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1. U. T. System Board of Regents: Discussion and appropriate action regarding 
Consent Agenda items, if any, referred for Committee consideration

RECOMMENDATION

The proposed Consent Agenda is located at the back of the book.

Meeting of the U. T. System Board of Regents - Finance and Planning Committee

143



2. 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 145 - 152 and the March Monthly Financial
Report on Pages 153 - 177. The reports represent the consolidated and individual operating
detail 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 2011 through February 2015. Ratios requiring balance sheet data are provided for
Fiscal Year 2010 through Fiscal Year 2014.
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Actual Annual Amounts
(SOURCE: Annual Financial Reports)

Budget amounts
(SOURCE: Operating Budget Summary)

Projected Amounts based on the average change of the previous three years of data

Monthly Financial Report Year-to-Date Amounts

Annual and Quarterly Average of FTEs
(SOURCE: State Auditor's Office Quarterly FTE Report)

Year-to-Date Margin
(SOURCE: Monthly Financial Report)

Projected Amounts based on Monthly Financial Report

Year-to-Date Margin
(SOURCE: Monthly Financial Report)

Target Normalized Rates

Aaa Median
(SOURCE: Moody's)

A2 Median
(SOURCE: Moody's)

Good Facilities Condition Index (Below 5%)

Fair Facilities Condition Index (5% - 10%)

KEY
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PROJECTED 2015

KEY INDICATORS OF REVENUES
ACTUAL 2011 THROUGH 2014

YEAR-TO-DATE 2014 AND 2015 FROM FEBRUARY MONTHLY FINANCIAL REPORT 
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PROJECTED 2015

KEY INDICATORS OF EXPENSES
ACTUAL 2011 THROUGH 2014

YEAR-TO-DATE 2014 AND 2015 FROM FEBRUARY MONTHLY FINANCIAL REPORT 
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KEY INDICATORS OF RESERVES
ACTUAL 2010 THROUGH 2014

PROJECTED 2015
YEAR-TO-DATE 2014 AND 2015 FROM FEBRUARY MONTHLY FINANCIAL REPORT 
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KEY INDICATORS OF CAPITAL NEEDS AND CAPACITY
2010 THROUGH 2014
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Consider whether financial
exigency is appropriate

With likely large liquidity and debt 
compliance issues, consider structured
programs to conserve cash

Assess debt and Department
of Education compliance and
remediation issues

Consider substantive
programmatic adjustments

Re-engineer
the institution

    Direct institutional resources
    to allow transformation

     Focus resources to 
     compete in future state

     Allow experimentation
     with new initiatives

       Deploy resources to 
       achieve a robust mission

Source:  Strategic Financial Analysis for Higher Education, Seventh Edition

Scale for Charting CFI Performance

KEY INDICATORS OF FINANCIAL HEALTH
2010 THROUGH 2014
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KEY INDICATORS OF RESERVES

PROJECTED 2015 YEAR-END MARGIN
YEAR-TO-DATE 2014 AND 2015 FROM FEBRUARY MONTHLY FINANCIAL REPORT 
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THE UNIVERSITY OF TEXAS SYSTEM 

MONTHLY FINANCIAL REPORT 
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The University of Texas System 
Monthly Financial Report 

 
Foreword 

 
 
 
The Monthly Financial Report (MFR) 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.  In addition, although no significant variance may 
exist, institutions with losses may be discussed. 
 
The data is reported in three sections: (1) Operating Revenues, (2) Operating Expenses, and (3) Other 
Nonoperating Adjustments. Presentation of state appropriation revenues are required under GASB 35 
to be reflected as nonoperating revenues, so all institutions will report an Operating Loss prior to this 
adjustment. The MFR provides an Adjusted Income (Loss), which takes into account the nonoperating 
adjustments associated with core operating activities. An Adjusted Margin (as a percentage of operating 
and nonoperating revenue adjustments) is calculated for each period and is intended to reflect relative 
operating contributions to financial health.  
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March March
Year-to-Date Year-to-Date Fluctuation

FY 2015 FY 2014 Variance Percentage
U. T. System Administration (164,704,834.41)$         130,203,066.51$          (294,907,900.92)           (1) -226.5%
U. T. Arlington 8,386,913.39                15,749,467.80              (7,362,554.41)              (2) -46.7%
U. T. Austin 114,261,375.75             14,526,532.00              99,734,843.75              (3) 686.6%
U. T. Brownsville (5,528,427.55)               (4) (7,285,776.02)              1,757,348.47                24.1%
U. T. Dallas 4,959,089.27                5,936,474.78                (977,385.51)                 -16.5%
U. T. El Paso (8,064,301.47)               (2,953,357.80)              (5,110,943.67)              (5) -173.1%
U. T. Pan American (6,967,735.66)               2,977,102.03                (9,944,837.69)              (6) -334.0%
U. T. Permian Basin (3,938,847.29)               (3,004,455.19)              (934,392.10)                 (7) -31.1%
U. T. San Antonio 9,312,859.13                6,632,495.14                2,680,363.99                (8) 40.4%
U. T. Tyler (4,065,666.33)               589,694.32                   (4,655,360.65)              (9) -789.5%
U. T. Southwestern Medical Center 60,171,756.24              66,373,854.92              (6,202,098.68)              -9.3%
U. T. Medical Branch - Galveston 20,235,084.77              (3,546,815.05)              23,781,899.82              (10) 670.5%
U. T. Health Science Center - Houston 17,901,402.92              (2,879,696.04)              20,781,098.96              (11) 721.6%
U. T. Health Science Center - San Antonio 19,802,292.00              6,195,726.16                13,606,565.84              (12) 219.6%
U. T. M. D. Anderson Cancer Center 283,417,600.71             254,935,915.50            28,481,685.21              11.2%
U. T. Health Science Center - Tyler (1,619,257.76)               2,731,775.74                (4,351,033.50)              (13) -159.3%
Elimination of AUF Transfer (155,599,594.56)           (138,189,522.33)           (17,410,072.23)            -12.6%

Total Adjusted Income (Loss) 187,959,709.15             348,992,482.47            (161,032,773.32)           -46.1%

Investment Gains (Losses) 147,342,709.98             2,195,895,661.62         (2,048,552,951.64)        -93.3%

Total Adjusted Income (Loss) with 
Investment Gains (Losses) Including 
Depreciation and Amortization 335,302,419.13$           2,544,888,144.09$       (2,209,585,724.96)$      -86.8%

March March
Year-to-Date Year-to-Date Fluctuation

FY 2015 FY 2014 Variance Percentage
U. T. System Administration (154,274,423.26)$         134,510,871.06$          (288,785,294.32)           -214.7%
U. T. Arlington 34,626,970.58              41,768,480.19              (7,141,509.61)              -17.1%
U. T. Austin 254,261,375.75             190,693,198.67            63,568,177.08              33.3%
U. T. Brownsville (570,978.05)                  (2,401,270.28)              1,830,292.23                76.2%
U. T. Dallas 38,560,900.49              36,532,530.12              2,028,370.37                5.6%
U. T. El Paso 9,446,312.54                13,426,580.38              (3,980,267.84)              -29.6%
U. T. Pan American 3,781,144.07                12,276,227.87              (8,495,083.80)              -69.2%
U. T. Permian Basin 3,662,334.14                4,987,211.48                (1,324,877.34)              -26.6%
U. T. San Antonio 37,781,865.42              33,850,066.09              3,931,799.33                11.6%
U. T. Tyler 2,961,581.09                7,268,836.67                (4,307,255.58)              -59.3%
U. T. Southwestern Medical Center 148,633,280.81             134,767,961.84            13,865,318.97              10.3%
U. T. Medical Branch - Galveston 78,445,127.29              57,277,251.92              21,167,875.37              37.0%
U. T. Health Science Center - Houston 52,753,646.64              30,495,655.19              22,257,991.45              73.0%
U. T. Health Science Center - San Antonio 50,427,292.00              35,362,392.83              15,064,899.17              42.6%
U. T. M. D. Anderson Cancer Center 456,797,191.40             419,944,318.98            36,852,872.42              8.8%
U. T. Health Science Center - Tyler 4,854,216.84                8,418,002.48                (3,563,785.64)              -42.3%
Elimination of AUF Transfer (155,599,594.56)           (138,189,522.33)           (17,410,072.23)            -12.6%

Total Adjusted Income (Loss) 866,548,243.19             1,020,988,793.16         (154,440,549.97)           -15.1%

Total Adjusted Income (Loss) Excluding 
Depreciation and Amortization 866,548,243.19$           1,020,988,793.16$       (154,440,549.97)$         -15.1%

Excluding Depreciation and Amortization Expense

The University of Texas System

Comparison of Adjusted Income (Loss)

For the Seven Months Ending March 31, 2015 

Including Depreciation and Amortization Expense
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THE UNIVERSITY OF TEXAS SYSTEM 
EXPLANATION OF VARIANCES ON THE MONTHLY FINANCIAL REPORT 

For the Seven Months Ending March 31, 2015 

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.  Explanations are also provided for 
institutions with a current year-to-date adjusted loss and/or a projected year-to-date loss.  
  
 

(1) U. T. System Administration – The $294.9 million (226.5%) 
increase in adjusted loss as compared to adjusted income 
for the same period last year was primarily due to a 
decrease in oil royalties and the lack of mineral lease 
bonus sales in 2015, which are a component of net 
investment income. Also contributing to the variance was a 
decrease in sponsored program revenue received for the 
2014-2015 biennium for the Joint Admission Medical 
Program as it was all recognized in 2014, and an increase 
in claims paid for the Medical Dental Self-Insurance Plan. 
As a result, U. T. System Administration incurred a year-to-
date loss of $164.7 million. Excluding depreciation and 
amortization expense, U. T. System Administration’s 
adjusted loss was $154.3 million or -44.4% of revenues. 
U. T. System Administration anticipates ending the year 
with a $310.5 million loss, -55.3% of projected revenues, 
and includes $17.9 million of depreciation and amortization 
expense, as well as a $559.9 million accrual for Other 
Postemployment Benefits (OPEB) expense for the entire 
U. T. System.   

(2) U. T. Arlington – The $7.4 million (46.7%) decrease in 
adjusted income over the same period last year was 
primarily attributable to the following:  an increase in 
salaries and wages expense due to a 3.0% merit increase 
in 2015; an increase in professional fees and services due 
to temporary staff and training expenses related to the 
Texas Manufacturing Assistance Center (TMAC); and a 
decrease in net investment income. Excluding depreciation 
and amortization expense, U. T. Arlington’s adjusted 
income was $34.6 million or 10.9% of revenues. 

(3) U. T. Austin – The $99.7 million (686.6%) increase in 
adjusted income over the same period last year was 
primarily attributable to the following:  a decrease in 
depreciation and amortization expense as a result of gifted 
software licenses that were fully amortized in 2014; a 
decrease in scholarships and fellowships expense due to a 
lower estimate used in 2015 to more closely approximate 
the 2014 actual results; an increase in gift contributions for 
operations due to an understatement of pledged revenue in 
2014; and an increase in the funding from the Available 
University Fund primarily for operations and the new 
medical school. Excluding depreciation and amortization 
expense, U. T. Austin’s adjusted income was $254.3 million 
or 15.6% of revenues.   

(4) U. T. Brownsville – U. T. Brownsville incurred a year-to-date 
loss of $5.5 million which was primarily attributable to $1.9 
million of U. T. Rio Grande Valley related expenses and a 
decrease in student enrollment. Excluding depreciation and 
amortization expense, U. T. Brownsville’s adjusted loss 
was $571,000 or -0.8% of revenues. U. T. Brownsville 
anticipates ending the year with a $7.7 million loss, -6.8% 

of projected revenues, and includes $8.5 million of 
depreciation and amortization expense.   

(5) U. T. El Paso - The $5.1 million (173.1%) increase in 
adjusted loss as compared to the same period last year 
was attributable to an increase in tuition exemption 
scholarship expense, primarily related to the Hazelwood 
and Hazelwood Legacy programs. Also contributing to the 
variance were the following:  an increase in salaries and 
wages due to a 2.5% merit pool increase implemented in 
2015; and an increase in depreciation expense related to 
the rapid growth of buildings and research infrastructure on 
campus. As a result, U. T. El Paso incurred a year-to-date 
loss of $8.1 million. Excluding depreciation and 
amortization expense, U. T. El Paso’s adjusted income was 
$9.4 million or 4.0% of revenues. U. T. El Paso anticipates 
ending the year with a $14.2 million loss, —3.5% of 
projected revenues, and includes $30.5 million of 
depreciation and amortization expense.   

(6) U. T. Pan American – The $9.9 million (334.0%) increase in 
adjusted loss as compared to adjusted income for the same 
period last year was primarily due to the following:  an 
increase in salaries and wages and payroll related expense 
partially due to the addition of U. T. Rio Grande Valley 
salaries in anticipation of the opening of the new school in 
the fall of 2015; an increase in other contracted services 
due to expenses incurred for U. T. Rio Grande Valley; an 
increase in depreciation expense resulting from the Fine 
Arts Complex and the Student Academic Center which 
were placed into service late in 2014; an increase in 
materials and supplies attributable to the purchase of 
library furniture, Blackboard Managed Hosting Storage, 
soccer and track complex equipment, dining hall furniture, 
and lab computers; and an increase in utilities expense as 
a result of increased utility rates and a one-time payment of 
prior balances. As a result, U. T. Pan American incurred a 
year-to-date loss of $7.0 million. Excluding depreciation 
and amortization expense, U. T. Pan American’s adjusted 
income was $3.8 million or 2.2% of revenues. Partially due 
to costs related to the new U. T. Rio Grande Valley medical 
school, U. T. Pan American anticipates ending the year 
with a $9.4 million loss, -3.2% of projected revenues, and 
includes $19.1 million of depreciation and amortization 
expense.   

(7) U. T. Permian Basin – The $934,000 (31.1%) increase in 
adjusted loss over the same period last year was primarily 
attributable to the following:  a decrease in net auxiliary 
enterprises revenue as a result of housing revenue 
received in August 2014 for the fall of 2015 which was not 
deferred; an increase in salaries and wages as a result of 
merit increases and additional adjunct faculty to support 
enrollment growth; and an increase in other contracted 
services attributable to increased payments for food 
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service, a long-term contract on a sponsored program and 
increased costs for cleaning services at the Noel Wagner 
Performing Arts Center. Partially offsetting the negative 
impact of these items on the operating margin was an 
increase in gift contributions for operations as a result of 
gifts received in 2015 for football. As a result, 
U. T. Permian Basin incurred a year-to-date loss of $3.9 
million. Excluding depreciation and amortization expense, 
U. T. Permian Basin’s adjusted income was $3.7 million or 
8.2% of revenues. U. T. Permian Basin anticipates ending 
the year with an $8.5 million loss, -11.8% of projected 
revenues, and includes $13.0 million of depreciation and 
amortization expense. 

(8) U. T. San Antonio – The $2.7 million (40.4%) increase in 
adjusted income over the same period last year was 
primarily attributable to an increase in sales and services of 
educational activities due to an increase in course and 
instructor fees, and an increase in investment income. 
Excluding depreciation and amortization expense, 
U. T. San Antonio’s adjusted income was $37.8 million or 
12.7% of revenues. 

(9) U. T. Tyler – The $4.7 million (789.5%) increase in adjusted 
loss as compared to adjusted income for the same period 
last year was primarily attributable to a decrease in gift 
contributions for operations due to a large gift received in 
2014 with no comparable gifts received thus far in 2015, 
and an increase in salaries and wages expense due to 
merit and market increases. As a result, U. T. Tyler 
incurred a year-to-date loss of $4.1 million. Excluding 
depreciation and amortization expense, U. T. Tyler’s 
adjusted income was $3.0 million or 4.3% of revenues. 
U. T. Tyler anticipates ending the year with a $3.5 million 
loss, -3.0% of projected revenues, and includes $12.0 
million of depreciation and amortization expense. 

(10) U. T. Medical Branch - Galveston – The $23.8 million 
(670.5%) increase in adjusted income as compared to 
adjusted loss for the same period last year was primarily 
attributable to increased net sales and services of hospitals 
due to increased volumes related to the Angleton Danbury 
Campus, which was acquired effective August 16, 2014, 
Texas Department of Criminal Justice Hospital and 
Contracts, and UTMB Hospitals and Clinics. Additionally, 
other operating revenues increased due to Delivery System 
Reform Incentive Payment (DSRIP) revenues received for 
milestones accomplished in 2015. Excluding depreciation 
and amortization expense, UTMB’s adjusted income was 
$78.4 million or 7.5% of revenues. 

(11) U. T. Health Science Center – Houston – The $20.8 million 
(721.6%) increase in adjusted income as compared to 
adjusted loss for the same period last year was primarily 
attributable to an increase in net professional fees related 
to an increase in gross charges as a result of increased 
faculty recruitments and the planned expansion and growth 
of the physician practice plan combined with an effort to 
improve the overall collection rate, and an increase in gift 
contributions for operations primarily due to new pledges in 
2015 for stem cell therapeutics research. Additionally, other 
operating revenues increased due to an increase in DSRIP 
revenue. Excluding depreciation and amortization expense, 
UTHSC-Houston’s adjusted income was $52.8 million or 
6.7% of revenues.   

(12) U. T. Health Science Center – San Antonio – The $13.6 
million (219.6%) increase in adjusted income over the 
same period last year was primarily due to increased net 
professional fees as a result of improved billing efforts, an 
increase in clinical contracts, and an increase in South 
Texas DSRIP contract revenue and DSRIP incentive 
revenues other than South Texas. Excluding depreciation 
and amortization expense, UTHSC-San Antonio’s adjusted 
income was $50.4 million or 10.7% of revenues. 

(13) U. T. Health Science Center – Tyler - The $4.4 million 
(159.3%) increase in adjusted loss as compared to 
adjusted income for the same period last year was primarily 
attributable to $13.5 million of DSRIP revenue recognized 
in 2015, as compared to $18.8 million of DSRIP revenue 
recognized as of March 2014. Also, an increase in salaries 
and wages and payroll related expense contributed to the 
variance due to the addition of new faculty and staff for 
psychiatric programs. As a result of these factors,   
UTHSC–Tyler incurred a year-to-date loss of $1.6 million. 
Excluding depreciation and amortization expense, UTHSC–
Tyler’s adjusted income was $4.9 million or 4.9% of 
revenues. UTHSC–Tyler anticipates ending the year with a 
positive margin of $2.4 million, 1.4% of projected revenues, 
and includes $11.1 million of depreciation and amortization 
expense.   
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GLOSSARY OF TERMS 
 
OPERATING REVENUES: 

NET STUDENT TUITION – All student tuition and fee revenues earned at the UT institution for educational purposes, net of 
tuition discounting. 

SPONSORED PROGRAMS – Funding received from local, state and federal governments or private agencies, organizations 
or individuals, excluding Federal Pell Grant Program which is reported as nonoperating.  Includes amounts received for 
services performed on grants, contracts, and agreements from these entities for current operations.  This also includes indirect 
cost recoveries and pass-through federal and state grants. 

NET SALES AND SERVICES OF EDUCATIONAL ACTIVITIES – Revenues that are related to the conduct of instruction, 
research, and public service and revenues from activities that exist to provide an instructional and laboratory experience for 
students that create goods and services that may be sold. 

NET SALES AND SERVICES OF HOSPITALS – Revenues (net of discounts, allowances, and bad debt expense) generated 
from UT health institution’s daily patient care, special or other services, as well as revenues from health clinics that are part of 
a hospital. 

NET PROFESSIONAL FEES – Revenues (net of discounts, allowances, and bad debt expense) derived from the fees 
charged by the professional staffs at UT health institutions as part of the Medical Practice Plans.  These revenues are also 
identified as Practice Plan income.  Examples of such fees include doctor’s fees for clinic visits, medical and dental 
procedures, professional opinions, and anatomical procedures, such as analysis of specimens after a surgical procedure, etc. 

NET AUXILIARY ENTERPRISES – Revenues derived from a service to students, faculty, or staff in which a fee is charged that 
is directly related to, although not necessarily equal to the cost of the service (e.g., bookstores, dormitories, dining halls, snack 
bars, inter-collegiate athletic programs, etc.). 

OTHER OPERATING REVENUES – Other revenues generated from sales or services provided to meet current fiscal year 
operating expenses, which are not included in the preceding categories (e.g., certified nonprofit healthcare company 
revenues, donated drugs, interest on student loans, etc.)  Other receipts for settlements, judgments and lawsuits are 
considered nonoperating revenues. 

OPERATING EXPENSES: 

SALARIES AND WAGES – Expenses for all salaries and wages of individuals employed by the institution including full-time, 
part-time, longevity, hourly, seasonal, etc.  Includes salary augmentation and incentive compensation. 

PAYROLL RELATED COSTS – Expenses for all employee benefits paid by the institution or paid by the state on behalf of the 
institution.  Includes supplemental retirement annuities. 

COST OF GOODS SOLD – Purchases of goods for resale and raw materials purchased for use in the manufacture of 
products intended for sale to others.   

PROFESSIONAL FEES AND SERVICES – Payments for services rendered on a fee, contract, or other basis by a person, 
firm, corporation, or company recognized as possessing a high degree of learning and responsibility.  Includes such items as 
services of a consultant, legal counsel, financial or audit fees, medical contracted services, guest lecturers (not employees) 
and expert witnesses. 

OTHER CONTRACTED SERVICES – Payments for services rendered on a contractual basis by a person, firm, corporation or 
company that possess a lesser degree of learning and responsibility than that required for Professional Fees and Services.  
Includes such items as temporary employment expenses, janitorial services, dry cleaning services, etc. 

TRAVEL – Payments for travel costs incurred by employees and board members for meetings and training. 

MATERIALS AND SUPPLIES – Payments for consumable items.  Includes, but is not limited to:  computer consumables, 
office supplies, paper products, soap, lights, plants, fuels and lubricants, chemicals and gasses, medical supplies and copier 
supplies.  Also includes postal services, and subscriptions and other publications not for permanent retention. 

UTILITIES – Payments for the purchase of electricity, natural gas, water, and thermal energy.  

COMMUNICATIONS - Electronically transmitted communications services (telephone, internet, computation center services, 
etc.). 

REPAIRS AND MAINTENANCE – Payments for the maintenance and repair of equipment, furnishings, motor vehicles, 
buildings and other plant facilities, and waste disposal.  Includes, but is not limited to repair and maintenance to copy 
machines, furnishings, equipment – including medical and laboratory equipment, office equipment and aircraft. 

RENTALS AND LEASES – Payments for rentals or leases of furnishings and equipment, vehicles, land and office buildings (all 
rental of space). 

PRINTING AND REPRODUCTION – Printing and reproduction costs associated with the printing/copying of the institution’s 
documents and publications. 

BAD DEBT EXPENSE – Expenses incurred by the university related to nonrevenue receivables such as non-payment of 
student loans. 
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CLAIMS AND LOSSES – Payments for claims from self-insurance programs.  Other claims for settlements, judgments and 
lawsuits are considered nonoperating expenses. 

INCREASE IN NET OPEB OBLIGATION – The change in the actuarially estimated liability of the cost of providing healthcare 
benefits to UT System’s employees after they separate from employment (retire).   

SCHOLARSHIPS AND FELLOWSHIPS – Payments made for scholarship grants to students authorized by law, net of tuition 
discounting. 

FEDERAL SPONSORED PROGRAM PASS-THROUGHS TO OTHER STATE AGENCIES – Pass-throughs to other Texas 
state agencies, including other universities, of federal grants and contracts. 

STATE SPONSORED PROGRAM PASS-THROUGHS TO OTHER STATE AGENCIES – Pass-throughs to other Texas state 
agencies, including Texas universities. 

DEPRECIATION AND AMORTIZATION – Depreciation on capital assets and amortization expense on intangible assets. 

OTHER OPERATING EXPENSES – Other operating expenses not identified in other line items above (e.g., certified non-profit 
healthcare company expenses, property taxes, insurance premiums, credit card fees, hazardous waste disposal expenses, 
meetings and conferences, etc.).  Other claims for settlements, judgments and lawsuits are considered nonoperating 
expenses. 

OPERATING LOSS – Total operating revenues less total operating expenses before other nonoperating adjustments like state 
appropriations. 

OTHER NONOPERATING ADJUSTMENTS: 

STATE APPROPRIATIONS – Appropriations from the State General Revenue fund, which supplement the UT institutional 
revenue in meeting operating expenses, such as faculty salaries, utilities, and institutional support.  

NONEXCHANGE SPONSORED PROGRAMS – Funding received for the Federal Pell Grant Program, the portion of “state 
appropriations” funded by the American Recovery and Reinvestment Act, Texas Research Incentive Program (TRIP) and 
Enrollment Growth funding. 

GIFT CONTRIBUTIONS FOR OPERATIONS – Consist of gifts from donors received for use in current operations, excluding 
gifts for capital acquisition and endowment gifts.  Gifts for capital acquisition which can only be used to build or buy capital 
assets are excluded because they cannot be used to support current operations.  Endowment gifts must be held in perpetuity 
and cannot be spent.  The distributed income from endowment gifts must be spent according to the donor’s stipulations. 

NET INVESTMENT INCOME (on institutions’ sheets) – Interest and dividend income on treasury balances, bank accounts, 
Short Term Fund, Intermediate Term Fund and Long Term Fund.  It also includes distributed earnings from the Permanent 
Health Fund and patent and royalty income. 

NET INVESTMENT INCOME (on the consolidated sheet) – Interest and dividend earnings of the Permanent University Fund, 
Short Term Fund, Intermediate Term Fund, Long Term Fund and Permanent Health Fund.  This line item also includes the 
Available University Fund surface income, oil and gas royalties, and mineral lease bonus sales. 

INTEREST EXPENSE ON CAPITAL ASSET FINANCINGS – Interest expenses associated with bond and note borrowings 
utilized to finance capital improvement projects by an institution.  This consists of the interest portion of mandatory debt 
service transfers under the Revenue Financing System, Tuition Revenue bond and Permanent University Fund (PUF) bond 
programs.  PUF interest expense is reported on System Administration as the debt legally belongs to the Board of Regents. 

ADJUSTED INCOME (LOSS) including Depreciation and Amortization – Total operating revenues less total operating 
expenses including depreciation and amortization expense plus net other nonoperating adjustments. 

ADJUSTED MARGIN % including Depreciation and Amortization – Percentage of Adjusted Income (Loss) including 
depreciation and amortization expense divided by Total Operating Revenues plus Net Nonoperating Adjustments less Interest 
Expense on Capital Asset Financings. 

AVAILABLE UNIVERSITY FUND TRANSFER – Includes Available University Fund (AUF) transfer to System Administration 
for Educational and General operations and to UT Austin for Excellence Funding.  These transfers are funded by investment 
earnings from the Permanent University Fund (PUF), which are required by law to be reported in the PUF at System 
Administration.  On the MFR, investment income for System Administration has been reduced for the amount of the System 
Administration transfer so as not to overstate investment income for System Administration.  The AUF transfers are eliminated 
at the consolidated level to avoid overstating System-wide revenues, as the amounts will be reflected as transfers at year-end. 

INVESTMENT GAINS (LOSSES) – Realized and unrealized gains and losses on investments. 

ADJUSTED INCOME (LOSS) excluding Depreciation and Amortization – Total operating revenues less total operating 
expenses excluding depreciation and amortization expense plus net other nonoperating adjustments. 

ADJUSTED MARGIN % excluding Depreciation and Amortization – Percentage of Adjusted Income (Loss) excluding 
depreciation and amortization expense divided by Total Operating Revenues plus Net Nonoperating Adjustments less Interest 
Expense on Capital Asset Financings. 
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3. U. T. System: Approval of the Fiscal Year 2016 Budget Preparation Policies and 
Calendar for budget operations

RECOMMENDATION

With the concurrence of the Executive Vice Chancellor for Academic Affairs, the Executive
Vice Chancellor for Business Affairs, and the Executive Vice Chancellor for Health Affairs,
the Chancellor recommends that the U. T. System Board of Regents approve the Budget
Preparation Policies below and Calendar on Page 181 for use in preparing the Fiscal Year (FY)
2016 Operating Budget for the U. T. System as set out below:

U. T. System Fiscal Year 2016 Budget Preparation Policies

1. General Guidelines - The regulations and directives that will be included in the
General Appropriations Act enacted by the 84th Texas Legislature serve as the
basis for these guidelines and policies. In preparing the draft of the FY 2016
Operating Budget, the president of each institution should adhere to guidelines
and policies as detailed below and as included in the General Appropriations Act.
The Chancellor will issue detailed instructions regarding the implementation of
those regulations and directives into the institutional budget process.

The president of each institution should examine the resources used at the
institution and, where possible, redirect resources toward high priority mission
critical activities and strategic competitive investments that are consistent with the
goals and objectives included in the institution's Strategic Plan.

Overall budget totals, including retaining reasonable reserves for potential future
financial shortfall, must be limited to the funds available for the year from General
Revenue Appropriations, Estimates of Educational and General Income, and
limited use of institutional unappropriated balances.

2. Maintenance of Operating Margin and Use of Prior Year Balances - Institutions
should make all reasonable efforts to maintain a favorable operating margin within
the FY 2016 Operating Budget. Use of prior year balances should be limited to
critical items, unique opportunities, or projects funded from prior year income
committed for that purpose. Generally, balance usage should be reserved for
nonrecurring activities. Balance usage cannot be recommended to the U. T.
System Board of Regents for approval without the consent of the Chancellor, the
appropriate Executive Vice Chancellor, and the Associate Vice Chancellor,
Controller, and Chief Budget Officer.

3. Salary Guidelines - Recommendations regarding salary policy are subject to the
following directives:

A. Salaries Proportional by Fund - Unless otherwise restricted, payment for
salaries, wages, and benefits paid from appropriated funds, including local
funds and educational and general funds as defined in Texas Education Code
Section 51.009 (a) and (c), shall be proportional to the source of funds.
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B. Merit Increases and Promotions - Merit increases or advances in rank for
faculty are to be on the basis of teaching effectiveness, research, and public
service.

As defined in Texas Education Code Section 51.962, administrative and
professional staff and classified staff must have been employed by the
institution for at least six consecutive months immediately preceding the
effective date of the increase to be eligible for a merit increase, and at least six
months must have elapsed since the employee's last merit salary increase.

Merit increases or promotions for administrative and professional staff and
classified staff are to be based on evaluation of performance in areas
appropriate to work assignments. In accordance with the Regents' Rules and
Regulations, performance appraisals are required to be conducted annually for
all employees of the U. T. System. To verify compliance with this policy, U. T.
System presidents and the Executive Vice Chancellor for Business Affairs for
U. T. System Administration shall annually certify that all eligible employees
(including staff and faculty) have completed performance appraisals. Subject to
available resources and resolution of any major salary inequities, institutions
should give priority to implementing merit salary increases for faculty and staff.

C. Other Increases - Equity adjustments, competitive offers, and increases to
accomplish contractual commitments should also consider merit where
appropriate, subject to available resources. Subject to guidance issued by the
Chancellor, such increases should be noted and explained in the supplemental
data accompanying the budget.

D. New Positions - Subject to available resources, new administrative and
professional staff, classified staff, and faculty positions are to be requested only
when justified by workloads or to meet needs for developing new programs.

E. Reporting - The Chancellor will issue guidance on reporting of salary changes
and amounts. It is expected that required reports will encompass high-ranking
staff covered by Regents' Rules and Regulations, Rules 20203 and 20204
along with those staff receiving significant changes in compensation.

4. Staff Benefits Guidelines - Recommendations regarding the State contribution for
employee staff benefits such as group insurance premiums, teacher retirement,
and optional retirement are subject to legislative determination via the General
Appropriations Act. Payments for benefits, including for retirees, should comply
with the provisions of Accounting Policy Statements No. 11, "Benefits Proportional
by Fund" and the General Appropriations Act. The Chancellor will issue
instructions regarding the implementation of the benefits into the budget process.

5. Other Employee Benefits - Employer contributions to the self-insured
Unemployment Compensation Fund are based on an actuarial study. Workers'
Compensation Insurance rates are experience-rated for each institution.
Appropriate instructions will be issued regarding the implementation of
Unemployment Compensation Fund and Workers' Compensation Insurance
Benefits.
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6. Other Operating Expenses Guidelines - Increases in Maintenance, Operation,
Equipment, and Travel are to be justified by expanded workloads, for developing
new programs, or for correcting past deferrals or deficiencies.

7. Calendar - In the event of unforeseen circumstances, authority is delegated to the
Chancellor to modify the Calendar.

BACKGROUND INFORMATION

The U. T. System FY 2016 Budget Preparation Policies are consistent with the regulations and
directives included in the General Appropriations Act and other general law to be enacted by the
84th Texas Legislature. As written, this policy provides general direction to the U. T. System
institutions and may be modified as necessary to conform to the legislation, as finally passed.
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THE UNIVERSITY OF TEXAS SYSTEM 
FY 2016 OPERATING BUDGET CALENDAR 

 

 
 
January 2015 – August 2015    Performance appraisal focal period 
 
April 14, 2015        Request for Library, Equipment, Repair and Rehabilitation 

new project instructions and information on balances 
subject to lapse are sent to institutions 

 
May 14, 2015        U. T. System Board of Regents takes appropriate action on 

budget preparation policies 
 
June 1, 2015        New Library, Equipment, Repair and Rehabilitation project 

requests are due to U. T. System 
 
June 1 ‐ 12, 2015      Major goals, priorities, and resource allocation hearings 

with U. T. System Administration 
 
June 29, 2015        Draft budget documents due to U. T. System  
 
July 2 – 7, 2015      Technical budget review with U. T. System  
 
July 17, 2015        Final budget documents due to U. T. System  
 
July 20, 2015        Reports on highly compensated staff covered by Regents’ 

Rules 20203 and 20204, high‐ranking staff salaries, and 
institutional Top Ten salaries due to U. T. System 

 
August 7, 2015      Operating Budget Summaries provided to the U. T. System 

Board of Regents 
 
August 15, 2015      Salary change report due to U. T. System 
 
August 20, 2015      U. T. System Board of Regents takes appropriate action on 

Operating Budget and President and Executive Officer 
compensation 
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4. U. T. System Board of Regents: The University of Texas Investment Management 
Company (UTIMCO) Performance Summary Report and Investment Reports for the 
quarter ended February 28, 2015

REPORT

The February 28, 2015 UTIMCO Performance Summary Report is attached on Page 183.

The Investment Reports for the quarter ended February 28, 2015, are set forth on
Pages 184 - 187.

Item I on Page 184 reports activity for the Permanent University Fund (PUF) investments.
The PUF's net investment return for the quarter was 1.69% versus its composite benchmark
return of .49%. The PUF's net asset value increased by $509 million during the quarter to
$18,043 million. The increase was due to $211 million PUF Lands receipts, plus a net
investment return of $298 million. No distribution was made to the Available University
Fund (AUF) during the quarter.

Item II on Page 185 reports activity for the General Endowment Fund (GEF) investments.
The GEF's net investment return for the quarter was 1.80% versus its composite benchmark
return of .49%. The GEF's net asset value increased by $84 million during the quarter to
$8,323 million.

Item III on Page 186 reports activity for the Intermediate Term Fund (ITF). The ITF's net
investment return for the quarter was 1.35% versus its composite benchmark return of .53%.
The net asset value increased during the quarter to $6,998 million due to net contributions of
$182 million and net investment return of $93 million, less distributions of $51 million.

All exposures were within their asset class and investment type ranges. Liquidity was within
policy.

Item IV on Page 187 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 and Fidelity money
market fund, increased by $262 million to $2,238 million during the three months since the last
reporting period. Market values for the remaining asset types were debt securities: $20 million
versus $20 million at the beginning of the period; equities: $73 million versus $74 million at the
beginning of the period; and other investments: $9 million versus $2 million at the beginning of
the period.
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UTIMCO Performance Summary
February 28, 2015

Net
Asset Value
2/28/2015

(in Millions) 1 Mo 3 Mos Fiscal Calendar 1 Yr 3 Yrs 5 Yrs 10 Yrs
ENDOWMENT FUNDS

Permanent University Fund $ 18,043 2.67% 1.69% 1.06% 2.43% 7.15% 8.87% 9.08% 6.79%
Permanent Health Fund 1,105         2.63 1.78      1.44          2.25 7.21 8.87 9.08 6.78
Long Term Fund 7,218 2.63 1.78      1.44          2.25 7.21 8.87 9.09 6.78

General Endowment Fund 8,323 2.63% 1.80% 1.47% 2.21% 7.30% 8.97% 9.17% 6.86%

Separately Invested Funds  217 N/A N/A N/A N/A N/A N/A N/A N/A
Total Endowment Funds 26,583

OPERATING FUNDS
Intermediate Term Fund 6,998         1.70% 1.35% 0.29% 1.87% 3.75% 5.59% 6.63% N/A
Short Term Fund and Debt Proceeds 
Fund  2,123 0.01 0.03 0.05 0.02 0.10 0.12 N/A N/A

Total Operating Funds 9,121

Total Assets Under Management $ 35,704
VALUE ADDED (1) (Percent)
Permanent University Fund 0.90% 1.20% 1.42% 0.62% 1.66% 1.83% 1.44% 1.53%
General Endowment Fund 0.86% 1.31% 1.83% 0.40% 1.81% 1.93% 1.53% 1.60%
Intermediate Term Fund 0.42% 0.82% 1.82% 0.63% 2.15% 2.30% 2.19% N/A

VALUE ADDED (1) ($ IN MILLIONS)
Permanent University Fund $160 $212 $253 $109 $279 $856 $1,101 $2,242
General Endowment Fund 71 108 153 33 142 462 610 1,276
Intermediate Term Fund 29 56 126 43 144 399 594 -
Total Value Added $260 $376 $532 $185 $565 $1,717 $2,305 $3,518

Footnote available upon request

UTIMCO  4/1/2015

Periods Ended February 28, 2015
(Returns for Periods Longer Than One Year are Annualized)

Short Term Year to Date Historic Returns
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 Actual  Policy  Portfolio Policy Benchmark  Tactical 
Allocation 

 Active 
Management  Total 

More Correlated and Constrained:
  Investment Grade 6.9% 7.0% -1.43% -4.73% 0.07% 0.17% 0.24%
  Credit-Related 0.1% 0.0% -4.51% -3.56% 0.00% 0.00% 0.00%
  Real Estate 2.5% 2.5% 1.63% 5.45% -0.02% -0.09% -0.11%
  Natural Resources 6.7% 7.5% -19.29% -14.57% 0.01% -0.41% -0.40%
  Developed Country 15.5% 14.0% 9.07% 2.14% 0.06% 0.92% 0.98%
  Emerging Markets 9.8% 9.9% -6.70% -8.30% 0.04% 0.15% 0.19%
Total More Correlated and Constrained 41.5% 40.9% -2.26% -4.52% 0.16% 0.74% 0.90%

Less Correlated and Constrained 30.6% 30.0% 3.78% 2.47% 0.03% 0.35% 0.38%

Private Investments 27.9% 29.1% 3.25% 2.72% -0.05% 0.19% 0.14%

Total 100.0% 100.0% 1.06% -0.36% 0.14% 1.28% 1.42%

Summary of Capital Flows

($ millions)
Fiscal Year Ended   
August 31, 2014

Quarter Ended       
February 28, 2015

Fiscal Year to Date    
August 31, 2015

  Beginning Net Assets   $14,853 $17,534 $17,365

    PUF Lands Receipts 1,129                      211                           488                           

    Investment Return (Net of

    Expenses) 2,260 298 190

    Distributions to AUF   (877) 0 0

  Ending Net Assets   $17,365 $18,043 $18,043

UTIMCO  3/27/2015

I.  PERMANENT UNIVERSITY FUND
Investment Reports for Periods Ended February 28, 2015

Prepared in accordance with Texas Education Code  Sec. 51.0032

Fiscal Year to Date
 Asset Allocation  Returns  Value Added 
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 Actual  Policy  Portfolio Policy Benchmark  Tactical 
Allocation 

 Active 
Management  Total 

More Correlated and Constrained:
  Investment Grade 5.2% 7.0% -0.80% -4.73% 0.09% 0.19% 0.28%
  Credit-Related 0.1% 0.0% -4.51% -3.56% 0.00% 0.00% 0.00%
  Real Estate 2.6% 2.5% 1.63% 5.45% -0.01% -0.09% -0.10%
  Natural Resources 6.8% 7.5% -19.31% -14.57% 0.03% -0.41% -0.38%
  Developed Country 15.2% 14.0% 9.05% 2.14% 0.07% 0.93% 1.00%
  Emerging Markets 10.0% 9.9% -3.06% -8.30% 0.01% 0.53% 0.54%
Total More Correlated and Constrained 39.9% 40.9% -1.29% -4.52% 0.19% 1.15% 1.34%

Less Correlated and Constrained 31.3% 30.0% 3.78% 2.47% 0.03% 0.34% 0.37%

Private Investments 28.8% 29.1% 3.25% 2.72% -0.08% 0.20% 0.12%

Total 100.0% 100.0% 1.47% -0.36% 0.14% 1.69% 1.83%

Summary of Capital Flows

($ millions)
Fiscal Year Ended   
August 31, 2014

Quarter Ended    
February 28, 2015

Fiscal Year to Date    
August 31, 2015

  Beginning Net Assets   $7,396 $8,239 $8,325

    Contributions 225                         41                              80                            

    Withdrawals    (13)                          (9)                               (11)                           

    Distributions (371)                        (97)                             (194)                         

    Investment Return (Net of

    Expenses) 1,088 149 123

  Ending Net Assets   $8,325 $8,323 $8,323

UTIMCO  3/31/2015

II.  GENERAL ENDOWMENT FUND
Investment Reports for Periods Ended Februsry 28, 2015

Prepared in accordance with Texas Education Code  Sec. 51.0032

Fiscal Year to Date
 Asset Allocation  Returns  Value Added  
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General Endowment Fund
Actual Illiquidity vs. Trigger Zones

Maximum Actual Minimum 1 Year
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 Actual  Policy  Portfolio Policy Benchmark  Tactical 
Allocation 

 Active 
Management  Total 

More Correlated and Constrained:
  Investment Grade 30.3% 30.0% -2.09% -4.73% 0.01% 0.77% 0.78%
  Credit-Related 0.0% 0.0% 0.00% 0.00% 0.00% 0.00% 0.00%
  Real Estate 2.9% 3.0% 1.64% 5.45% -0.01% -0.12% -0.13%
  Natural Resources 6.3% 7.0% -19.08% -14.57% 0.05% -0.36% -0.31%
  Developed Country 9.4% 9.0% 9.15% 2.14% 0.01% 0.62% 0.63%
  Emerging Markets 5.9% 6.0% -3.10% -8.30% -0.01% 0.31% 0.30%
Total More Correlated and Constrained 54.8% 55.0% -2.44% -4.72% 0.05% 1.22% 1.27%

Less Correlated and Constrained 45.2% 45.0% 3.78% 2.47% -0.02% 0.57% 0.55%

Private Investments 0.0% 0.0% 0.00% 0.00% 0.00% 0.00% 0.00%

Total 100.0% 100.0% 0.29% -1.53% 0.03% 1.79% 1.82%

Summary of Capital Flows

($ millions)
Fiscal Year Ended   
August 31, 2014

Quarter Ended      
February 28, 2015

Fiscal Year to Date 
August 31, 2015

  Beginning Net Assets   $5,520 $6,774 $6,665

    Contributions 2,111                      423                        1,074                     

    Withdrawals    (1,391)                     (241)                       (661)                       

    Distributions (186)                        (51)                         (102)                       

    Investment Return (Net of

    Expenses) 611 93 22

  Ending Net Assets   $6,665 $6,998 $6,998

UTIMCO  4/6/15

 Returns  Value Added 

III.  INTERMEDIATE TERM FUND
Investment Reports for Periods Ended February 28, 2015

Prepared in accordance with Texas Education Code  Sec. 51.0032

 Asset Allocation 
Fiscal Year to Date
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IV.  SEPARATELY INVESTED ASSETS
Summary Investment Report at February 28, 2015

Report prepared in accordance with Texas Education Code  Sec. 51.0032       

($ thousands)
FUND TYPE

OPERATING FUNDS
CURRENT PURPOSE ENDOWMENT & ANNUITY & LIFE TOTAL EXCLUDING (DEBT PROCEEDS AND

DESIGNATED RESTRICTED SIMILAR FUNDS INCOME FUNDS AGENCY FUNDS OPERATING FUNDS (SHORT TERM FUND) TOTAL
ASSET TYPES
Cash & Equivalents: BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET
Beginning value 11/30/14 -             -             14,358     14,358     44,621      44,621      1,786        1,786        1,567        1,567        62,332           62,332        1,913,584     1,913,584     1,975,916     1,975,916     
Increase/(Decrease) -             -             (10,863)    (10,863)    63,595      63,595      (309)          (309)          825           825           53,248           53,248        209,039        209,039        262,287        262,287        
Ending value 02/28/15 -             -             3,495       3,495       108,216    108,216    1,477        1,477        2,392        2,392        115,580         115,580      2,122,623     2,122,623     2,238,203     2,238,203     

Debt Securities: 
Beginning value 11/30/14 -             -             13            14            11,310      11,897      7,659        7,857        -           -            18,982           19,768        -               -               18,982          19,768          
Increase/(Decrease) -             -             -           -           (6)              (141)          302           176           -           -            296                35               -               -               296               35                 
Ending value 02/28/15 -             -             13            14            11,304      11,756      7,961        8,033        -           -            19,278           19,803        -               -               19,278          19,803          

Equity Securities: 
Beginning value 11/30/14 1,160         10,585       881          857          40,972      50,236      12,121      12,456      -           -            55,134           74,134        -               -               55,134          74,134          
Increase/(Decrease) 1                (2,337)        (605)         (585)         539           732           479           659           -           -            414                (1,531)        -               -               414               (1,531)          
Ending value 02/28/15 1,161         8,248         276          272          41,511      50,968      12,600      13,115      -           -            55,548           72,603        -               -               55,548          72,603          

Other:
Beginning value 11/30/14 -             -             322          322          6               6               537           111           1,670        1,670        2,535             2,109          -               -               2,535            2,109            
Increase/(Decrease) -             -             (117)         (117)         1               1               23             2               6,923        6,923        6,830             6,809          -               -               6,830            6,809            
Ending value 02/28/15 -             -             205          205          7               7               560           113           8,593        8,593        9,365             8,918          -               -               9,365            8,918            

Total Assets:
Beginning value 11/30/14 1,160         10,585       15,574     15,551     96,909      106,760    22,103      22,210      3,237        3,237        138,983         158,343      1,913,584     1,913,584     2,052,567     2,071,927     
Increase/(Decrease) 1                (2,337)        (11,585)    (11,565)    64,129      64,187      495           528           7,748        7,748        60,788           58,561        209,039        209,039        269,827        267,600        
Ending value 02/28/15 1,161         8,248         3,989       3,986       161,038    170,947    22,598      22,738      10,985      10,985      199,771         216,904      2,122,623     2,122,623     2,322,394     2,339,527     

Details of individual assets by account furnished upon request.    

UTIMCO  3/13/2015
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5. U. T. System Board of Regents: Approval of annual distributions from the 
Permanent University Fund, the Permanent Health Fund, the Long Term Fund, and 
the Intermediate Term Fund

RECOMMENDATION

The Chancellor concurs with the Executive Vice Chancellor for Business Affairs in the
recommendation that

a. the Fiscal Year 2016 distribution from the Permanent University Fund (PUF) to the
Available University Fund (AUF) be increased from $763,552,645 to $772,876,690
effective September 1, 2015. This distribution equates to 5.00% of the trailing
12-quarter average of the net asset value of the PUF;

b. the distribution rate for the Permanent Health Fund (PHF) be increased from
$0.0597 per unit to $0.0606 per unit for Fiscal Year 2016 (effective with
November 30, 2015 distribution),

c. the distribution rate for the U. T. System Long Term Fund (LTF) be increased from
$0.3423 per unit to $0.3472 per unit for Fiscal Year 2016 (effective with
November 30, 2015 distribution); and

d. the distribution rate for the U. T. System Intermediate Term Fund (ITF) remain at
3.0% per annum (paid monthly) for Fiscal Year 2016.

BACKGROUND INFORMATION

The PUF Investment Policy states that the Board of Regents will approve an annual distribution
from the PUF to the AUF. Regents' Rule 80303 provides the default distribution shall be an
amount equal to 4.75% of the trailing 12-quarter average of the net asset value of the Fund for
the quarter ending February of each fiscal year unless the average annual rate of return of the
PUF investments over the trailing 12 quarters exceeds the Expected Return by 25 basis points
or more, in which case the distribution shall be an amount equal to 5.0% of the trailing
12-quarter average. “Expected Return” is the Expected Annual Return or Benchmarks set out in
Exhibit A to the PUF Investment Policy Statement.

As shown in the table below, the average annual return of the PUF investments for the trailing 
12 quarters ending February 28, 2015, has exceeded the Expected Return by 25 basis points or 
more (≥.25%). Therefore, as outlined in Regents’ Rule 80303, the “default” distribution rate for 
Fiscal Year 2015-2016 would be 5.0%, or $772,876,690.

Trailing 12 
Quarters Ending February 

28, 2015
Expected or
Benchmark Excess/(Deficit)

Average Annual Rate of Return 8.87% 6.82% 2.05%
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It is the recommendation of the Chancellor and the Executive Vice Chancellor for Business 
Affairs that the distribution from the PUF to the AUF for Fiscal Year 2016 be $772,876,690 or 
5.00% of the trailing 12-quarter average of the net asset value of the Fund. This calculation is 
shown below:

Quarter Ended Net Asset Value
05/31/2012 12,843,337,655
08/31/2012 13,470,262,684
11/30/2012 13,686,958,344
02/28/2013 14,241,921,929

05/31/2013 14,630,924,697
08/31/2013 14,852,538,510
11/30/2013 15,625,425,857
02/28/2014 16,284,907,290

05/31/2014 16,912,325,818
08/31/2014 17,364,902,520
11/30/2014 17,533,457,255
02/28/2015 18,043,442,921

$    185,490,405,477
Number of quarters 12 
Average Net Asset Value $      15,457,533,790
Distribution Percentage 5.00%

FY 2015-16 Distribution $           772,876,690

Article VII, Section 18 of the Texas Constitution requires that the amount of distributions to the 
AUF be determined by the Board of Regents of The University Texas System (Board of 
Regents) 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 distributions to the AUF. The Constitution further limits the Board of Regents’ 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 $772,876,690 is substantially greater than 
PUF bond debt service of $296,800,000 projected for FY 2015-2016.

System Debt Service
U. T. $ 171,100,000        

TAMU 125,700,000         
Total: $ 296,800,000        

Sources: U. T. System Office of Finance

Texas A&M University System Office of 
Treasury Services

2. The Board of Regents may not increase annual PUF distributions to the AUF (except as 
necessary to pay PUF debt service) if the purchasing power of PUF investments 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 28, 2015, was 5.19%, which indicates that the purchasing power test was met. 
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Average Annual Percent
Rate of Total Return, Net of Investment Manager Fees 6.90%
Mineral Interest Receipts 4.78%
Expense Rate (0.16)%
Inflation Rate (2.04)%
Distribution Rate (4.29)%
Net Real Return 5.19%

3. The annual distribution from the PUF to the AUF during any fiscal year made by the 
Board of Regents may not exceed an amount equal to 7% of the average net fair market 
value of PUF investment assets as determined by the Board of Regents (except as 
necessary to pay PUF bond debt service). The annual distribution rate calculated using 
the trailing 12-quarter average value of the PUF is within the 7% maximum allowable 
distribution rate.

Proposed
Distribution

as a % of Maximum
Value of PUF Proposed Value of PUF Allowed

Investments (1) Distribution Investments Rate

$15,457,533,790 $772,876,690 5.00% 7.00%

(1) Source: UTIMCO

The spending policy objectives of the PHF and LTF are to

a. provide a predictable stable stream of distributions over time;

b. ensure that the inflation-adjusted value of the distributions is maintained over the long
term; and

c. 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.

The increase in the consumer price index for the prior three years as of November 30, 2014,
was 1.4%. The recommended 1.4% increase in the PHF distribution rate of $0.0597 to $0.0606
per unit will increase the distributions by the average rate of inflation for the trailing 12 quarters.
The PHF's distribution rate calculated using the prior 12-quarter average value of the PHF is
4.8%.

The recommended 1.4% increase in the LTF distribution rate from $0.3423 to $0.3472 per unit
will increase the distributions by the average rate of inflation for the trailing 12 quarters. The
LTF's distribution rate calculated using the prior 12-quarter average value of the LTF is 5.1%.

The distribution rate for the ITF was originally set at 3.0% per annum for Fiscal Year 2007 by the
U. T. Board on May 11, 2006, and has continued at that rate for each succeeding fiscal year.
The recommendation for Fiscal Year 2016 is to continue a distribution rate of 3.0%.
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6. U. T. System Board of Regents: Report on activities of the University Lands 
Advisory Board

REPORT

Regent Cranberg, Chairman of the University Lands Advisory Board (ULAB), and Mr. Mark
Houser, Chief Executive Officer - University Lands, will report on activities related to the ULAB.

BACKGROUND INFORMATION

The ULAB was established by the Board of Regents on May 15, 2014, and the Regents'
Rules and Regulations, Rule 10402, regarding Committees and Other Appointments, was
subsequently editorially amended to include the ULAB.

On July 10, 2014, the U. T. System Board of Regents appointed the following members to
the ULAB:

For terms of two years:

∑ Regent Cranberg, who has agreed to serve as Chairman;

∑ Regent Hildebrand; and

∑ Texas A&M University System Regent Morris Foster.

For terms of three years:

∑ Mr. Thomas L. Carter, Jr., President, CEO, and Chairman of Black Stone Minerals
Company LP; and

∑ Mr. Frank D. Tsuru, CEO and President of M3Midstream LLC.

Executive Vice Chancellor for Business Affairs Scott Kelley serves as an ex officio, nonvoting
member.

ULAB members advise the Board on operations and management of the University Lands
Office, including hiring the Chief Executive Officer - University Lands, reviewing and
recommending budgets to the Board, and providing strategic direction.
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7. U. T. System: Approval of $7.0 million in Available University Funds for a Shared 
Services spend analytics project

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Health Affairs concur in the
recommendation of the Executive Vice Chancellor for Business Affairs that the U. T. System
Board of Regents approve $7.0 million of Available University Funds (AUF) for a Shared
Services spend analytics project as described below.

BACKGROUND INFORMATION

The U. T. Shared Services program involves cross-campus collaboration projects that save
money and improve quality. Potential U. T. System Shared Services projects are brought to
the U. T. System Shared Services Executive Committee (Committee) for consideration. The
Committee is comprised of the institutions' chief business officers (CBOs) and the U. T. System
Executive Vice Chancellor for Business Affairs chairs the Committee. The Committee's role,
among others, is to decide whether to recommend to the Board to invest money, time and effort
into particular projects.

The U. T. System Supply Chain Alliance (Alliance) is a key component of the U. T. Shared
Services program. Acting on behalf of U. T. System institutions, the Alliance conducts group
purchases of goods and services that leverage the size and strength of U. T. System. The
resulting U. T. System master agreements are designed to achieve lower prices and better
purchase terms than any institution could achieve on its own. Since its inception in 2007, the
Alliance has put in place more than 70 master agreements that are projected to generate
cumulative savings to U. T. System institutions of $132 million, with the Alliance's costs of
operation being funded entirely from vendor-paid administrative fees.

To identify savings from potential group purchases, the Alliance relies on spend data obtained
from the campuses themselves and external sources. This information - commonly referred
to as "spend analytics” - is essential to identify what the U. T. System health institutions are
spending, who their suppliers are, what prices each institution is actually paying, and how these
prices compare across the U. T. System health institutions and to prices available to others
outside of U. T. System. To date, it has proven very difficult to obtain accurate and timely spend
analytics data. The U. T. System health institutions do not share common tools or processes or
sources for gathering spend analytics data, with the result that data quality is often poor and
unreliable.

The U. T. System health institutions' CBOs wish to have the Alliance conduct a competitive
procurement for a significantly improved spend analytics solution. This solution would involve:

∑ Data Validation: acquiring, cleansing, categorizing, and processing unrelated data sets
for common use. Data validation services may be performed manually or through the use
of software, pending verification by the U. T. System health institutions' subject matter
experts (SMEs).
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∑ Analysis software: studying large data sets to identify patterns, trends, and outliers.

∑ Business Intelligence: using tools and services to conduct benchmarking, clinical value
analyses, strategic sourcing, contract management, supplier negotiations, and other
spend activities.

To secure this solution, the Alliance would competitively procure spend analytics tools and
services that initially would focus on the more than $3.0 billion in annual, impactable spend
by the six U. T. System health institutions. Later, the tools and services could be extended to
impactable spend by the nine U. T. System academic institutions as well.

The U. T. System health institutions' SMEs have characterized the institutions' workload to
implement the spend analytics project as moderate, with the largest portion of the work involving
use of business intelligence, in cooperation with the Alliance, to deliver on more cost savings
and improved service levels. Implementation would begin promptly after contracting with a
spend analytics supplier, with the Alliance overseeing implementation, and initial spend
analytics results would be available for use about six months later.

The spend analytics solution is conservatively projected to achieve incremental savings from
cross-campus collaborations of $40-50 million over a five-year period, generating a return on
investment estimated at 6.5 to 1. Savings will result, for example, from lower pricing achieved
through greater aggregation of existing spend across campuses, and through subjecting more
spend to competitive procurements, in both cases while maintaining or improving the quality of
goods and services purchased.

This proposal is part of an overall strategy that identifies future opportunities for the U. T.
System health institutions to pursue and collaborate on other activities across the Procure-to-
Pay business process. The U. T. System health institutions' CBOs are evaluating these potential
additional, internal collaborations, and in the future the U. T. System Board of Regents may be
asked to fund investment in other projects designed to drive significant efficiencies in performing
these other redundant activities.

The U. T. System Board of Regents is requested to approve AUF funding for a U. T. System
investment of up to $7.0 million for the spend analytics solution, covering the costs of software
licenses, related services, project implementation costs, and ongoing project support over a five-
year period.
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