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1. U. T. System:  Discussion and appropriate action related to approval of 
Docket No. 137 

 
 

RECOMMENDATION 
 
It is recommended that Docket No. 137 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. 
  
Supplemental Materials:  Green pages following the Docket tab at the back of 
Volume 2.  
 
 
2. U. T. System:  Report on the Fiscal Year 2008 Annual Financial Report 

 
 

REPORT 
 
Mr. Randy Wallace, Associate Vice Chancellor, Controller and Chief Budget Officer, will 
discuss the 2008 Annual Financial Report highlights. 
  
The U. T. System Consolidated Financial Statements for the Years Ended  
August 31, 2008 and 2007 includes the Management's Discussion and Analysis that 
provides an overview of the financial position and activities of the U. T. System for the 
year ended August 31, 2008. An audit of the U. T. System Consolidated Annual 
Financial Report was performed by internal audit Systemwide and the findings and 
recommendations will be presented at the Audit Compliance Management Review 
Committee meeting (see Item 6 on Page 44). 
  
Supplemental Materials: 

 Mr. Wallace's PowerPoint presentation on Pages 119 - 132 of Volume 2. 
 Annual Financial Report on Pages 133 - 226 of Volume 2.  

  
BACKGROUND INFORMATION 

  
The Annual Financial Report is required to be filed with the State Comptroller of Public 
Accounts annually on November 20 and is prepared in compliance with Texas 
Government Code Section 2101.011, regarding requirements established by the State 
Comptroller of Public Accounts and Governmental Accounting Standards Board 
pronouncements. 
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3. U. T. System:  Report on the Analysis of Financial Condition for Fiscal 
Year 2008 

 
 

REPORT 
 
The Analysis of Financial Condition is a broad annual financial evaluation that rates 
U. T. System institutions based on the factors analyzed as either "Satisfactory," 
"Watch," or "Unsatisfactory." One institution's rating was downgraded from "Watch" to 
"Unsatisfactory," and the rating of one institution has been upgraded from "Watch" to 
"Satisfactory." 
  
An Executive Summary of the report can be found on Pages 229 - 234 of Volume 2.  
  
Financial analysis is performed from each institution's Balance Sheet and the Statement 
of Revenues, Expenses, and Changes in Net Assets. The ratios presented in this report 
are ratios commonly used by bond rating agencies, public accounting firms, and 
consulting firms. The following ratios were analyzed:  Composite Financial Index, 
Operating Expense Coverage, Annual Operating Margin, Expendable Resources to 
Debt, Debt Burden, Debt Service Coverage, and Full-time Equivalent (FTE) Student 
Enrollment (academic institutions only). 
  
The Analysis of Financial Condition has been prepared since 1995 to track financial 
ratios to determine if the financial condition of the institutions is improving or declining. 
This analysis compares trends for Fiscal Year 2004 through Fiscal Year 2008. 
  
Supplemental Materials:  Report on Pages 227 - 290 of Volume 2. 
 
 
4. U. T. System:  Key Financial Indicators Report and Monthly Financial 

Report 
 
 

REPORT 
 
Dr. Scott C. Kelley, Executive Vice Chancellor for Business Affairs, will discuss the Key 
Financial Indicators Report, as set forth on Pages 54 - 61 that follow, and the December 
Monthly Financial Report included in Volume 2. The reports represent the consolidated 
and individual operating results of the U. T. System institutions. 
  
The Key Financial Indicators Report compares the Systemwide quarterly results of 
operations, key revenues and expenses, reserves, and key financial ratios in a 
graphical presentation from Fiscal Year 2005 through November 2008. Ratios requiring 
balance sheet data are provided for Fiscal Year 2004 through Fiscal Year 2008. 
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The Monthly Financial Report is provided as support for the Key Financial Indicators. 
The Report includes the detailed numbers behind the Operating Margin by Institution 
graph as well as detail for each individual institution as of December 2008. 
  
Supplemental Materials:  December Monthly Financial Report on Pages 291 - 315 
of Volume 2. 
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5. U. T. System Board of Regents:  The University of Texas Investment 
Management Company (UTIMCO) Performance Summary Report and 
Investment Reports for the quarter ended November 30, 2008 

  
 

REPORT 
 
The November 30, 2008 UTIMCO Performance Summary Report is attached on  
Page 63. 
  
The Investment Reports for the fiscal quarter ended November 30, 2008, are set forth 
on Pages 64 - 67.  
  
Item I on Page 64 reports activity for the Permanent University Fund (PUF) investments. 
The PUF's net investment return for the quarter was negative 22.66% versus its 
composite benchmark return of negative 23.71%. The PUF's net asset value decreased 
by $2,522 million since the beginning of the quarter to $8,838 million. This change in net 
asset value includes increases due to contributions from PUF land receipts, decreases 
due to net investment return, and the first payment of the annual distribution to the 
Available University Fund (AUF) of $133 million.  
  
Item II on Page 65 reports activity for the General Endowment Fund (GEF) investments. 
The GEF's net investment return for the quarter was negative 22.81% versus its 
composite benchmark return of negative 23.71%. The GEF's net asset value decreased 
during the quarter to $4,846 million.  
  
Item III on Page 66 reports activity for the Intermediate Term Fund (ITF). The ITF's net 
investment return for the quarter was negative 21.68% versus its composite benchmark 
return of negative 22.20%. The net asset value has decreased to $3,011 million due to 
net investment return of negative $842 million and net distributions of $27 million. The 
decrease in net asset value was offset by $8 million net contributions. 
 
For the PUF and GEF, the More Correlated and Constrained (MCC) and Private 
Investments were outside of their investment type ranges with MCC below its minimum 
range and Private Investments above its maximum range. All exposures were within 
their asset class ranges. The ITF was within all of its investment type and asset class 
ranges. All of the funds' liquidity was within policy. 
  
Item IV on Page 67 presents book and market values of cash, debt, equity, and other 
securities held in funds outside of internal investment pools. Total cash and equivalents, 
consisting primarily of institutional operating funds held in the Dreyfus money market 
fund, increased by $32 million to $1,592 million during the three months since the last 
reporting period. Market values for the remaining asset types were debt securities:   
$24 million versus $25 million at the beginning of the period; equities:  $46 million 
versus $72 million at the beginning of the period; and other investments:  $1 million 
versus $4 million at the beginning of the period.
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6. U. T. System Board of Regents:  Approval of amendments to the Exhibits 
of the Investment Policy Statements regarding changes to benchmarks 
and maximum range of Credit-Related Fixed Income asset class for the 
Permanent University Fund, the General Endowment Fund, the Permanent 
Health Fund, the Long Term Fund, and the Intermediate Term Fund 

 
 

RECOMMENDATION 
 
Contingent upon approval by the Board of Directors of The University of Texas 
Investment Management Company (UTIMCO) of the following recommendations at 
the UTIMCO Board's February 5, 2009 meeting, the Chancellor and the Executive 
Vice Chancellor for Business Affairs concur in the UTIMCO Board of Directors' 
recommendation that the U. T. System Board of Regents approve proposed amend-
ments to the Exhibits of the Investment Policy Statements summarized as follows: 
 

a. Benchmark changes: 
 Rename the Lehman Brothers Global Aggregate Index to the 

Barclays Capital Global Aggregate Index for the Investment Grade 
Fixed Income asset class 
 

 Rename the Lehman Brothers Global High-Yield Index to the 
Barclays Capital Global High-Yield Index for the Credit-Related 
Fixed Income asset class 
 

 Adopt the Hedge Fund Research Indices (HFRI) Fund of Funds 
Composite Index as the new benchmark for the Less Correlated & 
Constrained (LCC) Investment Type effective January 1, 2009  

 
b. Increase the maximum range of the Credit-Related Fixed Income asset 

class as follows: 
 Increase the range from 17.5% to 22.5% for the period ending 

August 31, 2009, and from 20.0% to 22.5% for the periods ending 
August 31, 2010 and August 31, 2011, for the Permanent 
University Fund (PUF) and General Endowment Fund (GEF) 
 

 Increase the range from 7.5% to 12.5% for the periods ending 
August 31, 2009, 2010, and 2011 for the Intermediate Term 
Fund (ITF) 

 
The amendments to the Exhibits of the PUF and GEF Investment Policy Statements are 
reflected in Exhibit 1 on Page 70 and will be consistently applied to the PUF and GEF 
Investment Policy Statements and the corresponding Exhibits in the Permanent Health 
Fund (PHF) and Long Term Fund (LTF) Investment Policy Statements. The amend-
ments to the ITF Investment Policy Statement Exhibits are reflected in Exhibit 2 on 
Page 71. 
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BACKGROUND INFORMATION 
 
The U. T. System Board of Regents adopted the current benchmarks for the PUF, 
GEF, PHF, LTF, and ITF on August 14, 2008, to be effective September 1, 2008. The 
Lehman Brothers' indices have changed names consistent with the renaming of the 
Lehman Brothers' indices in November 2008, resulting from the acquisition of Lehman 
Brothers by Barclays Capital, Inc., in September 2008. The composition of the indices 
did not change.   
  
The current LCC benchmark, MSCI Investable Hedge Fund Index, is being discontinued 
by MSCI as of January 21, 2009. Due to the elimination of the MSCI Investable Hedge 
Fund Index, a replacement benchmark is required and UTIMCO staff has conducted a 
study with LCC consultant Albourne Partners to recommend a new benchmark to 
become effective January 1, 2009. Cambridge Associates LLC also delivered an 
opinion in support of the HFRI Fund of Funds Composite Index. On February 5, 2009, 
the UTIMCO Board is anticipated to approve the use of the HFRI Fund of Funds 
Composite Index for the LCC to be effective as of January 1, 2009.  
  
UTIMCO anticipates requesting the U. T. System Board of Regents to approve an 
increase in the asset allocation maximum range for the Credit-Related Fixed Income 
asset class for the PUF, GEF, and ITF. The exposure as of December 31, 2008, for 
the PUF and GEF, is within the Fiscal Year 2009 minimum and maximum ranges 
of 10.0% and 17.5%, with PUF and GEF at 11.47% and 11.44%, respectively. The 
December 31, 2008, exposure for the ITF is 4.13%, which is within the Fiscal Year 2009 
minimum and maximum ranges of 0% and 7.5%. Because UTIMCO staff believes that 
there will continue to be attractive risk-adjusted opportunities in the Credit-Related Fixed 
Income asset class, the UTIMCO Board at its February 5, 2009 meeting will consider a 
UTIMCO staff proposal to increase the maximum ranges for the Credit-Related Fixed 
Income Asset Class for the PUF, GEF, and ITF. Based on the results of the meeting 
and the action taken by the UTIMCO Board, UTIMCO staff will bring forth a proposal 
at the U. T. System Board of Regents' February 2009 meeting.  



 
 

 

 
EX

HI
BI

T 
1  

A
SS

ET
 C

LA
SS

 A
N

D
 IN

VE
ST

M
EN

T 
TY

PE
 T

A
R

G
ET

S,
 R

A
N

G
ES

 A
N

D
 P

ER
FO

R
M

A
N

C
E 

O
B

JE
C

TI
VE

S 
EF

FE
C

TI
VE

 D
A

TE
 S

EP
TE

M
B

ER
 1

, 2
00

8J
A

N
U

A
R

Y 
1,

 2
00

9 
 

PO
LI

CY
 P

OR
TF

OL
IO

 
FY

E 
20

09
 

FY
E 

20
10

 
FY

E 
20

11
 

  
Mi

n 
Ta

rg
et

 
Ma

x 
Mi

n 
Ta

rg
et

 
Ma

x 
Mi

n 
Ta

rg
et

 
Ma

x 
As

se
t C

las
se

s 
  

 
  

 
 

  
 

 
 

  
  

 
  

 
 

  
 

 
 

In
ve

st
m

en
t G

ra
de

 F
ixe

d 
In

co
m

e 
5.0

%
 

7.5
%

 
15

.0%
 

5.0
%

 
7.5

%
 

15
.0%

 
5.0

%
 

7.5
%

 
15

.0%
 

Cr
ed

it-
Re

lat
ed

 F
ixe

d 
In

co
m

e 
10

.0%
 

13
.5%

 
22

.5.
17

.5%
 

10
.0%

 
14

.5%
 

22
.52

0.0
%

 
10

.0%
 

14
.5%

 
22

.5.
20

.0%
 

Re
al 

Es
ta

te
 

5.0
%

 
7.5

%
 

15
.0%

 
5.0

%
 

8.0
%

 
15

.0%
 

5.0
%

 
8.5

%
 

15
.0%

 
  

  
 

  
 

 
  

 
 

 
Na

tu
ra

l R
es

ou
rc

es
 

5.0
%

 
8.5

%
 

15
.0%

 
5.0

%
 

9.5
%

 
15

.0%
 

5.0
%

 
10

.0%
 

15
.0%

 
  

  
 

  
 

 
  

 
 

 
De

ve
lo

pe
d 

Co
un

try
 E

qu
ity

 
40

.0%
 

46
.5%

 
52

.5%
 

37
.5%

 
43

.0%
 

50
.0%

 
37

.5%
 

41
.0%

 
47

.5%
 

  
  

 
  

 
 

  
 

 
 

Em
er

gi
ng

 M
ar

ke
ts

 E
qu

ity
 

    
12

.5%
 

    
 16

.5%
 

    
22

.5%
 

12
.5%

 
    

   1
7.5

%
 

    
22

.5%
 

12
.5%

 
18

.5%
 

22
.5%

 
  

  
 

  
 

 
  

 
 

 
In

ve
st

m
en

t T
yp

es
 

  
 

  
 

 
  

 
 

 
  

  
 

  
 

 
  

 
 

 
Mo

re
 C

or
re

lat
ed

 &
 C

on
st

ra
in

ed
 In

ve
st

m
en

ts
 

37
.5%

 
44

.5%
 

50
.0%

 
35

.0%
 

41
.5%

 
47

.5%
 

35
.0%

 
41

.0%
 

47
.5%

 
  

  
 

  
 

 
  

 
 

 
Le

ss
 C

or
re

lat
ed

 &
 C

on
st

ra
in

ed
 In

ve
st

m
en

ts
 

27
.5%

 
33

.0%
 

37
.5%

 
27

.5%
 

33
.0%

 
37

.5%
 

27
.5%

 
33

.0%
 

37
.5%

 
  

  
 

  
 

 
  

 
 

 
Pr

iva
te

 In
ve

st
m

en
ts

 
18

.0%
 

22
.5%

 
28

.0%
 

21
.0%

 
25

.5%
 

31
.0%

 
21

.0%
 

26
.0%

 
33

.0%
 

 
 

 
 

 
 

 
 

*T
he

 to
ta

l A
ss

et
 C

las
s &

 In
ve

st
m

en
t T

yp
e e

xp
os

ur
e, 

in
clu

di
ng

 th
e a

m
ou

nt
 o

f d
er

iva
tiv

es
 ex

po
su

re
 n

ot
 co

lla
te

ra
liz

ed
 b

y C
as

h,
 m

ay
 n

ot
 ex

ce
ed

 10
5%

 o
f t

he
 A

ss
et

 C
las

s &
 

  In
ve

st
m

en
t T

yp
e e

xp
os

ur
es

 ex
clu

di
ng

 th
e a

m
ou

nt
 o

f d
er

iva
tiv

es
 ex

po
su

re
 n

ot
 co

lla
te

ra
liz

ed
 b

y C
as

h.
 

 
 

 
 

 
 

 
 

PO
LI

CY
 B

EN
CH

MA
RK

 (r
es

et
 m

on
th

ly)
 

FY
E 

20
09

 
FY

E 
20

10
 

FY
E 

20
11

 
  

  
 

  
 

 
  

 
Le

hm
an

 B
ro

th
er

s  
Ba

rc
lay

s C
ap

ita
l G

lo
ba

l A
gg

re
ga

te
 In

de
x 

  
5.5

%
 

  
 

5.5
%

 
  

5.5
%

 
  

  
 

  
 

 
  

 
Le

hm
an

 B
ro

th
er

s  
Ba

rc
lay

s C
ap

ita
l G

lo
ba

l H
ig

h-
Yi

eld
 In

de
x 

  
1.0

%
 

  
 

1.0
%

 
  

2.0
%

 
  

  
 

  
 

 
  

 
FT

SE
 E

PR
A/

NA
RE

IT
 G

lo
ba

l In
de

x 
  

5.5
%

 
  

 
5.0

%
 

  
4.5

%
 

  
  

 
  

 
 

  
 

50
%

 D
ow

 Jo
ne

s-
AI

G 
Co

m
m

od
ity

 In
de

x T
ot

al 
Re

tu
rn

 an
d 

50
%

 
MS

CI
 W

or
ld

 N
at

ur
al 

Re
so

ur
ce

s I
nd

ex
 

  
5.5

%
 

  
 

4.5
%

 
  

4.0
%

 
  

  
 

  
 

 
  

 
MS

CI
 W

or
ld

 In
de

x w
ith

 n
et

 d
ivi

de
nd

s 
  

17
.0%

 
  

 
15

.5%
 

  
14

.5%
 

  
  

 
  

 
 

  
 

MS
CI

 E
m

er
gi

ng
 M

ar
ke

ts
 w

ith
 n

et
 d

ivi
de

nd
s 

  
10

.0%
 

  
 

10
.0%

 
  

10
.5%

 
  

  
 

  
 

 
  

 
MS

CI
 In

ve
st

ab
le 

He
dg

e F
un

d 
In

de
x H

ed
ge

 F
un

d 
Re

se
ar

ch
 

In
di

ce
s F

un
d 

of
 F

un
ds

 C
om

po
sit

e I
nd

ex
 

  
33

.0%
 

  
 

33
.0%

 
  

33
.0%

 
  

  
 

  
 

 
  

 
Ve

nt
ur

e E
co

no
m

ics
 C

us
to

m
 In

de
x 

  
20

.5%
 

  
  

22
.5%

 
  

22
.0%

 
 

 
 

 
 

 
 

 
NA

CR
IE

F 
Cu

st
om

 In
de

x 
 

2.0
%

 
 

 
3.0

%
 

 
4.0

%
 

 
 

 
 

 
 

 
 

PO
LI

CY
/T

AR
GE

T 
 R

ET
UR

N/
RI

SK
S 

FY
E 

20
09

 
FY

E 
20

10
 

FY
E 

20
11

 
  

  
 

  
 

 
  

 
Ex

pe
ct

ed
 A

nn
ua

l R
et

ur
n 

(B
en

ch
m

ar
ks

) 
  

8.7
8%

 
  

 
8.8

6%
 

  
8.8

5%
 

Ex
pe

ct
ed

 T
ar

ge
t A

nn
ua

l R
et

ur
n 

(A
ct

ive
) 

  
9.7

2%
 

  
 

9.9
0%

 
  

9.8
7%

 
On

e Y
ea

r D
ow

ns
id

e D
ev

iat
io

n 
  

8.7
2%

 
  

 
8.7

1%
 

  
8.6

7%
 

Ri
sk

 B
ou

nd
s 

  
 

  
 

 
  

 
   L

ow
er

: 1
 Y

ea
r D

ow
ns

id
e D

ev
iat

io
n 

  
85

%
 

  
 

85
%

 
  

85
%

 
   U

pp
er

: 1
 Y

ea
r D

ow
ns

id
e D

ev
iat

io
n 

 
  

    
  1

15
%

 
  

  
    

    
11

5%
 

  
11

5%
 

U
T

IM
C

O
  
1
/2

8
/2

0
0
9

70



 
 

 

EX
H

IB
IT

 2
  -

 IN
TE

R
M

ED
IA

TE
 T

ER
M

 F
U

N
D

 
A

SS
ET

 C
LA

SS
 A

N
D

 IN
VE

ST
M

EN
T 

TY
PE

 T
A

R
G

ET
S,

 R
A

N
G

ES
, A

N
D

 P
ER

FO
R

M
A

N
C

E 
O

B
JE

C
TI

VE
S 

EF
FE

C
TI

VE
 D

A
TE

 S
EP

TE
M

B
ER

 1
, 2

00
8J

A
N

U
A

R
Y 

1,
 2

00
9 

PO
LI

CY
 P

OR
TF

OL
IO

 
FY

E 
20

09
 

FY
E 

20
10

 
FY

E 
20

11
 

  
Mi

n 
Ta

rg
et

 
Ma

x 
Mi

n 
Ta

rg
et

 
Ma

x 
Mi

n 
Ta

rg
et

 
Ma

x 
As

se
t C

las
se

s 
  

 
  

 
 

  
 

 
 

  
  

 
  

 
 

  
 

 
 

In
ve

st
m

en
t G

ra
de

 F
ixe

d 
In

co
m

e 
20

.0%
 

37
.0%

 
55

.0%
 

20
.0%

 
37

.0%
 

55
.0%

 
20

.0%
 

37
.0%

 
55

.0%
 

  
  

 
  

 
 

  
 

 
  

Cr
ed

it-
Re

lat
ed

 F
ixe

d 
In

co
m

e 
0.0

%
 

5.5
%

 
12

.57
.5%

 
0.0

%
 

5.5
%

 
12

.57
.5%

 
0.0

%
 

5.5
%

 
12

.57
.5%

 
  

  
 

  
 

 
  

 
 

  
Re

al 
Es

ta
te

 
5.0

%
 

10
.0%

 
15

.0%
 

5.0
%

 
10

.0%
 

15
.0%

 
5.0

%
 

10
.0%

 
15

.0%
 

  
  

 
  

 
 

  
 

 
  

Na
tu

ra
l R

es
ou

rc
es

 
0.0

%
 

7.0
%

 
10

.0%
 

0.0
%

 
7.0

%
 

10
.0%

 
0.0

%
 

7.0
%

 
10

.0%
 

  
  

 
  

 
 

  
 

 
  

De
ve

lo
pe

d 
Co

un
try

 E
qu

ity
 

20
.0%

 
30

.5%
 

45
.0%

 
20

.0%
 

30
.5%

 
40

.0%
 

20
.0%

 
30

.50
%

 
40

.0%
 

  
  

 
  

 
 

  
 

 
  

Em
er

gi
ng

 M
ar

ke
ts

 E
qu

ity
 

0.0
%

 
10

.0%
 

15
.0%

 
0.0

%
 

10
.0%

 
15

.0%
 

0.0
%

 
10

.0%
 

15
.0%

 
  

  
 

  
 

 
  

 
 

  
In

ve
st

m
en

t T
yp

es
 

  
 

  
 

 
  

 
 

  
  

  
 

  
 

 
  

 
 

  
Mo

re
 C

or
re

lat
ed

 &
 C

on
st

ra
in

ed
 

70
.0%

 
75

.0%
 

80
.0%

 
70

.0%
 

75
.0%

 
80

.0%
 

70
.0%

 
75

.0%
 

80
.0%

 
  

  
 

  
  

 
  

  
 

  
Le

ss
 C

or
re

lat
ed

 &
 C

on
st

ra
in

ed
 

20
.0%

 
25

.0%
 

30
.0%

 
20

.0%
 

25
.0%

 
30

.0%
 

20
.0%

 
25

.0%
 

30
.0%

 
 

 
 

 
 

 
 

 
 

 
*T

he
 to

ta
l A

ss
et

 C
las

s &
 In

ve
st

m
en

t T
yp

e e
xp

os
ur

e, 
in

clu
di

ng
 th

e a
m

ou
nt

 o
f d

er
iva

tiv
es

 ex
po

su
re

 n
ot

 co
lla

te
ra

liz
ed

 b
y C

as
h,

 m
ay

 n
ot

 ex
ce

ed
 10

5%
 o

f t
he

 A
ss

et
 C

las
s &

 
  In

ve
st

m
en

t T
yp

e e
xp

os
ur

es
 ex

clu
di

ng
 th

e a
m

ou
nt

 o
f d

er
iva

tiv
es

 ex
po

su
re

 n
ot

 co
lla

te
ra

liz
ed

 b
y C

as
h.

 
 

 
 

 
 

 
 

PO
LI

CY
 B

EN
CH

MA
RK

 (r
es

et
 m

on
th

ly)
 

FY
E 

20
09

 
FY

E 
20

10
 

FY
E 

20
11

 
  

  
 

  
 

 
  

 
Le

hm
an

 B
ro

th
er

sB
ar

cla
ys

 C
ap

ita
l G

lo
ba

l A
gg

re
ga

te
 

In
de

x 
  

33
.0%

 
  

 
33

.0%
 

  
33

.0%
 

  
  

 
  

 
 

  
 

Le
hm

an
 B

ro
th

er
sB

ar
cla

ys
 C

ap
ita

l G
lo

ba
l H

ig
h-

Yi
eld

 
In

de
x 

  
2.0

%
 

  
 

2.0
%

 
  

2.0
%

 
  

  
 

  
 

 
  

 
FT

SE
 E

PR
A/

NA
RE

IT
 G

lo
ba

l In
de

x 
  

10
.0%

 
  

 
10

.0%
 

  
10

.0%
 

50
%

 D
ow

 Jo
ne

s-
AI

G 
Co

m
m

od
ity

 In
de

x T
ot

al 
Re

tu
rn

 
an

d 
50

%
 M

SC
I W

or
ld

 N
at

ur
al 

Re
so

ur
ce

s I
nd

ex
 

  
5.0

%
 

 
 

5.0
%

 
 

5.0
%

 

  
  

 
  

 
 

  
 

MS
CI

 W
or

ld
 In

de
x w

ith
 n

et
 d

ivi
de

nd
s 

  
20

.0%
 

  
 

20
.0%

 
  

20
.0%

 
  

  
 

  
 

 
  

 
MS

CI
 E

m
er

gi
ng

 M
ar

ke
ts

 w
ith

 n
et

 d
ivi

de
nd

s 
  

5.0
%

 
  

 
5.0

%
 

  
5.0

%
 

MS
CI

 In
ve

st
ab

le 
He

dg
e F

un
d 

In
de

x H
ed

ge
 F

un
d 

Re
se

ar
ch

 In
di

ce
s F

un
d 

of
 F

un
ds

 C
om

po
sit

e I
nd

ex
 

  
25

.0%
 

  
  

25
.0%

 
  

25
.0%

 
 

 
 

 
 

 
 

 
 

 
PO

LI
CY

/T
AR

GE
T 

 R
ET

UR
N/

RI
SK

S 
FY

E 
20

09
 

FY
E 

20
10

 
FY

E 
20

11
 

  
  

 
  

 
 

  
 

Ex
pe

ct
ed

 A
nn

ua
l R

et
ur

n 
(B

en
ch

m
ar

ks
) 

  
7.1

6%
 

  
 

7.1
6%

 
  

7.1
6%

 
Ex

pe
ct

ed
 T

ar
ge

t A
nn

ua
l R

et
ur

n 
(A

ct
ive

) 
  

7.8
3%

 
  

 
7.8

3%
 

  
7.8

3%
 

  
  

 
  

 
 

  
 

On
e Y

ea
r D

ow
ns

id
e D

ev
iat

io
n 

  
6.3

8%
 

  
 

6.3
8%

 
  

6.3
8%

 
  

  
 

  
 

 
  

 
Ri

sk
 B

ou
nd

s 
  

 
  

 
 

  
 

   L
ow

er
: 1

 Y
ea

r D
ow

ns
id

e D
ev

iat
io

n 
  

85
%

 
  

 
85

%
 

  
85

%
 

   U
pp

er
: 1

 Y
ea

r D
ow

ns
id

e D
ev

iat
io

n 
 

  
11

5%
 

  
  

11
5%

 
  

11
5%

 
U

T
IM

C
O

  
1
/2

8
/2

0
0
9

71



 72 

7. U. T. System Board of Regents:  Adoption of a Resolution authorizing the 
execution of a credit agreement with the Texas Comptroller of Public 
Accounts, in an aggregate principal amount not to exceed $500,000,000, to 
provide liquidity support to the U. T. System related to its variable rate debt 
programs and authorization to complete all related transactions 

 
 

RECOMMENDATION 
 
The Chancellor concurs in the recommendation of the Executive Vice Chancellor for 
Business Affairs that the U. T. System Board of Regents adopt a Resolution as set out 
on Pages 73 – 74e (the Resolution) authorizing appropriate officers of the U. T. System 
to enter into a credit agreement with the Texas Comptroller of Public Accounts, in an 
aggregate principal amount not to exceed $500,000,000, to provide liquidity support 
related to the U. T. System's Revenue Financing System (RFS) and Permanent 
University Fund (PUF) variable rate debt programs and to take any and all actions 
necessary to carry out the intentions of the U. T. System Board of Regents, within the 
limitations and procedures specified in the Resolution. 

 
 

BACKGROUND INFORMATION 
 
To maintain the highest short-term credit ratings, the U. T. System must provide either 
internal or external liquidity support of its variable rate debt programs. Currently, the 
U. T. System supports all of its variable rate debt programs with internal liquidity. On a 
limited basis, the Texas Comptroller of Public Accounts is offering liquidity support to 
state issuers at a reasonable cost. Adoption of this Resolution will authorize the 
negotiation of a credit agreement with the Texas Comptroller to provide an additional 
source of liquidity to the U. T. System to support its variable rate debt programs. 
Currently, U. T. System staff is negotiating $150 million of initial liquidity support at an 
annual cost of 8 to 12 basis points. A similar agreement between the U. T. System and 
the State Treasurer was previously approved by the U. T. System Board of Regents on 
April 14, 1994. 
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A RESOLUTION AUTHORIZING THE EXECUTION AND DELIVERY OF 
LIQUIDITY AGREEMENTS RELATING TO CERTAIN VARIABLE RATE 

INDEBTEDNESS OF THE SYSTEM 
 

WHEREAS, the Board of Regents (the "Board") of The University of Texas System (the 
"System") is the governing body of the System, an institution of higher education under the Texas 
Education Code and an agency of the State of Texas (the "State");  
 

WHEREAS, on February 14, 1991, the Board adopted the First Amended and Restated 
Master Resolution Establishing The University of Texas System Revenue Financing System and 
amended such resolution on October 8, 1993, and August 14, 1997 (referred to herein as the "Master 
Resolution");  
 

WHEREAS, unless otherwise defined herein, terms used herein shall have the meaning 
given in the Master Resolution or as set forth in Exhibit A hereto;  
 

WHEREAS, pursuant to the Revenue Financing System, the Board has previously 
authorized the issuance of certain variable rate notes through a commercial paper note program and 
has currently outstanding certain variable rate revenue bonds payable from Pledged Revenues all as 
set forth in Exhibit B attached hereto (collectively, the "RFS Obligations");  

 
WHEREAS, pursuant to the Constitutional Provision, the Board has previously authorized 

the issuance of certain variable rate notes through a commercial paper note program and a flexible 
rate note program and has currently outstanding certain variable rate revenue bonds payable from the 
Interest of the System all as set forth in Exhibit C attached hereto (collectively, the "PUF 
Obligations," and together with the RFS Obligations, the "Obligations");  
 

WHEREAS, the Board desires to provide for liquidity support for the Obligations as set 
forth in this Resolution;  
 

WHEREAS, the Comptroller of Public Accounts of the State of Texas (the "Comptroller") 
has provided the System with the form of an initial draft liquidity agreement with respect to the 
Obligations attached hereto as Exhibit D (the "Draft Agreement"); and 
 

WHEREAS, in furtherance of its desire to provide for liquidity support for the Obligations, 
the Board hereby authorizes each Authorized Representative to enter into one or more liquidity 
agreements with the Comptroller or any related entity of equal credit quality (the "Liquidity 
Provider") in accordance with the terms set forth in this Resolution.  
 

NOW THEREFORE BE IT RESOLVED, that 
 

SECTION 1.  DEFINITIONS.  In addition to the definitions set forth in the preamble of 
this Resolution, the terms used in this Resolution and not otherwise defined shall have the meanings 
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given in the Master Resolution or in Exhibit A to this Resolution attached hereto and made a part 
hereof.   

 
SECTION 2. AUTHORIZATION OF LIQUIDITY AGREEMENTS. (a) Delegation. 

Each Authorized Representative is hereby severally authorized to act on behalf of the Board in 
entering into and executing one or more agreements with the Liquidity Provider, or any subsequent 
amendments thereto, to provide for liquidity support for all or a portion of the Obligations (each, a 
"Liquidity Agreement") within the parameters established by this Resolution. The delegation to each 
Authorized Representative to execute and deliver Liquidity Agreements on behalf of the Board 
under this Resolution shall not be limited by any term or provision in the Draft Agreement and shall 
expire on February 11, 2010. 
 

(b) Maximum Principal Amount. The aggregate principal amount of all commitments under 
Liquidity Agreements authorized by this Resolution shall not at any time exceed $500,000,000. 
 

(c) Maximum Term. The maximum term of each Liquidity Agreement authorized by this 
Resolution shall not exceed the maturity date of the then outstanding related Obligations in the case 
of variable rate revenue bonds or the expiration date of the note program in the case of commercial 
paper notes or flexible rate notes.  
 

(d) Maximum Rate. No Liquidity Agreement authorized by this Resolution shall be payable 
at a rate greater than the maximum rate allowed by law.  
 

SECTION 3. SOURCE OF PAYMENT AND SECURITY FOR LIQUIDITY 
AGREEMENTS. 
 

(a) General. The costs of any Liquidity Agreement authorized by this Resolution and the 
amounts payable thereunder shall be payable from the same source and on the lien priority as the 
Obligations to which such Liquidity Agreement applies.  
 

(b) RFS Obligations. To the extent a Liquidity Agreement applies to RFS Obligations, the 
Board's payment obligations under such agreement shall be payable out of Pledged Revenues and 
each Liquidity Agreement shall constitute Parity Debt under the Master Resolution, except to the 
extent that a Liquidity Agreement provides that an obligation of the Board thereunder shall be 
payable from and secured by a lien on Pledged Revenues subordinate to the lien securing the 
payment of the Parity Debt. The Board determines that this Resolution shall constitute a 
Supplemental Resolution to the Master Resolution and as required by Section 5(a) of the Master 
Resolution, the Board further determines that upon the delivery of a each Liquidity Agreement 
applicable to RFS Obligations it will have sufficient funds to meet the financial obligations of the 
System, including sufficient Pledged Revenues 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 that the Members on whose behalf such Liquidity Agreement is entered into possess the 
financial capacity to satisfy their Direct Obligations after taking such Liquidity Agreement into 
account.  
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(c) PUF Obligations. To the extent a Liquidity Agreement applies to PUF Obligations,  

the Board's payment obligations under such agreement shall be payable from the Residual AUF as a 
cost of the support and maintenance of System administration or from any other source that is 
legally available to make such payments.   
 

SECTION 4.  ADDITIONAL AUTHORIZATION.  (a)  Additional Agreements and 
Documents Authorized. Each Authorized Representative and all officers or officials of the Board are 
severally authorized to execute and deliver such other agreements and documents as are 
contemplated by this Resolution or are otherwise necessary in connection with entering into 
Liquidity Agreements as described in this Resolution, as any such officer or official shall deem 
appropriate, including without limitation, officer's certificates, legal opinions, and credit support 
documents. 
 

(b) Further Actions. All officers or officials of the Board and its agents and counsel are 
authorized to take all such further actions, to execute and deliver such further instruments and 
documents in the name and on behalf of the Board to pay all such expenses as in his or her judgment 
shall be necessary or advisable in order fully to carry out the purposes of this Resolution. 
 

(c) Attorney General Submission. Each Authorized Representative is hereby authorized to 
submit this Resolution to the Attorney General of the State for review and approval in accordance 
with the requirements of Chapter 1371 of the Texas Government Code, as amended, as the 
proceedings authorizing the Liquidity Agreements entered into by the Board pursuant to this 
Resolution and to provide for the payment of costs in connection therewith. 
 
 
 _____________________ 
 

74a



 
 A-1 

EXHIBIT A 
 

DEFINITIONS 
 
 "Authorized Representative" shall mean one or more of the following officers or employees 
of The University of Texas System, to wit: the Chancellor, the Executive Vice Chancellor for 
Business Affairs, the Vice Chancellor for Finance and Business Development, and the Assistant 
Vice Chancellor for Finance or such other officer or employee of The University of Texas System 
authorized by the Board to act as an Authorized Representative under this Resolution. 
 

"Available University Fund" shall mean the Available University Fund as defined by the 
Constitution of the State and consists of distributions made to it from the total return on all 
investment assets of the Permanent University Fund, including the net income attributable to the 
surface of Permanent University Fund land, as determined by the Board pursuant to Section 18 of 
Article VII of the Constitution of the State.  
 

"Constitutional Provision" shall mean Section 18 of Article VII of the Constitution of the 
State, as may hereafter be amended. 
 

"Interest of the System" shall mean the System's two-thirds interest in the Available 
University Fund. 
 

"Permanent University Fund" shall mean the constitutional fund and public endowment 
created in the Texas Constitution of 1876, as created, established, implemented and administered 
pursuant to Sections 10, 11, 11a, 11b, 15 and 18 of Article VII of the Constitution of the State, as 
amended, and by other applicable present and future constitutional and statutory provisions, and 
further implemented by the provisions of Chapter 66, Texas Education Code, as amended. 
 

"Residual AUF" shall mean the remainder of the Interest of the System in the Available 
University Fund appropriated for the support and maintenance of The University of Texas at Austin 
and the System Administration after the appropriation of an annual sum sufficient to pay the 
principal and interest due on bonds and notes issued by the Board pursuant to the Constitutional 
Provision. 
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EXHIBIT B 
RFS OBLIGATIONS 

 

Note Program  
or Bonds  

Authorized 
Amount 

Date of  
Authorizing 
Resolution 

Maximum  
Maturity Date 

RFS Commercial 
Paper Notes, Series A 

and Taxable 
Commercial Paper 

Notes, Series B $1,250,000,000 August 14, 2008 April 1, 2035 
RFS Refunding 

Bonds, Series 2001A $85,000,000 February 11, 1999 August 15, 2013 
RFS Refunding 

Bonds, Series 2007B $345,460,000  August 23, 2007 August 1, 2034 
RFS Bonds, Series 

2008B $685,485,000  February 7, 2008 August 1, 2039 
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EXHIBIT C 
PUF OBLIGATIONS 

 
Note Program 

or Bonds  
Authorized  

Amount 
Date of Authorizing 

Resolution 
Maximum  

Maturity Date 
PUF Commercial 

Paper Notes, Series A 
and Taxable 

Commercial Paper 
Notes, Series B $500,000,000 August 14, 2008 August 1, 2035 

PUF Flexible Rate 
Notes, Series A $400,000,000 November 13, 2002 May 15, 2030 

PUF Bonds, Series 
2008A $400,905,000  August 14, 2008 July 1, 2038 
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EXHIBIT D 
 

DRAFT LIQUIDITY AGREEMENT 
 

[On file with the Board] 
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8. U. T. System:  Approval of additional aggregate amount of $10,250,000 of 
Revenue Financing System Equipment Financing for Fiscal Year 2009 and 
resolution regarding parity debt 

 
 

RECOMMENDATION 
 
The Chancellor concurs in the recommendation of the Executive Vice Chancellor for 
Business Affairs that the U. T. System Board of Regents 
  

a. approve an additional aggregate amount of $10,250,000 of Revenue 
Financing System Equipment Financing for Fiscal Year 2009 as allocated 
to those U. T. System institutions set out on Page 77; and 

 
b. resolve in accordance with Section 5 of the Amended and Restated 

Master Resolution Establishing The University of Texas System Revenue 
Financing System that 

 

 parity debt shall be issued to pay the cost of equipment including 
costs incurred prior to the issuance of such parity debt; 

 

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

 

 the institutions and U. T. System Administration, 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. System 
Board of Regents of tax-exempt parity debt in the aggregate 
amount of $10,250,000 for the purchase of equipment; and 

 

 this resolution satisfies the official intent requirements set forth in 
Section 1.150-2 of the Code of Federal Regulations that evidences 
the Board's intention to reimburse project expenditures with bond 
proceeds. 

 
 

BACKGROUND INFORMATION 
 
On April 14, 1994, the U. T. System Board of Regents approved the use of Revenue 
Financing System debt for equipment purchases in accordance with the Guidelines 
Governing Administration of the Revenue Financing System. Equipment financing is 
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used for the purchase of equipment in lieu of more costly vendor financing. The 
Guidelines specify that the equipment to be financed must have a useful life of at least 
three years. The debt is amortized twice a year with full amortization not to exceed  
10 years. 
  
On August 14, 2008, the U. T. System Board of Regents approved $122,756,000 for 
equipment financing in Fiscal Year 2009. This agenda item requests approval of an 
additional aggregate amount of $10,250,000 for equipment financing for Fiscal 
Year 2009.   
  
Further details on the equipment to be financed and debt coverage ratios for individual 
institutions may be found on Page 77. 
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