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JDRF and W.W. Smith Trust’s $15.5 Million Gift for Type 1 Diabetes Cure

Peter Van Etten, president and
CEO, Juvenile Diabetes Research
Foundation

The Juvenile Diabetes Research Foundation
International (JDRF) announced amajor stepin
its continuing efforts to find a cure for Type 1
diabetes and its complications. It is awarding
over $15.5milliontofund research at the JDRF-
W.W. Smith Charitable Trust Center for Islet
Transplantation and the JDRF Center for Gene
Therapy at Penn’s School of Medicine.

Over a five-year period, the JDRF-W.W.
Smith Charitable Trust Center for Islet Trans-
plantation isreceiving $8.1 million to meet the
challenges of restoring normal insulin produc-
tion in patients with insulin-dependent diabetes
mellitus(Type 1 diabetes). The JDRF Center for
Gene Therapy isreceiving $7.57 million to con-
duct five projects focusing on gene transfer
technology and gene therapy for complications
of diabetes.

“While our major research goals remain the
same, the use of cutting-edge technology will
speed up our progress toward finding a cure,”
said Charles J. Queenan |11, JDRF's chair of
research. “Werely on the generosity of funders
such as the W.W. Smith Charitable Trust and
thank them for their help in stamping out this
insidious disease.”

Islet Transplantation

TheJDRF-W.W. Smith CharitableTrust Cen-
ter for Islet Transplantation is developing an
integrated approach—threeprojectsand two sup-
porting core units—to deliver asuccessful clini-
cal islet transplantation program. One project is
using a non-invasive technique, positron emis-
sion topography (PET), to better understand the
fate of isletsafter transplantation. A radioactive
version of adrug has been devel oped that would
bind to molecules found specifically on islets.
Currently, studies are examining whether the
link between the islets and the radioactive drug

Mary L. Smith, trustee,
W.W. Smith Charitable Trust

is strong enough to produce optimal visual im-
ages.

“We are working on two important strate-
gies. First, we want to make islets less vulner-
able to attacks from the body’ simmune system
and secondly, weareinvestigating new methods
of observing those transplanted cellsin action,”
commented Dr. Ali Naji, director of the JDRF-
W.W. Smith Charitable Trust Center for Islet
Transplantation.

In another project, Center scientists have
already determined that transplanted islets have
a greater chance of surviving in the thymus of
rodents with diabetes. Their next step isto con-
duct similar studiesin pre-clinical animal mod-
elsand useanovel protocol of drug treatment to
prevent theimmunesystemfrom attackingtrans-
planted cells.

A Human |slet Transplantation Clinical Pro-
gram brings the research from the lab to the
patient with Type 1 diabetes. This program will
identify and monitor patientswith Type 1 diabe-
tes who are suitable candidates for islet trans-
plantation. Theprogramwill test the* Edmonton
Protocol” for islet transplantation, using acom-
bination of three steroid-free drugs to prevent
rejection of the donor islets.

Thetwo core units were established to focus
on procuring human pancreataand developing a
standardized systemtoisolatehhigh quality islets
for distribution. Theislet core facility will gen-
erate large quantities of highly purified and
quality controlled human islets which will be
used for transplantation.

The Center, now also funded by the NIH as
an |slet Cell Resource Center, is a comprehen-
sive islet transplantation program, focusing on
the isolation, evaluation, transplantation and
imaging of high-quality human islets for treat-

Ali Naji, Vice Chairman,
Surgical Research and Director,
Center for Islet Transplantation

James Wil son, Professor,
Medicine and Director, JDRF
Center for Gene Therapy

ment of Type 1 diabetes mellitus. As principal
investigator, Dr. Ngji is responsible for assess-
ing the feasibility of islet transplantation in hu-
mans and evaluating new immunosupression
protocols associated with the procedure.

Gene Therapy

The JDRF Center for Gene Therapy will use
gene transfer technology and gene therapy to
develop new and more effective treatments for
Type 1 diabetes and its complications. At the
JDRF Center for Gene Therapy scientists are
making progress using gene therapy for wound
healing, foot ulcers, and diabetic retinopathy—
the alterations in the blood vessels of the retina
caused by high levels of glucose. Growth factor
genes are delivered directly to the wounded
tissue, to promote healing where it is needed.
Researchers are assessing whether transferring
vascular endothelial growthfactor (VEGF) genes
toveinsand arteries could promote blood vessel
growth. They areal so using anew technology—
magnetic resonance angiography—to observe
how blood vessels are formed. They are devel-
oping new vectorstodeliver genestotheeyethat
will cause cellsto produce proteinsin the vitre-
ousfluid. Abnormal blood vessel growth would
be slowed down or stopped.

Investigators, with Dr. James M. Wilson,
director of the JDRF Center for Gene Therapy,
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Rules Governing Final Examinations

1. Noinstructor may hold afinal examination nor require the submission of atake-home final exam
except during the period in which final examinations are scheduled; when necessary, exceptionsto this
policy may be granted for postponed examinations (see 3 and 4 below). No final examinations may be
scheduled during the last week of classes or on reading days.

2. No student may be required to take more than two final examinations on any calendar day during
the period in which final examinations are scheduled. If more than two are scheduled, the student may
postpone the middle exam. If atake-home final exam is due on aday when two final examinations are
scheduled, the take-home exam shall be postponed by one day.

3. Examinations that are postponed because of conflicts with other examinations, or because more
than two examinations are scheduled in the same day, may be taken at another time during the fina
examinations period if the faculty member and student can agree on that time. Otherwise, they must be
taken during the official period for postponed examinations.

4. Examinationsthat are postponed because of illness, adeath in thefamily, or some other unusual event,
may be taken only during the official periods: thefirst week of the spring and fall semesters. Students must
obtain permission from their dean’ s officeto take apostponed exam. Instructorsin all coursesmust bewilling
to offer amake-up examination to al students who are excused from the final examination.

5. Noinstructor may changethetimeor dateof afinal examwithout permissionfromtheappropriatedean.

6. No instructor may increase the time allowed for a final exam beyond the scheduled two hours
without permission from the appropriate dean.

7. No classes (excluding review sessions) may be held during the reading period.

8. All students must be allowed to seetheir final examination. Exams should be available as soon as
possibleafter being graded with accessensured for aperiod of at |east oneregular semester after theexam
has been given.

In all matters relating to final exams, students with questions should first consult with their dean’s
offices. Faculty wishing to seek exceptions to the rules also should consult with their dean’s offices.
Finally, the Council of Undergraduate Deans and SCUE urgeinstructorsto seethat all examinationsare
actively proctored.

—Robert Barchi, Provost

Penn’s Way 2002 Raffles

For information about the Penn’s Week One Raffle Prizes

Way Campaign call : :
(215) 898-4738 or ‘ g;/grgtlgj#t stay with breakfast at the

pennsway@pobox.

Upenn.ed - E’r%c;l; from University of Pennsylvania
To beeligible Gift certificate for two for dinner at the
for the Week One

lvy Grille
$20 gift certificate to Shula's

1
2
3
raffle drawing, 4.
5. $10 gift certificate to Houston Market
6
7
8
9

you must submit | ErTNEEETE
your sealed confi- -~ O
dential envelope to

Payroll by the close of "gg:ﬁ
business on Wednesday,

November 21. The drawing will be on
Monday, November 26.

—Valarie Swain-Cade McCoullum and
Mitchell Marcus, Penn’s Way Co-Chairs

from Bon Appetit
Book of 10 passesfor the Class of 1923
Ice Rink
Ticketsfor two for aperformance at the
Annenberg Center
One Faculty Club Membership
Lunch for two in the Harrison Dining
Room, Faculty Club

10. Picture Frame

Over $15.5 Million Grant for Cutting-Edge Diabetes Research

(continued from page 1)

are exploring an important challenge in gene
therapy: the ability to control gene expression.
When researcherstransfer genesresponsiblefor
insulin production, there needs to be control
because unchecked insulin leads to hypoglyce-
miawhich can belifethreatening. Dr. Wilsonis
developing away to turn the action of a particu-
lar geneonand off—a* biological insulin pump”.
Scientists are using avirus vector to deliver the
insulin gene into the body. The patient would
activate this transferred gene and switch on the
‘pump’ by taking an oral drug. When the patient
stopsthedrug, theinsulinwould switch off. The
goal would be the control of blood sugar levels
in asimple, patient-directed manner.

“We have gathered a committed group of
Penn experts with a clear objective: to develop
viral vectors and use gene transfer to pursue
many approachesto treatment of complications,”
said Dr. Wilson. “This collaboration, | believe,
will produce some promising research for clini-
cal applications.”

JDRF

Juvenile Diabetes Research Founda-
tion, IDRF, theworld' sleading non-profit,
non-governmental funder of diabetes re-
search, was founded in 1970 by the par-
ents of children in Philadelphiaand New
York with juvenile diabetes—a disease
which predominantly strikeschildrensud-
denly, makes them insulin dependent for
life, and carries the constant threat of
devastating complications. Since incep-
tion, JDRF has provided more than $500
million to diabetes research worldwide.
Eighty-seven cents of every dollar goes
directly to research and education about
research. JDRF’ s mission is constant: to
find a cure for diabetes and its complica-
tions through the support of research.

For moreinformation, visit their web
site at www.jdrf.org, or call 1-800-223-
1138.
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Cancer Center Grants

TheUniversity of PennsylvaniaCancer Cen-
ter announces the availability of two types of
seed money grantsfor faculty to conduct cancer-
related research projects: the American Cancer
Society Institutional Research Grant and the
Cancer Center Pilot Projects Program. These
awardsvary interms of eligibility criteria, bud-
get periods and maximum dollar awards. These
awards arethe samein terms of research project
proposalsand deadlines. If eligible, faculty may
apply for both awards using the same research
project description and abstract supplemented
with the relevant budget forms and additional
information. A spaceisprovided ontheapplica-
tionformto specify for which grant (or both) the
application is intended.

I. American Cancer Society Institutional
Research Grants for Junior Faculty
DescriptionandEligibility Criteria: Through

its American Cancer Society Institutional Re-
search Grant (ACSIRG), the Penn Cancer Cen-
ter will provide partial support to full-time Uni-
versity faculty for cancer-related research. The
stated purpose of the ACSIRG isto provide seed
money to junior faculty members (e.g., assistant
professor) to initiate promising new research
projects so they can obtain preliminary results
that will enable them to compete successfully
for national peer-reviewed research grants.

Hence, investigators who have a peer-re-
viewed national research grant or have previ-
ously received support from the Cancer Center
ACS IRG are not €eligible. Seed money grants
from $5,000 to $20,000 will be awarded for the
exploration of new developmentsinbasic, clini-
cal and cancer control research. Behavioral sci-
ences or health servicesresearch related to can-
cer are eligible for these awards. Covered costs
includelaboratory personnel costs(non-faculty),
data manager or research nursing support, labo-
ratory supplies, animals, and small equipment;
no travel or patient costs are allowed.

Application Deadline: The deadlinefor sub-
mitting acompleted ACSIRG grant application
is January 15, 2002.

Award Period: The award period for the
ACSIRG grant will be oneyear (July 1, 2002 —
June 30, 2003).

Il. Cancer Center Pilot Projects Grants for

All Faculty Levels

Description and Eligibility Criteria: The
Cancer Center will provide seed money grants
up to $25,000 to University faculty members at
any level for innovative cancer research projects
that havethepotential for national peer-reviewed
grant funding. Investigators who have aready
received peer-reviewed funding for their pro-
posed projectswill not beeligiblefor thisaward.
Investigatorswho havenot previously conducted
cancer research, but are proposing a cancer-
related project areencouraged to apply. Covered
costsincludefaculty salaries, |aboratory personnel
costs, data management or research nursing sup-
port, laboratory supplies, animals,and small equip-
ment; no travel or patient costs are allowed.

Application Deadline: The deadlinefor sub-
mittingacompleted Pilot Projectsgrant applica-
tion is January 15, 2002.

Award Period: Theaward periodfor thePilot
Projects grant will be from March 1, 2002 to
November 30, 2002.

For More Information or an Application:
University faculty from all Schoolsand Depart-
ments are invited to obtain application forms
and instructions from Cancer Center Adminis-
tration, 1635 Penn Tower, (215) 349-8382.
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Update

NOVEMBER AT PENN

CHANGE

ThePPSA Book Group Meeting, initially sched-
uled for November 21 at the Penn Bookstore, has
been moved to November 28, 12:15-1:15 p.m.

EXHIBIT

24 Holiday Garden Railway: A Colonial Christ-
mas, buildingsmade of natural materialsat holiday
time; G-scalemodel trains, holiday lights, colonia
décor; 10 am.-4 p.m.; Morris Arboretum. Info.:
(215) 247-5777. Also November 25 and December
1,2,8,9, 15, 16, 22, 23, & 26-30 (Arboretum).

FITNESS/LEARNING

30 OpenObservatory Night ; talk: TheBig Bang,
by Chung-Pei Ma, physics & astronomy; non-
professional astronomers, children, and adults,
encouraged to peek through tel escopes; 7:30 p.m.;
Flower and Cook Observatory, Malvern. Info.:
(215) 898-9597 (Physics & Astronomy).

TALKS

28 Cryptococcus Neoformans: A Pathogen in
Black and White; Arturo Casadevall, Montefiore
Hospital; noon; CRB (Microbiology; Division for
Infectious Disease).

30 Medical Malpractice; Frank Cornett, anesthe-
sia; 9am., 3401 Market Street (Center for Bioethics
Emanuel and Robert Hart Lecture Series).

Images of Women as They Appear in Kenyan
Oral Narratives; Muigai Wa-Gachanja, Kanyatta
University, Kenya; noon-1:30 p.m.; Ben Franklin
Rm., Houston Hall (African Studies Center).

Calendar Deadlines: There will be no issue on
November 27. The deadlinefor thefollowing week’s
UpdateisNovember 27. Thedeadlinefor the January
At PenncalendarisDecember 4. Seevwwww.upenn.edu/
calendar/caldead.html for more details.

Changes to Pay Stubs

The Payroll Office, Human Resources and
ISC have developed a new, more informative
pay stub for Penn faculty and staff. The rede-
signed pay stub will be easier to understand and
provides information in a more logical manner
than the current pay stub. The new pay stub will
beimplemented theweek of November 19. Any
check or advicethat youreceive after November
19 will reflect the new design.

A few highlights will include the following:

e Your Socia Security Number will be re-

moved from the pay stub.

e The paid-time-off balance will be dis-

played for weekly paid employees at the

point in time the checks were generated.

¢ Theactual nameof thehealthand welfare

plans to which an individual subscribes, in-

cluding medical, dental & optical, will re-
place generic descriptions.

e Longer and more informative descrip-

tions for payments and deductions will re-

place the short and cryptic abbreviations in
place today.

* Your federal tax status and the number of

exemptions will be displayed.

* Information about deductions has been

reorganized into one, easy-to-read section.

— Rosemary Nissley,
Manager, Financial Systems,
Administrative Information Technologies

Help Wanted: Work Study-Student

A position for awork-study student is
available for the spring 2002 semester at
Almanac. Dutiesinclude desktop publish-
ing, web design and maintenance, proof-
reading, research.

Send e-mail to morrisma@pobox.
upenn.edu.

Community

campus report for November 5, 2001 to Novemb

Street in conjunction with the Philadelphia Police. In thi

11/05/01 10:29 AM 201 S 34th St.
11/05/01 8:33 PM  Unit blk S 40th St.
11/07/01 1:57 AM  Unit blk S 40th St.
11/07/01 2:30 PM 328 S. 42nd St.
11/08/01 4:27 PM 3120 Walnut St.
11/08/01 8:45 PM 3801 Chestnut St.
11/09/01 1:53 AM  40th/Market
11/11/01 3:28 AM  40th/Chestnut
11/11/01 9:25 PM 3801 Chestnut St.

The University of Pennsylvania Police Department

Crime Report

About the Crime Report: Below are all Crimes Against Persons and Crimes Against Society from the

er 11, 2001. Also reported were 16 Crimes Against

Property (including 11 Thefts; 3 retail thefts; and 2 incidents of fraud). Full reports on the Web
(www.upenn.edu/almanac/v48/n13/crimes.html). Prior weeks’ reports are also on-line.—Ed.

This summary is prepared by the Division of Public Safety and in cludes all criminal incidents reported and made
known to the University Police Department between the dates of November 5, 2001 and November 11, 2001.
The University Police actively patrols from Market Street to Baltimore Avenue and from the Schuylkill River to 43rd

s effort to provide you with a thorough and accurate report

on public safety concerns, we hope that your increased awareness will lessen the opportunity for crime. For any
concerns or suggestions regarding this report, please call the Division of Public Safety at (215) 898-4482.

Window to residence entered/property taken
Intoxicated driver/Arrest

Complainant robbed by unknown male with gun
Sony playstation and games taken from residence
Complainant assaulted by an employee

Officer assaulted by patron/Arrest

Intoxicated driver/Arrest

Male with weapon in vehicle/Arrest

Male in establishment with gun/Arrest

18th Dist

November 5, 2001 and November 11, 2001 by the
Market St. to Woodland Ave.

11/07/01 8:39 PM 905 49th St
11/07/01 5:50 AM 543 49th St
11/07/01 3:30 PM 5000 Market
11/07/01 1:57 AM  Unit blk 40th St
11/07/01 9:17 PM  Schuylkill
11/08/01 3:29 PM 4400 blk Walnut
11/10/01 10:13 PM 4827 Pine St

rict Report

7 incidents and 2 arrests (including 4 robberies, 2 aggravated assaults and 1 rape) were reported between

18th District covering the Schuylkill River to 49th St. &

Aggravated Assault/Arrest
Aggravated Assault/Arrest
Robbery

Robbery

Robbery

Rape

Robbery
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RESEARCH

Quit Smoking for Free! If you are 18 years of
age or older, you may be eligible to receive 8
sessions of free counseling and study medica-
tion at no cost. Interested? Call the Quit for
Health Program at (215) 746- 7170.

Do you have high cholesterol? Doctors at
Penn are launching a novel new research study
looking at two well-known cholesterol lowering
agents. The study involves several visits to the
Hospital of the University of Pennsylvania. If you
have elevated cholesterol levels, are not cur-
rently taking any lipid-lowering medications, and
think you might be interested in this study,
please contact David Berezich at
berezich@mail.med.upenn.edu or (215) 662-
9040. Compensation is provided.

Ifyou have hypertension or hypertension plus stable
Type 2 diabetes, please call to learn about exciting
upcoming research trials. Most visits take place in
the morning. Renumeration varies per study. For
information, call Virginia Ford @ (215) 662-2638.

Postmenopausal women age 55 to 100 years
old are needed for a research study examining
estrogen use, memory, and the ability to smell.
Subjects compensated $50 for approximately 2
hours of time. For study details contact the Smell
and Taste Center at the Hospital of the University
of Pennsylvania, (215) 662-6580.

TAX SPECIALIST

Tax Specialist on campus Sage CPA/MBA. Tax
Return Prep & Advice, Small business & per-
sonal; non-profits, estates, tax negotiation & au-
dits, green card residents, new tax act changes;
No charge for first appointment-Day/Evg. Off sea-
son discount. 3916 Locust Walk (St. Mary Admin.
Office). Call Tim (610) 532-2871.

HOME INSPECTION

Need Home Repairs? You may be entitled to
money for home repairs. Roof/plumbing leaks,
water stains, etc. at no cost to you. Call for free
property inspection today. Lisa Smith (215) 668-
4180.

THERAPY

Competent psychotherapy: group, family and
individual. Please call for an appointment: Shari
D. Sobel, Ph.D. (215) 747-0460.

[ ]
To place a classified ad, call (215) 898-5274.

Almanac is not responsible for contents
of classified ad material.

& T

Suite 211 Nichols House

3600 Chestnut Street, Philadelphia, PA 19104-6106
Phone: (215) 898-5274 or 5275 FAX: (215) 898-9137
E-Mail: almanac@pobox.upenn.edu

URL: www.upenn.edu/almanac/

The University of Pennsylvania’s journal of record, opinion and
news is published Tuesdays during the academic year, and as
needed during summer and holiday breaks. Its electronic edi-
tions on the Internet (accessible through the PennWeb) include
HTML and Acrobat versions of the print edition, and interim
information may be posted in electronic-only form. Guidelines for
readers and contributors are available on request.

EDITOR Marguerite F. Miller
ASSOCIATE EDITOR Margaret Ann Morris
ASSISTANT EDITOR Tina Bejian
STUDENT ASSISTANTS  Jean-Frangois Brunet; Clarette Kim;
Chris McFall; Kristin Snell;
William Yeoh
UCHS INTERN Shante Rutherford
ALMANAC ADVISORY BOARD: For the Faculty Senate, Martin
Pring (Chair), Helen Davies, David Hackney, Phoebe Leboy,
Mitchell Marcus, Joseph Turow. For the Administration, Lori N.
Doyle. For the Staff Assemblies, Michele Taylor, PPSA; Karen
Pinckney, A-3 Assembly; David N. Nelson, Librarians Assembly.

The University of Pennsylvania values diversity and seeks talented
students, faculty and staff from diverse backgrounds. The University of
Pennsylvania does not discriminate on the basis of race, sex, sexual
orientation, religion, color, national or ethnic origin, age, disability, or
status as a Vietnam Era Veteran or disabled veteran in the administration
of educational policies, programs or activities; admissions policies; schol-
arship and loan awards; athletic, or other University administered pro-
grams or employment. Questions or complaints regarding this policy
should be directed to Valerie Hayes, Executive Director, Office of Affirma-
tive Action,3600 Chestnut Street, 2nd floor, Philadelphia, PA 19104-6106
or (215) 898-6993 (Voice) or (215) 898-7803 (TDD).

www.upenn.edu/almanac 3



COUNCCIL state of the University

Thefollowing was presented at the November 7 University Council meeting
as a component of the annual State of the University .

Endowment Overview

by Landis Zimmerman, Chief Investment Officer

FY 2001 AIF Return

For fiscal year 2001 the Associated Investments Fund (“AIF"), which
is the endowment’s main investment vehicle, out-performed its bench-
mark by 13.4%. The AlF returned a positive 6% during the year versus a
loss of 7.4% for its benchmark. In more intuitive terms, a hypothetical
portfolio consisting of 70% in the S&P 500 and 30% in the Lehman
Government Corporate Bond Index would have lost 7% over the same
period. Domestic equities and international equities contributed the bulk
of thisout-performance because together they represent thelargest part of
the endowment’ sassets and had strong positive returnsin an environment
where most major market indices were down substantially. The perfor-
mance in these portfolios resulted from their tilt toward val ue stocks and,
asaresult, very little exposure to the technology, media and telecommu-
nications sectors which performed very poorly and dragged the market
down over the last 18 months or so.

Other asset classes including bonds, absolute return investments, and
real estate also out-performed their benchmarks and produced strong
positive returns in an environment that was extremely negative. Two
disappointments were the high-yield bond portfolio and the AIF sinvest-
ment in emerging markets equities. We have since transitioned half of the
high-yield portfolio to a new manager and, based on a strategic review,
eliminated our dedicated all ocation to emerging marketsequitiesalthough
our international managers may still participate opportunistically up to a
modest limit. We have continued to make good progress building the
AIF s nascent private equity portfolio but will not be able to judge its
performance for several more years.

Compared to our peers for fiscal 2001, Penn’s performance was well
intothetop quartilefor theyear. Themedian return among 32 endowments
over $1 billion wasaloss of 2.4%. Any endowment returning greater than
aloss of 0.1% was in the top quartile. What is interesting about these
numbers is that our peers’ returns were not more negative as a result of
their substantial allocations to venture capital investments, which per-
formed miserably over thelast year. Wethink therearetwo reasonsfor this.
The first has to do with the way the venture capital industry vaues its
investments. Some venture firms have not written down their investments
entirely and the numbers are reported on alagged basis; they can be threeto
six monthsold. Asaresult, itislikely that the poor performanceintheventure
industry will continuefor another six to ninemonths. Thesecond reasonisthat
many of our peers hedged at least some of their exposure to venture capital
investments and thereby were able to offset some of the losses.

Although the AIF has out-performed its benchmarks over thelast five
yearsit has been compounding at afairly modest absolute rate commen-
surate with market conditions. Therefore, oneissuethat facesPennnow is
that while over the decade of the 90s the endowment has been able to
produce substantial growth in spending available to the University, that
growth is slowing as aresult of recent years performance. We believe,
however, that the AIF sinvestment strategy is appropriate to preserveits
value in today’s difficult markets.

Previously, many regretted that Penn had not participated in some of
the growth and technology investments of the latter half of the 1990s.
Some of the restructuring that has taken place in the AIF has been to
address that. However, it would have been a mistake had we abandoned
our strategic philosophy and bought growth and technology at the top of
what we now know was a market “bubble.” Much of the AIF’'s current
rebound in good relative performance resulted from sticking to our
strategic philosophy.

Our investment activities over the last fiscal year focused on 1)
continuing to re-orient our domestic equity portfolio, which isthe AIF's
singlelargest allocation, and 2) continuing to build the AIF stwo alterna-
tive investment programs. These include its absolute return hedge fund
investments and its private equity fund investments.

With regard to domestic equity, last year we invested $150 millionin
a new large cap manager and as a result this portfolio is now one-third
indexed to the Wilshire 5000 and two-thirds invested with five active

4  www.upenn.edu/almanac

managers. It retains a value tilt, which is why we had substantial out-
performance this past year.

New Investments

We added $200 million in new investments to seven absolute return
hedge fund managers and one new high yield bond manager, which we
transitioned from our existing highyield bond manger. Our absol utereturn
strategies include long-short equities, convertible bond arbitrage, merger
arbitrage, non-merger event arbitrage, and investments in distressed
securities. Thisisthepart of our portfoliowebelievewill producelongrun
equity returnsbut in apattern that is different than the public markets. For
example, when the blended stock-bond index lost 7% in fiscal 2001, this
hedge fund portfolio earned 16.6%.

We made $80 millionin commitmentsto ten new private equity funds,
which bringsthetotal commitmentsto private equity to $328 million. But
because of the way this money is deployed very little has actually been
drawn and invested. So the allocation to private equity in the AlIF isonly
$60 million or about 2% of the endowment.

Therewas substantial other activity over thefiscal year outside of new
investments. We changed the bond portfolio investment guidelines to
improveitsoverall credit quality. Bondsrepresent theUniversity’ s"insur-
ance” during poor economic timesand, asaresult, wewant to have avery
high quality portfolio that will retain its value, which it has. Second, the
Trustees adopted anew policy to review potential conflictsof interest that
may involve Trustees whose firms manage investments. Third, we made
significant improvements to our custodial services and improved the
AlF s securitieslending program. Fourth, we simplified the organization
of theendowments' myriad componentsand consolidated assetsunder the
AlFumbrella. We believe asaresult we can manage the endowment more
efficiently and reduce its associated operating costs. Fifth, Ed Mathias
joined Penn’s Investment Board in June. Ed is a partner of the Carlyle
Group, which is a preeminent private equity firm located in Washington
D.C. Finaly, the Office of Investments added two new investment
professionalsto make sure that we have the staff to appropriately source,
monitor and manage the AIF' s investments.

First Quarter FY 2002

Thefirst quarter of fiscal 2002 was very difficult. During the quarter,
the AlF lost 5.8% compared to aloss of 8.1% for itsbenchmark. Againfor
amoreintuitive comparison, ahypothetical portfolio consisting of 70%in
the S& P 500 and 30% in bonds | ost almost 9%. Over the quarter, the S& P
5001 o0st almost 15%. It hasbeenavery, very difficult quarter for everyone.
So although the Al F out-performed its benchmark, which we are pleased
about, we nonetheless sustained |osses.

Again Penn’ sdomestic equitiesand international equitieswerelargely
responsiblefor the AIF srelative out-performance versusthe benchmark.
The AIF' s investments in bonds, real estate and absolute return hedge
funds turned in modest, but importantly positive returns during a quarter
that produced extraordinarily negative market returns.

Fiscal Year 2001 Performance

7/2/01
Penn AIF Benchmark Allocation
Total Fund 6.0% (7.4%)
Domestic Equities 9.8 (15.4) 46%
International Equities 3.4 (23.6) 11
Bonds 12.3 11.1 21
Absolute Return 16.6 11.3 10
High Yield Bonds (8.1) (1.2) 5
Private Equity 8.7 8.7 2
Real Estate 13.4 11.6 5
Emerging Markets (29.0) (25.9) —
70% S&P / 30% Lehman GC (7.0)
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