The Regents of the Univerdty of Cdifornia

COMMITTEE ON INVESTMENTS
November 18, 1999

The Committee on Investments met on the above date at Covel Commons, Los Angeles campus.

Members present: RegentsAtkinson, Davies, Hopkinson, Lansing, Leach, Lee, Moores, Parsky, and

Taylor

| nattendance: RegentsO. Johnson, S. Johnson, Khachigian, K ozberg, Montoya, Pannor, Preuss,

Sayles, and Vining, Regent-designate K ohn, Faculty RepresentativesColemanand
Cowan, Secretary Trivette, Generd Counsd Holst, Treasurer Smdl, Assistant
Treasurer Stanton, Provost King, Senior Vice President Kennedy, VicePresidents
Broome, Darling, Gomes, Gurtner, and Hershman, Chancellors Berdahl, Bishop,
Carnesal e, Cicerone, Dynes, Orbach, Tomlinson-K easey, Vanderhoef, and Y ang,
Vice Chancdlor Suduiko representing Chancellor Greenwood, and Recording
Secretary Nietfeld

The meeting convened at 9:55 am. with Committee Chair Parsky presiding.

1.

APPROVAL OF MINUTES

Upon motion duly made and seconded, the minutes of the meetings of June 17 and July 16, 1999,
having been digtributed previoudy, were gpproved.

REPORT OF THE CHAIRMAN OF THE COMMITTEE ON INVESTMENTS:
UPDATE ON THE ACTIVITY OF THE COMMISS ON ON THE OFFICE OF THE
TREASURER

Committee Chair Parsky recdled that, in light of the unique responghbilities that the Regents have
withrespect to the investment portfolio and the Office of the Treasurer, it had been determined that
areview of the Office of the Treasurer would be appropriate. At that time the Treasurer was
seeking expanded authority from The Regentsto invest in new types of indruments.  In order to
performthereview, ass stancewassought from outs deindividua swith experiencebothininvesting
fundsandin overseaing theinvestment of fundsat other ingtitutions. The Commission onthe Office
of the Treasurer was established in November 1998 with its membership conssting of Regents
Hopkinson, Leach, and Parsky and four outside experts. Through a competitive process, the
Commission retained Wilshire Associates to assst in undertaking the review. At the July meeting
The Regents asked that the Commission continue its work on an interim basis until suchtimeasa
more permanent structure is approved. In that interim period, the Commission was asked to
continue to review with the Treasurer theleve of risk in the portfolio and to evauate management
procedures and personnel issues to ensure suitable execution of the investment program. The
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Commissionwas a so asked to undertake an asset alocation study, which will be presented at the
January 2000 meeting, in order to provide the Regents with an update on asset allocation policies.
Simultaneoudy with thisreview, the Commission has discussed the possibility of amore permanent
governance gructure for the investment function that would allow The Regents to continue to
conduct its oversight responsibility.

ADOPTION OF GOVERNANCE STRUCTURE FOR INVESTMENT FUNCTION

The Chairman of the Committee recommended that there be created an Investment Advisory
Committee with specia expertise in the current or proposed investment activities of The Regents
to provide advice to the Committee on Investments and the Treasurer in connection with
management of the investments of the Corporation, subject to the following:

Function:

Authority:

Compoasition:

Mestings:

Reports:

The Investment Advisory Committee shdl function in an oversght and evauative
role with respect to dl aspectsof theinvestment program, including, but not limited
to, investment drategies, policies and procedures, investment performance;
investment personnd in the Office of the Treasurer; externa investment advisors,
and Office of the Treasurer budget.

The Committee on Investments has authority under Regents Bylaw 12.5 for
management of investments of the Corporation, and the Advisory Committee shall
have no management or action authority except in the event of expressdelegation
by The Regents or the Committee on Investments.

The Advisory Committee shal have not more than nine and not fewer than seven
members of which not more than four shall be Regents (one of whom shdll be
Chairman of the Committee on Investments and one of whom shal be the
Presdent of theUniversity or hisdesignee). Membersof the Advisory Committee
and its Chairman (who may be a Regent) shal be appointed by the Board of
Regents upon recommendation of the Nominating Committee. Members of the
Advisory Committee shdl serve for an initid term of four years and may serve a
second term of four years.

Medings of the Advisory Committee shall be noticed and conducted in
accordance with the provisions of the Bagley-Keene Open Meeting Act.
Medtings shdl be hed at least quarterly, and may be held more frequently as
required, for review of investment performance and other matters.

The Advisory Committee may request the Treasurer, other University of Cdifornia
gaff, and such externa sources as the Committee shal determine advisable to
provide reports on investment matters. The Advisory Committee shall provide
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through its Chairman periodic reports to the Board and the Committee on
Investments on the activities of the Advisory Committee.

Consultant:  The Advisory Committee may recommend to the Committee on Investments that
one or more consultants be retained from time to time to advise the Advisory
Committee and the Committee on Investments.

Conflicts. Members of the Advisory Committee shdl upon taking and leaving office and
annudly during their termsdisclosedl existing and potentia conflictsof interest and
shdl abgtain from voting on any such métters.

Expenses. Members of the Advisory Committee shdl receive no compensation for ther
sarvices. They shdl be reimbursed for expenses associated with service on the
Advisory Committee in accordance with policies gpplicable to members of the
Board.

Regent Parsky stressed that no responsibility for action would be delegated to the Investment
Advisory Committee. Itsrolewill beto provide detailed advice to the Committee on Investments
and the Board of Regents.  The complicated nature of The Regents portfolio requires moretime
thanthe Committee on Investmentsisableto devote. Thelnvestment Advisory Committeewould
serve this function and would report to the Committee on Investments in conjunction with the
Treasurer. Mr. Parsky noted that the evaluation of the performance of the portfolio is the direct
respongbility of the Regents. Inthe context of carrying out thisresponsbility, theeva uation should
be undertaken independently of the Office of the Treasurer.  Another issue which hasbeen raised
by the review of the Office of the Treasurer is whether or not it is gppropriate to have outsde
managersin order to provide different types of expertise.  Asoutlined in the recommendation, the
Investment Advisory Committee would provide advice to the Regents not only on investment
strategies, policies, and procedures but also on the personnd in the Office of the Treasurer. The
Regents have the responsbility to review and to gpprove the Treasurer’ s budget, independently
of the Office of the Presdent. A number of Regents have fdt that an adequate mechanism does
not exist to undertakethat role. Theintention isto seek assistancein addressing that responsbility.

Regent Leach observed that it is the hope of the Regents that the Office of the Treasurer will
continue to produce the same high level of performance thet it has higtoricaly done in the past.
He expressed his appreciation to Regent Parsky for bringing the recommendation to the
Committee, noting in particular than many universities ook to investment professonas for advice
on an ongoing basis. Regent Leach observed that the proposa cdls for not more than four
Regents on the advisory committee and suggested that consideration be given to adding the
provison “nor fewer than three.”
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Regent Khachigian urged the Committee to act on the proposd, noting that the work of the
Commission had been discussed in depth by the Committee.

Regent Lee pointed out that one outcome of the proposa would be to shift the responsibility for
oversght of the Office of the Treasurer from the Regentsto the Investment Advisory Committee.
He agreed that the Regents should devote moretimeto theinvestment structure, particularly inlight
of the growth of the portfolio over the past four years, but he believed that with the establishment
of the advisory committee, the Committee on Investments would no longer have arole to play.
He questioned the wisdom of appointing the members of the advisory committee to four-year
terms, especidly in light of the fact that members of the Committee on Investments are appointed
to one-year terms.  Regent Lee suggested that the advisory committee was being given too much
power. He agreed that it would be helpful to have outside experts to provide advice to the
Regents, but he did not want them to be in control.

Regent Kozberg supported the adoption of anew governance structure becauseit would bring in
additional expertise, but she too was uncertain about the length of the members' terms.

Regent Parsky reported that the members of the Commission fed that the investment oversight
function requires consgstency over timein order to provide the Regentswith advice. In response
to a further comment by Regent Kozberg, he stressed that no delegation of authority to the
advisory committee is anticipated.

Regent O. Johnson asked if the role of the advisory committeewould impinge upon the Treasurer’s
ability to do her job. Regent Parsky noted that the advisory committee will meet at least on a
quarterly basisto discuss policy and will then advise the Regents. He added that adoption of an
asset dlocation plan will be the direct responshbility of The Regents. Following such action, the
Board will provide extensive guidance to the Treasurer. It will aso be caled upon to decide
whether the Office of the Treasurer should continue to manage 100 percent of the portfolio. In
meaking this decison, the Regents will have the benefit of the advice of both the Treasurer and the
independent advisory committee.

Regent Lansing observed that the Regents fed strongly that the recommendation in no way cdls
into question the excellent performance of the Office of the Treasurer. She believed that the
establishment of an advisory committee would be beneficid in that it would provide the Regents
with more informetion.

Regent S. Johnson supported the proposa because historically the members of the Board have
looked to those Regents with investment expertise to carry out the Regents fiduciary
responsbilities. The new ructure should provide an additiona layer of expertise to assst the
Regentsin their performance.
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Regent Hopkinson suggested that the recommendation be amended asfollows with respect to the
definition of the Investment Advisory Committee' s function:

The Investment Advisory Committee shdl function in an overdght and evadudtive role
providing advice to The Regents with respect to dl aspects of the investment program,...

Regent Vining reported that he had shared the concernsraised by Regent L ee that the Committee
on Investments could be subordinated by the new advisory committee. The Committee's
discussion had convinced him that thiswould not bethe case.  He hoped that no pressure would
be placed upon the Treasurer’s Office to manage the portfolio in a certain way or with certain
personnel.

Regent Sayles expressed some hesitation about the length of the advisory committee members
terms. Regent Parsky stressed that the underlying concept of the proposdl isto have consstency
in the membership over time. Chairman Davies pointed out that the Board has the authority to
disband the committee a any time.

President Atkinson proposed that the recommendation be amended as follows:

The Advisory Committee shdl have not more than nine and not fewer than seven members
of which not more than four nor fewer than three shall be Regents...

In response to a request from Regent Parsky, Treasurer Small reported that the proposal has
raised some concerns within the Office of the Treasurer. She did not believe that any delegation
of authority should be givento the advisory committeein any circumstance. She believed thet the
Office would be gresatly influenced by the advisory committee, as would the Committee on
Investments. She raised the issue of how the advisory group would interact with the Committee
on Investments. Treasurer Smdl informed the Regentsthat an dternative proposal which she had
put forth to Regent Parsky called for an expanded Committee on Investmentswhich would include
outside professonas on an advisory bass within the current committee structure.  The advisors
could rotate among investment professonds, including members of UC foundations and faculty.

The dructure would diminate the potentid for multiple meetings on the same topic and provide
anopportunity to educate the broadest number of Regentsto assist themintheir governingfiduciary
responghility.  In response to aquestion from Regent Parsky, Treasurer Smal was of the opinion
that the proposed term for members of the advisory committee should be shortened.

Regent L ee suggested that action on the recommendation be deferred to the January 2000 meeting
in order to present the Regents with more opportunity to understand its detalls.
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Generd Counsd Holst suggested that the recommendation be amended to add the following
daifyinglanguageto the Compaosgition sectionin order to removeany inferencethat the Presdent’s
designee be a Regent:

(one of whom shall be Chairman of the Committee on Investments and one of whom shall
be the President of the University who may be represented by an Officer of the University
who would serve as his designee.

Uponmotion duly madeand seconded, the Committee gpproved the Chairman’ srecommendation,
as amended, and voted to present it to the Board, Regent Lee voting “no.”

Committee Chair Parsky stated his intention to meet with Regent Lee to review the background
of the proposa and how it will be put into effect.  If seriousquestionsremain, hewill report these
concerns to the Committee.
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The meeting adjourned at 10:50 am.

Attest:

Secretary



