S&P 500 Stock Index - A capitalization-weighted stock index representing 500 large capitalization stocks in the U.S.
equity market.

Russell 2000 Stock Index - A capitalization-weighted index of the 2000 smallest stocks in the Russell 3000 Index.  This
index excludes the largest and smallest capitalization issues in the domestic stock market.

MSCI All-Country World Ex-U.S. Index - A capitalization-weighted index of stocks representing a broad range of
developed and emerging country markets, excluding the U.S. market.

MSCI Europe, Australasia, Far East (EAFE) Index - A capitalization-weighted index of stocks representing 21 developed
markets in Europe, Australia, Asia and the Far East.

MSCI Emerging Markets Free Index- A capitalization-weighted index of stocks representing 26 emerging markets.

Lehman Brothers Aggregate Bond Index - A market value-weighted index consisting of the Lehman Brothers Corporate,
Government, and Mortgage-Backed Securities Indices.  The index also includes asset-backed securities, and is the
broadest measure of the aggregate U.S. fixed-income market.

Lehman Brothers Government Bond Index - A market value-weighted index consisting of all public obligations of the
U.S. Treasury, excluding flower bonds, foreign targeted issues, debt of U.S. Government Agencies and corporate debt
guaranteed by the U.S. Government.

Lehman Brothers Aggregate Bond ex-Government Index - A market value-weighted index consisting of the Lehman
Brothers Corporate and Mortgage-backed Securities Indices and includes asset-backed securities.

DESCRIPTION OF INDICES CONTINUED

31.98
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Performance Comparison - Ratio of Cumulative Wealth: An illustration of a portfolio's cumulative, unannualized
performance relative to that of its benchmark.  An upward sloping line indicates fund outperformance.  Conversely, a
downward sloping line indicates underperformance by the fund.  A flat line is indicative of benchmark-like performance.

Performance Comparison- Risk-Return:  The horizontal axis, annualized standard deviation,is a statistical measure of
risk, or the volatility of returns. The vertical axis is the annualized rate of return.  As most investors generally prefer less risk
to more risk and always prefer greater returns, the upper left corner of the graph is the most attractive place to be.  The line
on this exhibit represents the risk and return tradeoffs associated with market portfolios, or index funds.

Performance Attribution- A measure of the source of the deviation of a fund's performance from that of its benchmark.
Each bar on the graph represents the contribution made by the manager to the total difference in performance (shown at
the bottom of the exhibit).  A positive value for a component indicates a positive contribution to the aggregate relative
performance.  A negative value indicates a detrimental impact.  The magnitude of each component's contribution is a
function of (1) the performance of the component relative to its benchmark, and (2) the weight of the component in the
aggregate.

DESCRIPTION OF TERMS

31.99
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4. U. T. System:  Permanent University Fund quarterly update 
 
 

Mr. Philip R. Aldridge, Interim Vice Chancellor for Business Affairs, will update the 
Committee on changes in the forecasted distributions from the Permanent University 
Fund (PUF) to the Available University Fund (AUF) and the resulting impacts on 
remaining PUF debt capacity, U. T. Austin excellence funds, and the AUF balance. 

 
 

REPORT 
 
As of February 29, 2004, the market value of the PUF was $8.2 billion compared 
to $7.65 billion as of November 30, 2003 (Figure A on Page 32.1).  During Fiscal 
Year 2005, $341.2 million is expected to be distributed to the AUF, compared to 
$348 million in Fiscal Year 2004 (Figure B on Page 32.2).  PUF distributions to the 
AUF are projected to steadily increase beginning in Fiscal Year 2006.  Unlike previ-
ous forecasts, PUF distributions are not projected to be capped due to constitutional 
purchasing power restrictions as a result of higher than expected PUF investment 
returns and lower than expected inflation (Figure B on Page 32.2). 
 
Incorporating both the updated PUF distribution forecast and the new debt structure as 
a result of the PUF Bonds, Series 2004A&B transaction, there is an estimated $365 mil-
lion of additional debt capacity through Fiscal Year 2010 beyond the PUF projects cur-
rently approved, assuming a 8.36% investment return (Figure C on Page 32.3).  This 
PUF debt capacity includes using $55 million of AUF balances to cash defease out-
standing PUF debt, similar to cash defeasance transactions previously approved by the 
Board.  PUF debt capacity is affected by various factors, some of which are determined 
by the Board while others are dependent on future market conditions (Figure D on 
Page 32.4). 



March 26, 2004 Figure A Prepared by the Office of Finance
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Permanent University Fund Distributions
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PUF  Debt Capacity-Base Case at 8.36%

Additional PUF Debt Capacity ($365.1 Million) $98.7 $0.0 $81.0 $89.9 $50.7 $44.8
Cumulative Additional PUF Debt Capacity $98.7 $98.7 $179.7 $269.6 $320.3 $365.1

Available University Fund Operating Actual
Statement Forecast Data ($ Millions) FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09 FYE 10
PUF Distribution Amount $363.0 $348.0 $341.2 $358.1 $392.9 $421.7 $442.2 $462.5
Surface & Other Income 6.5                 6.6               6.6                 6.6                 6.7                 6.7                 6.7                6.7                 
Divisible Income 369.6             354.6           347.8             364.8             399.6             428.4             448.9            469.2             

        
UT System Share (2/3) 246.4             236.4           231.9             243.2             266.4             285.6             299.3            312.8             
AUF Interest Income 5.1                 2.4               2.1                 3.3                 4.3                 5.1                 5.2                5.4                 
Income Available to U.T. 251.5             238.8           233.9             246.5             270.7             290.7             304.5            318.2             
TRANSFERS:         
UT Austin Excellence Funds (45%) (114.8)           (108.3)          (105.3)            (110.9)            (121.8)            (130.8)           (137.0)           (143.2)            
PUF Debt Service on Approved Projects (69.7)             (71.2)            (94.4)              (101.0)            (103.8)            (106.4)           (108.8)           (111.6)            
PUF Cash Defeasance -                (55.0)            -                 -                 -                 -                -                -                 
PUF Debt Service on Add. Debt Capacity -                -               (7.9)                (7.9)                (14.6)              (22.3)             (26.7)             (30.6)              
System Administration (29.1)             (27.9)            (27.9)              (28.6)              (29.3)              (30.1)             (30.8)             (31.6)              
Other (1.6)               (4.4)              (1.1)                (1.1)                (1.1)                (1.1)               (1.2)               (1.2)                
Debt Service (Bldg Rev) (3.4)               (3.4)              -                 -                 -                 -                -                -                 
Net Surplus/(Deficit) 32.8               (31.4)            (2.6)                (3.0)                0.0                 0.0                 (0.0)               (0.0)                

Ending AUF Balance - System 82.0             50.6           48.0             45.0              45.0             45.0             45.0            45.0             

PUF Debt Service Coverage 3.61:1 3.35:1 2.29:1 2.26:1 2.29:1 2.26:1 2.25:1 2.24:1

Projected

32.3
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PUF Debt Capacity Sensitivities at 8.36%
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5. U. T. Board of Regents:  Approval of annual distributions from the 
Permanent University Fund, the Permanent Health Fund, and the Long 
Term Fund 

 
 

RECOMMENDATION 
 
The Chancellor and the Interim Vice Chancellor for Business Affairs concur in 
the recommendation of The University of Texas Investment Management Com-
pany (UTIMCO) and the UTIMCO Board of Directors that: 
 
 a.  The fiscal year distribution from the Permanent University Fund (PUF) 

to the Available University Fund (AUF) be decreased by 1.97% 
from $348,033,578 to $341,174,270 effective September 1, 2004.  
The distribution is an amount equal to 4.75% of the trailing 12-quarter 
average of the net asset value of the PUF.  The decline in the distribution 
is a direct result of the decline in the market value of the PUF, as reflected 
in the trailing 12-quarter average. 

 
 b.  The distribution rate for the Permanent Health Fund (PHF) remain at its 

current rate per unit of $0.047. 
 
 c.  The distribution rate for the U. T. System Long Term Fund (LTF) be 

increased from $0.2645 per unit to $0.2697 per unit effective Novem-
ber 30, 2004. 

 
 

BACKGROUND INFORMATION 
 
For comparative purposes, the recommended distributions from the PUF, PHF and 
LTF represent 4.15%, 4.59%, and 4.68% of the respective funds' market value as of 
February 29, 2004. 
 
The PUF Investment Policy states that the annual distribution from the PUF to the 
AUF 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 fiscal year.  
Per this formula, the amount to be distributed from the PUF for Fiscal Year 2005 
is $341,174,270 as calculated on the following page. 
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Quarter Ended 

 
PUF Net Asset Value 

5/31/01  $           7,749,573,154
8/31/01  7,540,148,091
11/30/01  7,079,157,437
2/28/02  7,114,025,229
5/31/02  7,303,322,636
8/31/02  6,738,274,515
11/30/02  6,397,124,818
2/28/03  6,299,971,921
5/31/03  6,850,946,583
8/31/03  7,244,827,576
11/30/03  7,655,088,067
02/29/04  8,218,934,425

$         86,191,394,452
Number of Quarters 12
Average Net Asset Value $           7,182,616,204
Distribution Percentage 4.75%
FY 2004-05 Distribution $              341,174,270

 
Article VII, Section 18 of the Texas Constitution requires that the amount of distributions 
to the AUF be determined by the U. T. Board of Regents (U. T. Board) in a manner 
intended to provide the AUF with a stable and predictable stream of annual distributions 
and to maintain over time the purchasing power of PUF investments and annual dis-
tributions to the AUF.  The Constitution further limits the U. T. Board's discretion to set 
annual PUF distributions to the satisfaction of three tests: 
 
1. The amount of PUF distributions to the AUF in a fiscal year must be not less than 

the amount needed to pay the principal and interest due and owing in that fiscal 
year on PUF bonds and notes.  The proposed distribution of $341,174,270 is 
substantially greater than PUF bonds debt service of $119,050,836 projected for 
Fiscal Year 2005. 

 
System Debt Service 

U. T. $           84,167,084 
TAMU              34,883,752  
   Total $         119,050,836 

Sources: U. T. System Office of Finance 
Texas A&M University System 
Office of Treasury Services 
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2. The U. T. Board may not increase annual PUF distributions to the AUF (except 
as necessary to pay PUF debt service) if the purchasing power of PUF invest-
ments for any rolling 10-year period has not been preserved.  As the schedule 
below indicates, the average annual increase in the rate of growth of the value 
of PUF investments (net of expenses, inflation, and distributions) for the trailing 
10-year period ended February 29, 2004, was 3.86%.   
 

Average Annual Percent
Rate of Total Return 9.85%
Mineral Interest Receipts 1.25%  
Expense Rate (0.12)% (1)
Inflation Rate (2.41)%  
Distribution Rate (4.71)%
Net Real Return 3.86%

(1) Paid from AUF until 1/01/00 
 

 
3. The annual distribution from the PUF to the AUF during any fiscal year made by 

the U. T. Board may not exceed an amount equal to 7% of the average net fair 
market value of PUF investment assets as determined by the U. T. Board, except 
as necessary to pay PUF bonds debt service.  The annual distribution rate calcu-
lated using the trailing 12-quarter average value of the PUF is within the 7% max-
imum allowable distribution rate. 

 
  Proposed  
  Distribution  
  as a % of Maximum 

Value of PUF Proposed Value of PUF Allowed 
Investments (1) Distribution Investments Rate 
$7,182,616,204 $341,174,270  4.75% 7.00% 

  
(1) Source:  UTIMCO  

 
The spending policy objectives of the PHF and the LTF are to: 
 
1. provide a predictable stable stream of distributions over time; 

 
2. ensure that the inflation-adjusted value of the distributions is maintained over the 

long term; and 
 

3. ensure that the inflation-adjusted value of the assets of the PHF and the LTF, as 
appropriate after distributions, is maintained over the long term. 
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The goal is for the average spending rate of the PHF or the LTF, as appropriate, over 
time not to exceed the average annual investment return of such fund after inflation in 
order to preserve the purchasing power of such fund's distributions and underlying 
assets.  
 
Unless otherwise established by UTIMCO and approved by the U. T. Board, the 
spending formula under the PHF Investment Policy and the LTF Investment Policy 
increases distributions at the rate of inflation subject to a distribution range of 3.5% 
to 5.5% of the average market value of the PHF assets and LTF assets for each Fund's 
respective trailing 12 fiscal quarters.  The Investment Policies expressly reserve to the 
U. T. Board the ability to approve a per unit distribution amount for the PHF and the 
LTF, as appropriate, that, in the Board's judgment, would be more appropriate than the 
formula rate calculated by the spending policy provisions. 
 
The PHF's net asset value of $785.6 million at November 30, 2003, is less than the 
original PHF contributions of $820.0 million due to difficult financial markets since its 
inception.  As a consequence, the recommendation is to depart from the spending 
formula and not to increase the PHF rate of $0.047 per unit for Fiscal Year 2005.  The 
PHF's average distribution rate calculated using the prior 12-quarter average value of 
the PHF is 5.1%, within the range of 3.5% to 5.5% set forth in the PHF Investment 
Policy.  The recommended distribution rate of $0.047 per unit was approved by the 
UTIMCO Board on April 8, 2004. 
 
In addition to the spending policy objectives for the LTF (described above), the 
LTF Investment Policy expressly recognizes that, under the Uniform Management of 
Institutional Funds Act, the U. T. Board may distribute from the LTF the net appreci-
ation, realized and unrealized, in the fair market value of LTF assets over the historic 
dollar value of the Fund.  At November 30, 2003, the net asset value of the LTF was 
$3,167.0 million.  The 2.0% increase in LTF distribution rate from $0.2645 per unit 
to $0.2697 is recommended based on the investment policy to increase the distribution 
by the average rate of inflation for the trailing 12 fiscal quarters.  The consumer price 
index for the prior three years as of November 30, 2003, was 2.0%.  The LTF's average 
distribution rate calculated using the prior 12-quarter average value of the LTF is 5.2%, 
within the range of 3.5% to 5.5% set forth in the LTF Investment Policy.  The recom-
mended distribution rate of $0.2697 per unit was approved by the UTIMCO Board on 
April 8, 2004. 
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6. U. T. System:  Authorization to establish a deferred compensation plan 
under Internal Revenue Code Section 457(b), to delegate authority to 
administer the plan, and to authorize conforming changes to Part Two, 
Chapter VI, Section 9 (Deferred Compensation Plan) of the Regents' Rules 
and Regulations 

 
 

RECOMMENDATION 
 
The Chancellor concurs in the recommendation of the Executive Vice Chancellor for 
Academic Affairs, the Executive Vice Chancellor for Health Affairs, the Vice Chancellor 
for Administration, and the Interim Vice Chancellor for Business Affairs that the Board 
of Regents authorize the establishment of a voluntary deferred compensation plan pur-
suant to Internal Revenue Code Section 457(b) for all employees of the U. T. System 
Administration and the component institutions, to be known as UTSaver.  It is further 
recommended that the Board delegate to the Vice Chancellor for Administration the 
authority for the administration of UTSaver and the power to take all action and to make 
all decisions and interpretations that may be necessary or appropriate to administer and 
maintain the plan, consistent with State and federal law.   
 
It is further recommended that the Counsel and Secretary to the Board be authorized to 
make conforming changes to the Regents' Rules and Regulations to reference the plan 
and the delegation to the Vice Chancellor for Administration. 

 
 

BACKGROUND INFORMATION 
 
In 2003, the 78th Texas Legislature, Regular Session, enacted Senate Bill 1652, 
codified as Chapter 609, Subchapter D, Texas Government Code.  One provision 
of Chapter 609 authorizes an institution of higher education to establish a deferred 
compensation plan for its employees pursuant to Internal Revenue Code Sec-
tion 457(b).   
 
The state legislation followed the enactment of federal legislation known as the 
Economic Growth and Tax Relief Reconciliation Act (EGTRRA) in 2001, which 
changed existing law and created an additional retirement savings opportunity for public 
employees.  Prior to the enactment of EGTRRA, contributions to a voluntary 403(b) tax-
sheltered annuity program and a voluntary 457(b) deferred compensation retirement 
savings program were subject to coordinated limits.  This resulted in one contribution 
limit for both programs.  EGTRRA repealed the coordinated limits for 403(b) and 457(b) 
programs thereby providing a separate contribution limit for each program for years 
beginning after December 31, 2001.  Prior to the enactment of Senate Bill 1652, the 
only 457(b) plan option available to U. T. System employees was the deferred com-
pensation plan provided by the Employees Retirement System of Texas known as 
TexaSaver.  Senate Bill 1652 authorizes U. T. System to establish its own deferred 
compensation plan for employees.  The proposed name for the plan is UTSaver.The  
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purpose of the UTSaver deferred compensation plan is to provide employees who elect 
to participate in the plan the option to defer taxation on compensation subject to federal 
contribution limits.  Employees may elect to contribute up to the maximum amount that 
may be deferred under the plan for the taxable year.  The plan will be established 
pursuant to Chapter 609 of the Texas Government Code and is intended to constitute 
an "eligible deferred compensation plan" within the meaning of Section 457 of the 
Internal Revenue Code.  All contributions to the plan will be employee contributions. 
 
 
7. U. T. Board of Regents:  Adoption of Fifth Supplemental Resolution to the 

Master Resolution establishing the Revenue Financing System Taxable 
Commercial Paper Note Program and authorization for officers of U. T. 
System to complete all transactions related thereto 

 
 

RECOMMENDATION 
 
The Chancellor concurs in the recommendation of the Interim Vice Chancellor for 
Business Affairs that the U. T. Board of Regents: 
 
 a.  adopt the Fifth Supplemental Resolution to the Master Resolution, sub-

stantially in the form presented to the Board and as originally approved by 
the Board in 1996, authorizing the issuance, sale, and delivery of Board of 
Regents of The University of Texas System Revenue Financing System 
Taxable Commercial Paper Notes, Series B, in an aggregate principal 
amount not to exceed $50 million; and 

 
 b.  authorize appropriate officers and employees of the U. T. System as set 

forth in the Fifth Supplemental Resolution to take any and all actions 
necessary to carry out the intentions of the U. T. Board of Regents, within 
the limitations and procedures specified therein; make certain covenants 
and agreements in connection therewith; and resolve other matters 
incident and related to the issuance, sale, security, and delivery of such 
Notes. 

 
The Chancellor also concurs in the recommendation of the Interim Vice Chancellor 
for Business Affairs that, in compliance with Section 5 of the Amended and Restated 
Master Resolution Establishing The University of Texas System Revenue Financing 
System adopted by the U. T. Board of Regents on February 14, 1991, amended on 
October 8, 1993 and August 14, 1997, and upon delivery of the Certificate of an 
Authorized Representative as required by Section 5 of the Master Resolution, the 
U. T. Board of Regents resolve that: 
 

a. Sufficient funds will be available to meet the financial obligations of the 
U. T. System, including sufficient Pledged Revenues as defined in the  
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Master Resolution to satisfy the Annual Debt Service Requirements of the 
Financing System, and to meet all financial obligations of the Board 
relating to the Financing System; and 
 

b.  The component institutions, which are "Members" as such term is used in 
the Master Resolution, possess the financial capacity to satisfy their direct 
obligation as defined in the Master Resolution relating to the issuance by 
the U. T. Board of Regents of Parity Debt. 

 
 

BACKGROUND INFORMATION 
 
The use of tax-exempt debt for projects is limited by the Internal Revenue Code to 
facilities employed for governmental purposes.  Projects with nongovernmental or 
private use beyond established limits are denied the benefits of tax-exempt debt and 
must employ taxable debt.  Taxable debt is anticipated to be issued for certain projects 
in the FY 2004-2009 Capital Improvement Program that will have space rented to 
nongovernmental entities for a period of time.   
 
The Fifth Supplemental Resolution, which is available for review on-line at 
http://www.utsystem.edu/bor/AgendaBook/5-12-04Meetingpage.htm or in hard copy 
upon request, authorizing a Revenue Financing System taxable commercial paper 
note program was originally approved by the Board of Regents in November 1996.  
No taxable notes were issued under the program and the authorization under the Fifth 
Supplemental Resolution is deemed to have lapsed.  The reauthorization of the Fifth 
Supplemental Resolution will establish an interim financing program for the projects 
in the FY 2004-2009 Capital Improvement Program involving nongovernmental use.  
Liquidity for the program will be provided by the U. T. System through an arrangement 
with The University of Texas Investment Management Company consistent with the 
provisions governing liquidity for the tax-exempt commercial paper program. 
 
The U. T. System's Revenue Financing System tax-exempt commercial paper note 
program was established on April 12, 1990.  Since that time, the size of the program 
has been increased periodically, up to the current authorization of $750 million, to meet 
the financing needs of the U. T. System.   
 
The proposed Fifth Supplemental Resolution has been reviewed by outside bond 
counsel and the U. T. System Office of General Counsel. 
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ADDITIONAL AGENDA ITEM 

FINANCE AND PLANNING COMMITTEE 

MAY 12, 2004 

 
 
8. Approval to amend the Permanent University Fund and General 

Endowment Fund Investment Policy Statements 
 
 

RECOMMENDATION 
 
The Board of Directors of The University of Texas Investment Management Com-
pany (UTIMCO) recommends that the U. T. Board of Regents approve the proposed 
amendments to the Asset Allocation and Policy section of the following Investment 
Policy Statements as set forth in congressional style on Pages 39e - 39g: 
 
 a.  Permanent University Fund (PUF) 
 
 b.  General Endowment Fund (GEF) 
 
It is further recommended that the U. T. Board of Regents approve the revised Exhibit A 
of the PUF Investment Policy Statement and the GEF Investment Policy Statement as 
set forth in congressional style on Page 39h. 

 
 

BACKGROUND INFORMATION 
 
Section 3(a) of the Investment Management Services Agreement dated March 1, 1996, 
second amended and restated effective August 7, 2003, between the Board of Regents 
of The University of Texas System and UTIMCO provides that UTIMCO shall review the 
investment policies of the assets under its management and recommend any changes 
of such policies for approval by the U. T. Board of Regents.  The Investment Policy 
Statements for the PUF and the GEF provide that UTIMCO "shall...determine specific 
asset allocation targets, ranges, and performance benchmarks consistent with PUF 
(and GEF) objectives...".  The Board of Regents adopted amendments to the Invest-
ment Policy Statements for the PUF and GEF at its December 19, 2003 meeting which 
established new asset allocation targets for several asset categories.  However, there 
were also changes made to performance benchmarks and asset category definitions in 
the revised Investment Policy Statements which the UTIMCO Board believes would 
have negative unintended consequences.  In exercising its delegated responsibility to 
determine benchmarks, UTIMCO recommends the technical corrections to the PUF and 
GEF Investment Policy Statements set forth in this agenda item.  There are no changes 
to any Regents-approved asset allocation targets recommended in this agenda item  
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and there are no changes to the expected return or expected risk measures.  The only 
recommended changes are technical corrections to benchmark categories and 
definitions.   
 
The recommended changes to the PUF and GEF Investment Policy Statements 
segregate two individual asset categories which were grouped under broader asset 
classes, and provide asset definitions and benchmarks for the revised asset categories.  
The proposed definitional changes are reflected in Exhibit A of both the PUF and GEF 
Investment Policy Statements.  In addition, a change in the benchmarks for Private 
Equity and Venture Capital asset categories as reported in Exhibit A is proposed. 
 
During the construction of the new policy portfolio, it became apparent that two 
unintended consequences resulted from the movement of Real Estate Investment 
Trusts (REITS) and Treasury Inflation Protected Securities (TIPS) from the inflation 
hedge asset category to the U.S. Equities and Fixed Income categories, respectively.  
The benchmarks of the U.S. Equities and Fixed Income classes were not adjusted 
correspondingly to account for the asset allocation percentage weights of the asset 
categories added. 
 
1. Under the asset classification scheme of the new Investment Policy Statement, 

the actual U.S. Equities portfolio for the PUF and GEF would consist of approx-
imately 21.6% of REITS (REITS' value of $859.2 versus total U.S. Equities with 
REITS of $3,974.1 as of March 31, 2004) while the Benchmark for the asset 
class, the Russell 3000 Index, has a weight of approximately 2% in REITS.  
This difference in weights between the actual portfolios and the policy portfolios 
creates a substantial risk concentration requiring transactions totaling more than 
$1.5 billion to correct.  In addition to the expenses associated with the transac-
tions which would total several million dollars, there would be three additional 
negative effects: 

 
 a. REITS have been an important part of the endowment funds' portfolios 

for more than 10 years.  They are the endowments' only investment in 
real estate and substantially reducing this position would lower the 
diversification and increase the risk of the overall portfolios with no 
expected increase in returns. 

 
 b. Because the proceeds of the sale of the existing REIT portfolio would 

be transferred from internal management to external active management, 
the total UTIMCO and Fund budgets would immediately increase by 
about 8.7% (approximately $2.7 million per year), reflecting the difference 
in costs between internal and external active management.  In addition, 
total internally managed assets would be reduced by about one-third with 
no decrease in costs. 
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 c. An important source of value added over the past two years, REITS 
managed internally by Mr. Greg Cox, Portfolio Manager - Equity Invest-
ments, would be reduced to about one-tenth of its previous weight, thus 
limiting UTIMCO's ability to add value in the future. 

 
2.  The second issue relates to TIPS.  Although UTIMCO does not currently have a 

TIPS position in the endowment portfolios, the intention was to introduce TIPS as 
part of the portfolio allocation, and a 5% allocation was originally approved by the 
UTIMCO Board.  However, moving TIPS to the Fixed Income category would 
make it unlikely that the intended 33.3% allocation to TIPS (5% for TIPS out of 
15% total for fixed income) would occur since the Lehman Brothers Bond Index 
does not contain any TIPS in its construction.  TIPS would be more appropriately 
measured against the Lehman Brothers US TIPS Index.  Therefore, implement-
ing the 5% allocation to TIPS intended by the Asset Allocation Policy would 
create a substantial risk concentration position relative to the Lehman Brothers 
Aggregate Bond benchmark, making it less likely that TIPS would actually be 
purchased under the risk budgeting procedure used by UTIMCO.  This would be 
an unintended negative result because TIPS have unique and attractive strategic 
characteristics which would improve diversification and lower the overall risk of 
the portfolio.  The Investment Policy should encourage, not discourage, a TIPS 
position.  The changes recommended in this agenda item would encourage TIPS 
positions. 

 
The changes to the Asset Allocation and Policy sections of the PUF and GEF 
Investment Policy Statements are proposed to correct the negative unintended 
consequences. 
 
Clarification on the use of the Venture Economics Benchmark for the Private Capital 
asset category is also proposed.  During the recently completed Asset Allocation 
Review process, a new benchmark based on Venture Economics data was approved.  
The UTIMCO Board approved the use of Venture Economics' Vintage Year Venture 
Capital Index for the benchmark of Venture Capital and the use of Venture Economics' 
Vintage year Private Equity Index for Private Equity.  At the time of the approval, the 
UTIMCO Board noted that staff would have to determine the most appropriate way to 
incorporate the Venture Economics benchmark into the endowment policy portfolio 
benchmark.  The incorporation of Private Capital returns into the overall policy portfolio 
presents technical challenges due to differences in the methodology used to calculate 
return.   
 
The best solution to the technical challenges is to use the Venture Economics' Periodic 
IRR Index for the entire Private Capital asset category rather than separate indices for 
venture capital and private equity.  Although still not a perfect solution to the bench-
marking problems of private equity, the Venture Economics Index does have an 
important characteristic necessary in any good benchmark:  high correlation with the 
actual portfolio segment for which it has been selected as the benchmark.  The table  
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below indicates the correlation of actual private equity returns in the endowment funds 
with the Venture Economics Index over individual 1, 3, and 5-year periods over the past 
10 years: 
 

Correlation 
Coefficients

UTIMCO and          
Venture Economics

1 Year 0.9229
3 Years 0.8931
5 Years 0.9520  

 
Correlation coefficients are statistical measures of how closely two variables change as 
measured at different points in time.  A correlation coefficient of 1.0 indicates the two 
variables are moving in exact lockstep; a correlation coefficient of 0.0 indicates the two 
variables are moving completely independently.  The high correlation measures above 
for the historical returns of the private capital portfolios and the Venture Economics 
benchmark indicate that the Venture Economics benchmark should be an effective 
benchmark for the endowments' private capital investments.   
 
The UTIMCO Board of Directors approved the proposed amendments to the Investment 
Policy Statements for the PUF and GEF, and the revised Exhibit A of these Investment 
Policy Statements, on May 6, 2004.  
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Asset Allocation and Policy 
 
Asset allocation is the primary determinant of the volatility of investment return and, 
subject to the asset allocation ranges specified in Exhibit A, is the responsibility of 
UTIMCO.  Specific asset allocation positions may be changed from time to time, within 
the ranges specified in Exhibit A, based on the economic and investment outlook.  
 
PUF [GEF]* assets shall be allocated among the following broad asset classes based 
upon their individual return/risk characteristics and relationships to other asset classes: 
 
A. U.S. Equities - U.S. equities represent ownership in U.S. companies that are 

traded in public markets.:  Equities include stocks that are further identified by 
size of the company and are classified as large capitalization, medium 
capitalization, and small capitalization. U.S. equities may further be delineated by 
style (growth or value).  Warrants, rights, options, futures and hedge funds are 
also included if the underlying assets are equities.  In addition, Derivative 
Applications approved by the UTIMCO Board that serve as a U.S. equity 
substitute will be classified as U.S. equities.   Equities provide both current 
income and growth of income.   

 
Traditional U.S. Equities – Traditional U.S. equities include common 
stocks and derivatives based on common stocks including warrants, 
rights, options, exchange traded funds, and futures.  In addition, Derivative 
Applications approved by the UTIMCO Board that serve as a U.S. Equity 
substitute will be classified as traditional U.S. equity.  Equities provide 
both current income and growth of income. 

 
REITS – REITS are real estate investment trusts.  REITS are companies 
which own, and in most cases operate, income producing real estate. 

 
B. Global ex U.S. Equities – Global ex U.S. equities represent ownership in global 

companies that are traded in public markets.  The global ex U.S. markets include 
established and emerging markets.  Equities include stocks that are further 
identified by size of the company and are classified as large capitalization, 
medium capitalization, and small capitalization.  Global ex U.S. equities may 
further be delineated by style (growth or value) or region (Latin America, Asia 
etc.) or state of economic development (Emerging Markets).  Warrants, rights, 
options, exchange traded funds, and futures and hedge funds are also included if 
the underlying assets are equities.  In addition, Derivative Applications approved 
by the UTIMCO Board that serve as a Global ex U.S. equity substitute will be 
classified as Global ex U.S. equities.  Equities provide both current income and 
growth of income.    

 

                                            
* Reference for GEF policy only 
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C. Hedge Funds – Hedge funds are broadly defined to include nontraditional 
investment strategies whereby the majority of the underlying securities are traded 
on public exchanges or are otherwise readily marketable.  

 
Equity Hedge Funds – Equity hedge fund investments include U.S. and 
international long/short equity strategies.  These strategies attempt to 
exploit profits from stock selection skills by taking long and short positions 
in various equity securities.  These strategies may also include fund of 
hedge fund investments.  Equity hedge fund investments are made 
through private placement agreements. 

 
Absolute Return Hedge Funds – Absolute return hedge fund investments 
include arbitrage and event driven strategies.  Arbitrage strategies attempt 
to exploit pricing discrepancies between closely related securities, utilizing 
a variety of different tactics primarily within equity, fixed income and 
convertible securities markets.  Event driven strategies attempt to exploit 
discreet events such as bankruptcies, mergers, and takeovers.  Absolute 
return hedge funds may include fund of hedge fund investments.  Absolute 
return hedge fund investments are made through private placement 
agreements. 

 
D. Private Capital - Private Capital investments include the illiquid debt and equity 

securities of private or publicly-traded companies.  Private Capital investments 
consist of two sub-asset class categories:  Venture Capital and Private Equity. 

 
Venture Capital – Venture capital investments consist of investments 
in companies, both U.S. and non-U.S. that are in the early stages of 
development.  Venture Capital investments are held either through limited 
partnership or as direct ownership interests. 

 
Private Equity – Private Equity investments consist of investments in the 
equity securities of private businesses, both U.S. and non-U.S., that are 
considered to be in the post-start-up phase and that are profitable and 
generating income.  Private Equity investments are held either through 
limited partnerships or as direct ownership interests.  The classification 
of private equity also includes mezzanine and opportunistic investments.  
Mezzanine consists of investments in funds that make subordinated 
debt or minority equity investments in private companies.  Opportunistic 
investments are limited to illiquid assets and may include distressed debt 
or secondary private equity partnerships.   

 
E. Commodities – Natural resource investments which include oil and gas interests, 

commodities, and other hard assets. 
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F. Fixed Income – Fixed income investments include debt issued by the U.S. 
Treasury, various government agencies and domestic and foreign corporations.   

 
Traditional Fixed Income -  The principal securities include bonds, 
notes, bills and mortgage and asset-backed securities.  Fixed income 
investments also include hedge funds if the underlying assets are fixed 
income investments, and treasury inflation protected securities (TIPS) 
which are marketable securities with a return linked to the inflation rate.  
In addition, Derivative Applications approved by the UTIMCO Board that 
serve as a fixed income substitute will be classified as traditional fixed 
income. 

 
TIPS  -  TIPS are treasury inflation protected securities which are 
marketable securities with a return linked to the inflation rate. 
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EXHIBIT A 
 
 
 

 
POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES 

 
 

 
Expected Annual Return (%)  8.36 

Downside Deviation (%)  4.22 
Standard Deviation (%)  10.30 

 

 Percent of Portfolio 
(%) 

 

Asset Category 
Policy 

Targets 
Policy 

Ranges Benchmarks 
US Equities:  25.0 15 to 45 Combination benchmark:  80% Russell 3000 

Index plus 20% Wilshire Associates Real 
Estate Securities Index Russell 3000 Index 

   Traditional US Equities 20.0 15 to 45 Russell 3000 Index 
   REITS 5.0 0 to 10 Wilshire Associates Real Estate Securities 

Index 
Global ex US Equities:  MSCI All Country World Index ex US 
   Non-US Developed Equity 10.0 5 to 15  
   Emerging Markets Equity 7.0 0 to 10  
      Total Traditional Equity 42.0 20 to 60  
Equity Hedge Funds 10.0 5 to 15 90 Day T-Bills + 4% 
Absolute Return Hedge Funds 15.0 10 to 20 90 Day T-Bills + 3% 
      Total Hedge Funds 25.0 15 to 25  
Venture Capital 6.0 0 to 10 Venture Economics Vintage Year Venture 

Capital Index 
Private Equity 9.0 5 to 15 Venture Economics Vintage Year Private 

Equity Index 
      Total Private Capital 15.0 5 to 15 Venture Economics’ Periodic IRR Index 
Commodities 3.0 0 to 5 GSCI minus 1% 
Fixed Income:  15.0 10 to 30 Combination benchmark:  66.7% Lehman 

Brothers Aggregate Bond Index plus 33.3% 
Lehman Brothers US Tips Index Lehman 
Brothers Aggregate Bond Index  

   Traditional Fixed Income 10.0 10 to 30 Lehman Brothers Aggregate Bond Index 
   TIPS 5.0 0 to 10 Lehman Brothers US Tips Index 
Cash 0.0 0 to 5 90 Day T-Bills 
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ADDITIONAL AGENDA ITEM 

FINANCE AND PLANNING COMMITTEE 

MAY 12, 2004 

 
 
9. Approval to amend the Short Intermediate Term Fund Investment Policy 

Statement 
 
 

RECOMMENDATION 
 
The Board of Directors of The University of Texas Investment Management Com-
pany (UTIMCO) recommends that the U. T. Board of Regents approve the proposed 
amendments to the Investment Objectives section of the Short Intermediate Term 
Fund (SITF) Investment Policy Statement as set forth below in congressional style: 
 
SITF Investment Objectives 
 
The primary investment objective shall be to provide both income through investment 
in high grade fixed income and floating rate obligations and capital appreciation 
when consistent with income generation. , reasonable preservation of capital and 
maintenance of adequate SITF liquidity.  In seeking to achieve its objectives, the SITF 
shall attempt to minimize the probability of a negative total return over a one-year 
period.  Within the exposure limits contained herein, investments shall be diversified 
among authorized asset classes and issuers (excluding the U. S. Government) in order 
to minimize portfolio risk for a given level of expected return.  This objective will be 
achieved by adding value through active management including duration and yield 
curve management, sector rotation, security selection, and cost efficient trading.   
 
Achievement of this objective shall be defined by a fund return over a market cycle in 
excess of the Short Term Fund ("STF") and the Policy Portfolio benchmark. and the 
average return of the median manager of the MorningStar universe of government bond 
funds restricted to an average maturity of less than or equal to three years.  The SITF 
will attempt to achieve a return in excess of the STF primarily through a longer average 
maturity/duration and through UTIMCO active portfolio management efforts.  The Policy 
Portfolio benchmark will be established by UTIMCO and will be comprised of a blend of 
asset class indices weighted to reflect SITF asset allocation policy targets. 
 
It is important to note that the SITF return will be more volatile than the STF fund 
returns, and under very unusual capital market conditions, the total return of the SITF 
could be negative over a 12-month period. 
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BACKGROUND INFORMATION 
 
Section 3(a) of the Investment Management Services Agreement dated March 1, 1996, 
second amended and restated effective August 7, 2003, between the Board of Regents 
of The University of Texas System and UTIMCO provides that UTIMCO shall review the 
investment policies of the assets under its management and recommend any changes 
of such policies for approval by the U. T. Board of Regents. 
 
The recommended changes are to clarify the investment objectives of the SITF Invest-
ment Policy.  The UTIMCO Board of Directors approved the proposed amendments to 
the SITF Investment Policy Statement on May 6, 2004.  
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ADDITIONAL AGENDA ITEM 

FINANCE AND PLANNING COMMITTEE 

MAY 12, 2004 

 
 
10. Presentation of Restatement of Historical Endowment Policy Portfolio 

Returns 
 
 

The Board of Directors of The University of Texas Investment Management Com-
pany (UTIMCO) presents the Report below on the Restatement of Historical Endow-
ment Policy Portfolio (EPP) and Returns for the Permanent University Fund (PUF) 
and the General Endowment Fund (GEF) as an information item to the U. T. Board 
of Regents.  The EPPs are the policy benchmarks against which the returns of the 
PUF, GEF, the Long Term Fund (LTF), and the Permanent Health Fund (PHF) are 
measured.  The establishment of EPPs for the PUF and GEF and monitoring per-
formance of the Funds relative to stated objectives are delegated to UTIMCO by the 
Investment Policy Statements of the PUF and GEF.   
 
The UTIMCO Board of Directors approved the Restatement of Historical Endowment 
Policy Portfolio Returns for the PUF and GEF on May 6, 2004. 
 

REPORT 
 
The reasonableness of the historical benchmark returns has been questioned by the 
State Auditors as well as others.  The State Auditors report, A Report Comparing 
Texas’s Five Largest Long-Term Investment Funds, issued February 2003, noted that 
the PUF and LTF underperformed when compared with the returns of their policy index 
and briefly discussed the reasons.  In response in the comment section, UTIMCO 
agreed that it would attempt to deal with several technical benchmark issues in order 
to provide more accurate performance comparisons in the future.  UTIMCO has now 
completed a thorough review of the asset class weights and benchmarks used in the 
establishment of EPPs.  The overall issues with the EPPs were: 
 
• With the first Policy Portfolio published in 1997, return for periods prior to 1997 

were calculated using the policy portfolio allocation which existed in 1997, not to 
policy allocations that actually existed in the prior periods.  In periods after 1997, 
the target weights approved by the UTIMCO Board were used immediately in 
calculating EPP returns rather than incorporating a phase-in period. 
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• Establishing the same target weights in a single EPP for the PUF and LTF/GEF 
without consideration that the PUF was not managed as a total return fund prior 
to November 1999 although the LTF/GEF was managed as a total return fund.   

 
• Appropriateness of the benchmarks used for Private Capital in the EPPs. 
 
Issues: 
 
• With the first Policy Portfolio published in 1997, return for periods prior to 1997 

were calculated using the policy portfolio allocation which existed in 1997, not to 
policy allocations that actually existed in the prior periods.  In periods after 1997, 
the target weights approved by the UTIMCO Board were used immediately in 
calculating EPP returns rather than incorporating a phase-in period. 

 
EPP returns are calculated on a monthly basis by multiplying the policy weights of each 
asset category with Asset Allocation Policy times the return for the benchmark index 
defined for each asset category and summing the results.  UTIMCO began reporting 
EPP returns in 1997.  At that time, the method used to calculate EPP returns prior 
to 1997 was to apply the asset allocation targets in existence in 1997 to selected 
benchmark returns in previous years.  In years subsequent to 1997, it was standard 
procedure to apply then-current asset allocation targets to then-defined benchmarks. 
As asset allocation targets were changed through time, the changes were reflected 
immediately in the EPPs.  Because benchmark changes were reflected immediately in 
historical EPPs but actual portfolios changed more gradually as investments were made 
at a measured pace, particularly in the relatively illiquid alternative asset categories, 
there was often a mismatch between the composition of the benchmark portfolio and 
actual portfolios, and hence differences in actual versus policy index returns.  In periods 
where the benchmark returns of the illiquid asset categories are increasing rapidly 
relative to other categories in the policy portfolio, the comparison between actual returns 
and policy portfolio returns will be unrealistically biased in favor of the policy benchmark 
portfolio return.  Of course, the opposite bias would occur in the opposite market con-
ditions.  The combination of these two factors incorrectly biased return comparisons for 
both the LTF/GEF and the PUF relative to the Policy Portfolio. 
 
• Establishing the same target weights in a single EPP for the PUF and LTF/GEF 

without consideration that the PUF was not managed as a total return fund prior 
to November 1999 although the LTF/GEF was managed as a total return fund.   

 
Before the passage of the constitutional amendment in November 1999, achievement 
of the PUF’s investments objectives was substantially hindered by the inability to make 
distributions to the Available University Fund on a total return basis.  The objective of 
preserving the purchasing power of the distribution stream subordinated the PUF’s 
allocation among various asset classes to the production of current income to meet 
distribution needs.  In the environment of low or declining interest rates which has 
existed in the past several years, a higher than optimal percentage of PUF investment 
assets were allocated to higher-yielding, fixed income securities in order to maintain  
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distributions on a level-dollar basis.  Throughout the 1980s and through 1992, in order 
to maintain above average payout rates, the majority of the LTF/GEF was invested in 
fixed income securities.  After 1992, a more aggressive asset rebalancing program was 
put into place.  Under the amended provisions of the Texas Uniform Management of 
Institutional Funds Act, which were amended in 1993, the Board of Regents was 
permitted to adopt a total return investment strategy.  The Board of Regents adopted a 
total return spending policy in February of 1995 and recommended a long-term equity 
allocation goal to be achieved in five years.  Accordingly, the LTF/GEF portfolio often 
differed in composition as compared to the PUF over the period 1993 through 1999.  
Therefore, it is inappropriate to compare past results of the PUF and LTF/GEF to the 
same policy benchmark.  Because the 1999 Constitutional amendment converted PUF 
distributions to a total return basis, recent results are identical for the PUF and LTF/GEF 
benchmarks. 
 
• Appropriateness of the benchmarks used for Private Capital in the EPP. 

 
In the State Auditor’s report, the benchmark utilized for Private Capital was an absolute 
return of 17%.  The 17% was established by applying a 400-500 basis point premium 
to an estimated public markets return of 12%-13%.  This static benchmark proved to 
be problematic given the reality of dynamic public market returns.  To improve the 
benchmark, the Wilshire 5000 plus 4% was implemented in August 2002 to replace the 
static 17%.  Although an improvement over the 17%, the Wilshire 5000 plus 4% is still 
problematic over shorter periods as a result of the inherent valuation lag between the 
private markets and the public markets. 
 
The third item, the appropriateness of the benchmark for Private Capital, has been 
problematic since the inception of the asset class, not just for UTIMCO but for all 
other investment funds benchmarking a similar private capital portfolio.  It has been 
recognized by the UTIMCO Board for some time that the previous benchmarks used 
were not appropriate for comparison, especially over periods of less than 10 years.  In 
fact, the private equity industry uses an entirely different method of calculating returns 
than the traditional public markets industry.  The challenge for funds incorporating both 
private equity and public market assets has been, and continues to be, to integrate the 
two different return calculation methodologies to produce a composite return for the 
funds.  In situations where returns are evaluated only over very long time periods such 
as 10 years, a public markets based proxy such as Wilshire 5000 plus 4% might be 
appropriate.  However, for short time period comparisons such as 1 to 5 years, the 
use of a more direct measure of the actual conditions in the private equity market 
is essential to avoid inappropriate conclusions.  An important function of a policy 
benchmark is to provide a reliable yardstick for observers to judge how well UTIMCO 
management is performing relative to reasonable objectives.  These comparisons are 
often made over periods as short as one year or less.  Therefore, the proxy bench-
marks, such as Wilshire 5000 plus 4%, and the flat rate benchmark, such as 17%, 
are inappropriate for the shorter term evaluations and may result in incorrect  
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conclusions by these observers.  As the table below indicates, both the flat 17% and the 
Wilshire 5000 + 4% benchmarks have low correlations to the actual historical private 
capital returns in the endowment portfolios.   
 

Correlation 
Coefficients

UTIMCO and            
Venture Economics

UTIMCO and            
Wilshire +4%

UTIMCO and            
17%

1 Year 0.9229 0.5162 0.0000
3 Years 0.8931 0.8882 0.0291
5 Years 0.9520 0.9710 0.0000  

 
Correlation coefficients measure the statistical tendency of two variables to move in 
tandem over certain time periods.  Two variables moving in perfect synchronization 
(but not necessarily at the same level) would have a correlation coefficient of 1.0; two 
variables with no relationship would have a correlation coefficient of 0.0.  The table 
shows correlation coefficients for the actual UTIMCO private capital returns and returns 
for three benchmarks for all 1, 3, and 5 year time periods over the past 10 years.  
Returns for a well defined benchmark will have a relatively high correlation with the 
actual portfolio returns being evaluated by the benchmark.  Note that the flat 17% is 
a poor benchmark over all time periods.  The Wilshire 5000 + 4% benchmark has a 
high correlation for longer periods such as 5 years, but is a poor choice for shorter 
time periods.  Only the Venture Economics Index meets the criteria of having high 
correlations across all time periods.   
 
The Venture Economics Index has an important additional advantage relative to the 
Wilshire 5000 + 4% proxy benchmark.  Since all private capital portfolios have well 
known valuation issues in calculating interim performance results, comparing actual 
private capital returns in the endowment portfolios to the Wilshire-based proxy index, 
which as a public markets index has no such valuation issues, could magnify the effects 
of the valuation issues.  On the other hand, comparing the endowment funds’ private 
capital results to the Venture Economics Index, which has the same valuation issues 
since it is based on all private capital investments in the marketplace, would effectively 
offset the valuation problems, and thus provide a more reliable measure of the relative 
performance of the private capital portion of the endowment portfolios. 
 
UTIMCO recognizes that it is unusual to restate EPP or benchmark returns.  However, 
this restatement addresses errors in the construction of the EPP and inappropriate 
benchmark selections.  Because UTIMCO regularly provides returns for periods 
including one month, one quarter, one year, three years, five years and ten years, it is 
important not only to adopt appropriate benchmarks for future returns, but to restate 
prior benchmark returns as well so that observers have a correct basis for comparison 
not only prospectively, but for the past as well.  The problems with phase-ins of asset 
allocation changes will be treated carefully in the future, but adjustments to past 
benchmark returns are necessary for data integrity.  Because both the PUF and GEF 
are now total return Funds, there will be no need to maintain different EPPs in the 
future, however, because historical returns are shown for periods before 1999, it will be 
necessary to show two distinct historical EPP return series until at least 2009.  The  
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private capital benchmark issue is so severe, and would result in materially misleading 
comparisons over shorter term time periods, that, in UTIMCO’s opinion, the change to 
the Venture Economic Index is essential for both future and past comparisons. 
 
It is important to note that accounting rules recognize and require restatement in 
accounting situations similar to this.  Accounting Principles Board (APB) pronounce-
ments #9 and #20 address changes and corrections to previously reported information.  
Generally, these pronouncements state that if the impact of the restatement would be 
material, which is the case with the performance difference in this scenario, restatement 
is required.   
 
The rules from the Association for Investment Management Research (AIMR) regarding 
benchmark constructions and restatement are less clear.  UTIMCO requested an 
opinion from AIMR regarding the appropriateness of restating benchmarks and received 
the following reply:  
 

“Please see Standard 5.A.7., which provides, in part, that if the firm changes the 
benchmark that is used for a given composite in the performance presentation, 
the firm must disclose both the date and the reasons for the change. 
 
A benchmark can serve as a tool that measures the firm's effectiveness in 
implementing a style or strategy, or it can serve as the defining style to which 
the portfolios in the composite are managed.  If a change in the benchmark 
represents a change in the composite's investment style or strategy, the firm 
must create a new composite.   
 
If the investment management style has not changed but the firm believes a new 
benchmark is a more appropriate comparative measure for the composite, the 
firm must explain in the composite presentation its reasons for changing the 
benchmark.  In most cases, the firm should change the benchmark going forward 
and not change historical presentations of the original benchmark. However, 
because benchmarks are continually evolving, if the firm deems the new bench-
mark to be a better representation of an investment strategy, the firm may con-
sider changing the benchmark retroactively.  Firms must disclose any changes 
to the benchmark over time.  The firm must disclose the date the benchmark is 
changed and the reason it has been retroactively applied.  In addition, firms are 
encouraged to continue to present the old benchmark. Changes to the bench-
mark primarily intended to make historical performance look better by lowering 
the benchmark return, violate the spirit of the Standards.” 
 

For the reasons identified earlier, UTIMCO believes that the benchmark changes 
indicated would provide a much more accurate and reliable representation of the 
endowment funds investment strategy both prospectively and retrospectively, are not 
being done primarily to make investment results look better, meet both Accounting 
Principles Board and AIMR standards for being retroactively applied, and are therefore 
appropriate and in the best interests of the endowment funds.   
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The specific actions taken to restate EPP returns were: 
 
• To correct the issues of using 1997 asset allocation targets for all prior Policy 

Portfolio calculations, not incorporating appropriate phase in periods, and 
establishing the same target weights for the PUF and GEF/LTF, UTIMCO staff 
consulted Board of Regents and UTIMCO Board minutes and materials to 
determine the policy provisions in place through the period under review.  
Quarterly reports from 1992 through the current period were accumulated to 
determine actual asset allocations for the PUF and LTF/GEF for the same 
quarterly periods as the policy allocations.  The PUF and LTF/GEF were treated 
differently in regards to a phase in.  Based on the fact that PUF was restrained 
due to the distribution of income requirement, the benchmark weights were 
phased in more closely with actual percentage weights of the PUF.  In the asset 
classes, such as the Private Capital area, where it was not possible to build a 
portfolio immediately, LTF/GEF asset allocations were phased in straight-line 
over time periods that were deemed reasonable in consideration of the time it 
would take to adjust the actual Fund allocation to reflect those changes.  The 
benchmark indices used in the calculations were those approved in the Policy 
statements except for Private Capital.  By the year 2000, the benchmarks have 
been completely phased in. 

 
• To correct the problem with the Private Capital benchmark, the prior period 

benchmark indices were replaced with the Venture Economics Periodic IRR 
index.  This replacement occurred in both the PUF and LTF/GEF policy portfolios 
beginning with 1993. 

 
The results of these restatements are indicated in the table below for several periods 
ending February 29, 2004:   
 
 Periods Ended February 29, 2004

(Returns for Periods Longer Than One Year are Annualized)
One Three Six One Three Five Ten

Month Months Months Year Years Years Years
Permanent University Fund 2.49 8.34 15.49 31.74 5.29 6.05 9.74
Permanent University Fund Policy Portfolio 1.36 5.50 10.64 21.34 1.63 5.12 10.48

General Endowment Fund 2.33 8.22 15.61 32.56 5.89 N/A N/A
Permanent Health Fund 2.31 8.15 15.45 32.31 5.74 N/A N/A
Long Term Fund 2.31 8.14 15.45 32.38 5.81 7.56 10.44
General Endowment Fund Policy Portfolio 1.36 5.50 10.64 21.34 1.69 5.34 10.44

Policy Portfolio Before Restatement 1.36 6.12 11.89 27.38 4.21 5.37 10.41

 
 
The general form of performance reporting, including a footnote indicating that 
benchmarks were restated and offering restatement details and prior Policy Portfolio 
returns, is presented on the following page. 
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 Periods Ended February 29, 2004
(Returns for Periods Longer Than One Year are Annualized)

One Three Six One Three Five Ten
Month Months Months Year Years Years Years

Permanent University Fund 2.49 8.34 15.49 31.74 5.29 6.05 9.74
Permanent University Fund Policy Portfolio * 1.36 5.50 10.64 21.34 1.63 5.12 10.48

General Endowment Fund 2.33 8.22 15.61 32.56 5.89 N/A N/A
Permanent Health Fund 2.31 8.15 15.45 32.31 5.74 N/A N/A
Long Term Fund 2.31 8.14 15.45 32.38 5.81 7.56 10.44
General Endowment Fund Policy Portfolio * 1.36 5.50 10.64 21.34 1.69 5.34 10.44

 
* Policy Portfolio returns for the PUF and GEF were restated in 2004 to correct errors in benchmark construction and calculation.  
Results were restated for all periods beginning June, 1993.  The complete details of the restatement as well as prior Policy Portfolio 
returns are available upon request. 
 
If additional information is requested, a document in the form of Attachment A will be 
provided. 
 
UTIMCO requested Bruce Myers of Cambridge Associates, Inc. to review the method-
ology and supporting calculations and documentation and opine on restatement of 
EPPs.  Mr. Myers explained that although it may not be general industry practice to 
restate benchmarks, he concurred with this retroactive restatement and the method-
ology used since it corrected errors in the construction of the historical EPP returns and 
would result in a more fair and accurate representation of historical relative performance 
for the endowment funds. 
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Attachment A 
 
Procedures Used to Restate Prior Policy Portfolio Returns 
 
Policy Portfolio returns for all periods beginning  June 1993 were restated in 2004 to correct three 
technical errors in previously reported Policy Portfolio returns: 
 

1. UTIMCO began publishing Policy Portfolio returns in 1997.  At that time, Policy Portfolio returns 
for periods prior to 1997 were calculated using the policy asset allocation targets in place in 1997 
rather than the actual approved allocations in prior years.  In addition, when changes were made 
in asset allocation targets subsequent to 1997, those changes were implemented immediately in 
calculating Policy Portfolio returns, despite that fact that the changes might take years to actually 
implement especially in less liquid asset categories.  As a result, prior Policy Portfolio returns did 
not accurately reflect either the true Asset Allocation Policies in place at each point in time in 
history or the practical implementation of those Policies.  In order to correct these errors, 
UTIMCO analyzed Board of Regents minutes, UTIMCO Board minutes, and actual quarterly 
asset statements for the PUF and GEF/LTF for the period 1992 through 2003.  Changes in Policy 
Allocations for liquid asset categories such as public equities and bonds were implemented 
almost immediately in the LTF/GEF’s Policy Portfolio.  However, changes in allocations to the 
LTF/GEF’s private equity and hedge funds were phased in on a straight-line basis over time 
periods that were deemed reasonable to reflect the actual time it would take to implement those 
changes in the actual endowment portfolios.  The PUF was phased-in more closely aligned with 
actual asset allocation due to the restraints placed on it from the distribution requirements.  A 
senior consultant at Cambridge Associates reviewed the phase in procedures and found them to 
be reasonable. 

2. Since the time it began reporting Policy Portfolio returns in 1997, UTIMCO has reported a single 
Policy Portfolio return for each time period for comparison to both the PUF and GEF/LTF.  
However, prior to Texas State Proposition 17 in 1999, the PUF asset allocation was constrained 
by the necessity to maintain a relatively level annual distribution which could be paid only out of 
current income.  Proposition 17 converted the PUF to a so-called “total return” basis in which 
distributions could be paid out of either income or principal.  The GEF/LTF had paid distributions 
on a “total return” basis since 1987.  In a period of generally declining interest rates over the late 
1990’s, the PUF was forced into asset allocation positions that differed substantially from stated 
Investment Policy Targets which were apparently set without consideration of the income 
requirements (there was no differentiation in Asset Allocation Policy for the PUF and the 
GEF/LTF) in order to meet income requirements to pay distributions.  To correct this error in 
Policy Portfolio construction, the phase-in process described above was done differently for the 
PUF Policy Portfolio than for the GEF/LTF Policy Portfolio, resulting in different returns for the two 
benchmarks.  Phase-ins for the PUF were defined to more closely mirror the actual holdings in 
the PUF since the need to generate current income sometimes precluded a smooth linear phase-
in as used in the case of the GEF/LTF.  A senior consultant from Cambridge Associates reviewed 
the assumptions for both the PUF and GEF/LTF and found them to be appropriate. 

3. Like many investors in the private capital asset category, UTIMCO has had difficulty determining 
an appropriate benchmark for the asset category.  Over the 1993 through 2004 time period, 
UTIMCO has used at various times a flat 17% benchmark, a Wilshire 5000 +4% benchmark, and 
has recently adopted the Venture Economics Periodic IRR Index to evaluate actual private capital 
performance.  Both the flat 17% benchmark and the Wilshire 5000 + 4% proxy benchmark have 
serious flaws.  An essential trait of any appropriate benchmark is that returns for the benchmark 
should have a high degree of correlation with the actual returns of the portfolio to which the 
benchmark is being used as a comparison.  As the table on the following page indicates, the flat 
17% and Wilshire 5000 + 4% benchmarks fail this essential test, especially over shorter time 
frames.  These correlation measures were calculated from actual data over the 1993 to 2003 time 
period. 
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Correlation 
Coefficients

UTIMCO and          
Venture Economics

UTIMCO and          
Wilshire +4%

UTIMCO and          
17%

1 Year 0.9229 0.5162 0.0000
3 Years 0.8931 0.8882 0.0291
5 Years 0.9520 0.9710 0.0000  

 
While the Wilshire proxy benchmark might be appropriate for longer term time periods such as 
5 to 10 years, it is clearly not appropriate over shorter time periods such as one year.  The flat 
17% benchmark is not appropriate over any time period.  On the other hand, the Venture 
Economics Index passes this important test over all time periods.  Since we know that this Index 
has been a good benchmark over the ten year period that historical results are provided by the 
statistics above, the Venture Economics Index has been applied retroactively as the private 
capital asset category benchmark. 
 
The composite result of the restatements of historical Policy Portfolio returns are indicated in 
the table below. The table also presents Policy Portfolio returns under the prior methods of 
calculation. 
 

 Periods Ended February 29, 2004
(Returns for Periods Longer Than One Year are Annualized)

One Three Six One Three Five Ten
Month Months Months Year Years Years Years

Permanent University Fund 2.49 8.34 15.49 31.74 5.29 6.05 9.74
Permanent University Fund Policy Portfolio 1.36 5.50 10.64 21.34 1.63 5.12 10.48

General Endowment Fund 2.33 8.22 15.61 32.56 5.89 N/A N/A
Permanent Health Fund 2.31 8.15 15.45 32.31 5.74 N/A N/A
Long Term Fund 2.31 8.14 15.45 32.38 5.81 7.56 10.44
General Endowment Fund Policy Portfolio 1.36 5.50 10.64 21.34 1.69 5.34 10.44

Policy Portfolio Before Restatement 1.36 6.12 11.89 27.38 4.21 5.37 10.41

 
 
















































































































