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 MEETING NO. 890 
 
 
THURSDAY, FEBRUARY 8, 1996.--The members of the Board of 
Regents of The University of Texas System convened in regu-
lar session at 10:00 a.m. on Thursday, February 8, 1996, in  
Room 308 of the Geological Sciences Building at The Univer- 
sity of Texas at El Paso, El Paso, Texas, with the following 
in attendance: 
 
 
ATTENDANCE.-- 
 
 Present                        Absent                
 Chairman Rapoport, presiding  *Vice-Chairman Hicks 
 Vice-Chairman Smiley   **Regent Lebermann 
 Regent Deily 
 Regent Evans 
 Regent Holmes 
 Regent Loeffler 
 Regent Temple 
 
  Executive Secretary Dilly 
 
 Chancellor Cunningham 
 Executive Vice Chancellor Duncan 
 Executive Vice Chancellor Mullins 
 Executive Vice Chancellor Burck 
 
 
Chairman Rapoport announced a quorum present and called the 
meeting to order. 
 
 
RECESS TO EXECUTIVE AND BRIEFING SESSIONS.--Chairman Rapoport 
announced that the Board would recess to convene an Executive 
Session and briefing session pursuant to Texas Government 
Code, Chapter 551, Sections 551.071, 551.072, and 551.074 to 
consider those matters listed on the Executive Session agenda. 
 
 
RECONVENE.--At 1:50 p.m., the Board reconvened in open session 
in Room 310 of the Geological Sciences Building. 
 
 
WELCOME BY DR. DIANA S. NATALICIO, PRESIDENT OF THE UNIVERSITY 
OF TEXAS AT EL PASO.--Chairman Rapoport stated that the Board 
was pleased to be meeting at The University of Texas at  
El Paso and was especially delighted to have had the opportu- 
nity to meet with many El Paso friends and supporters at last 
evening's (February 7) very nice social event.  He then called 
on Dr. Diana S. Natalicio, President of U. T. El Paso, for any 
welcoming remarks on behalf of the host institution. 
 
On behalf of the faculty, staff, and students of U. T.   
El Paso, President Natalicio welcomed the members of the Board 
and other guests to the campus. 
 
 
_______________________ 
 
*Vice-Chairman Hicks was excused because of a previous com- 
 mitment. 
 
**Regent Lebermann was excused due to a death in his family. 
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U. T. BOARD OF REGENTS:  APPROVAL OF MINUTES OF REGULAR MEET-
ING HELD ON NOVEMBER 9, 1995, AND SPECIAL MEETING HELD ON 
JANUARY 5, 1996.--Upon motion of Regent Evans, seconded by 
Vice-Chairman Smiley, the Minutes of the regular meeting of 
the Board of Regents of The University of Texas System held  
on November 9, 1995, in Arlington, Texas, were approved as 
distributed by the Executive Secretary.  The official copy  
of these Minutes is recorded in the Permanent Minutes,  
Volume XLIII, Pages 1 - 688.  
 
Upon motion of Vice-Chairman Smiley, seconded by Regent Evans, 
the Minutes of the special meeting of the Board of Regents of 
The University of Texas System held on January 5, 1996, in 
Austin, Texas, were approved as distributed by the Executive 
Secretary.  The official copy of these Minutes is recorded  
in the Permanent Minutes, Volume XLIII, Pages 689 - 698. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
RECESS FOR COMMITTEE MEETINGS AND COMMITTEE REPORTS TO THE 
BOARD.--At 1:55 p.m., the Board recessed for the meetings 
of the Standing Committees, and Chairman Rapoport announced 
that at the conclusion of each committee meeting the Board 
would reconvene to approve the report and recommendations 
of that committee. 
 
The meetings of the Standing Committees were conducted in 
open session and the reports and recommendations thereof 
are set forth on the following pages. 
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 REPORTS AND RECOMMENDATIONS OF STANDING COMMITTEES 
 
 
REPORT OF EXECUTIVE COMMITTEE (Page  3 ).--In compliance with 
Section 7.14 of Chapter I of Part One of the Regents' Rules 
and Regulations, Chairman Rapoport reported that there were no 
actions by the Executive Committee since the last meeting for 
ratification and approval by the U. T. Board of Regents except 
for Executive Committee Letters 96-3 through 96-6 as noted 
below: 
 
 
U. T. System:  Approval of Executive Committee Letters 96-3 
Through 96-6 Via the Chancellor's Docket Process.--Chairman 
Rapoport noted that in keeping with approved procedures  
Executive Committee Letters 96-3 through 96-6, which had  
been distributed since the November 1995 meeting of the  
Board and which had received the prior approval of the 
Executive Committee, now appear in the U. T. System Admin-
istration Docket on Pages ECL 1 - 6 and would be considered 
for approval or ratification on the agenda of the Business 
Affairs and Audit Committee as set out on Page  4 . 
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REPORT AND RECOMMENDATIONS OF THE BUSINESS AFFAIRS AND AUDIT 
COMMITTEE (Pages 4 - 15).--Committee Chairman Smiley reported 
that the Business Affairs and Audit Committee had met in open 
session to consider those matters on its agenda and to 
formulate recommendations for the U. T. Board of Regents.  
Unless otherwise indicated, the actions set forth in the 
Minute Orders which follow were recommended by the Business 
Affairs and Audit Committee and approved in open session and 
without objection by the U. T. Board of Regents: 
 
 
1. U. T. System:  Approval of Chancellor's Docket No. 84 

(Catalog Change).--Upon recommendation of the Business 
Affairs and Audit Committee, the Board approved Chan-
cellor's Docket No. 84 in the form distributed by the 
Executive Secretary.  It is attached following Page 165 
in the official copies of the Minutes and is made a part 
of the record of this meeting. 

 
 It was expressly authorized that any contracts or other 

documents or instruments approved therein had been or 
shall be executed by the appropriate officials of the 
respective institution involved. 

 
 It was ordered that any item included in the Docket that 

normally is published in the institutional catalog be 
reflected in the next appropriate catalog published by 
the respective institution.  

 
 To avoid any appearance of a possible conflict of inter-

est, Regent Deily was recorded as abstaining from any 
vote on Item 1 on Page A - 34 of The University of Texas 
at Austin Docket related to a contract with Houston 
Lighting & Power Company. 

 
 
2. U. T. System:  Approval of 1997 Budget Preparation 

Policies and Limitations for General Operating Budgets, 
Auxiliary Enterprises, Contracts and Grants, Restricted 
Current Funds, Designated Funds, and Service and 
Revolving Funds Activities and Calendar for Budget 
Operations.--The Board, upon recommendation of the 
Business Affairs and Audit Committee, adopted the 
following Budget Preparation Policies and Limitations and 
Calendar for preparation of the 1997 Operating Budgets 
for The University of Texas System: 

 
 
 U. T. System 1997 Budget Preparation Policies 
 
 
 General Guidelines - The regulations and directives 

included in the General Appropriations Act serve as the 
basis for these guidelines and policies.  In preparing 
the draft of the 1997 Operating Budget, the Chief 
Administrative Officer of each component institution 
should adhere to guidelines and policies as detailed 
below.  Overall budget totals, including reasonable 
reserves, 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. 
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 Salary Guidelines - Recommendations regarding salary 
policy are subject to the following directives of the 
General Appropriations Act. 

 
 Article IX, Section 30.  Salaries to be Propor-

tional by Fund. 
 
  It is the intent of the Legislature that unless 

otherwise restricted payment for salaries, 
wages, and benefits paid from appropriated 
funds, including local funds and educational 
and general funds as defined in V.T.C.A., 
Education Code, Sec. 51.009 (a) and (c), shall 
be proportional to the source of funds. 

 
 1. Merit Increases - Subject to available 

resources and resolution of any major salary 
inequities, institutions should give prior-
ity to implementing merit salary increases for 
faculty and staff, keeping in mind the  

  1996-1997 biennium goal of at least an average 
5% merit salary increase for faculty and staff. 

 
  Merit increases or advances in rank for faculty 

are to be on the basis of teaching 
effectiveness, research, and public service. 

 
  Merit increases or promotions for adminis-

trative and professional staff and classified 
staff are to be based on evaluation of per-
formance in areas appropriate to work assign-
ments. 

 
  To be eligible for a merit increase, classified 

staff must have been employed by the 
institution for at least six months as of 
August 31, 1996. 

 
 2. Other Increases - Equity adjustments, com-

petitive offers, and increases to accomplish 
contractual commitments may also be granted in 
this budget and should also consider 
merit where appropriate, subject to available 
resources.  Such increases should be noted and 
explained in the supplemental data accompanying 
the budget. 

 
 3. New Positions - New administrative and profes-

sional, classified staff and faculty positions 
are to be requested only when justified by work 
loads or to meet needs for developing new 
programs. 

 
 4. It is the expectation that Fiscal 
  Year 1997 increases for merit, equity, or 

other increases be included in the 
Operating Budget. 
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 Staff Benefits Guidelines - Recommendations regarding 
employee staff benefits are subject to the following 
directives included in the General Appropriations Act. 

 
 1. Staff Group Insurance Premiums - The General 

Revenue contribution for staff group insurance 
premiums for higher education is included in 
Article III, pages III-30 through III-34 of the 
General Appropriations Act.  For each full-time 
active and retired employee enrolled for 
eligible coverage, the 1997 State's 
contribution rate is as follows: 

 
   Employee Only Category   $186.31 
   Employee and Spouse Category  $292.13 
   Employee and Children Category $257.16 
   Employee and Family Category  $362.98 
 
  Funds appropriated for higher education 

employees' group insurance contributions may 
not be used for any other purpose.  To budget 
these funds, a "Transfer from Employees Group 
Insurance Contribution" should be reflected as 
a General Revenue item in the "Method of 
Financing" section of the operating budget 
summary.  Employee group insurance premiums for 
employees paid from Educational and General 
Income are included in each institution's 
appropriation for "Educational and General 
State Support." 

 
  In addition, active and retired employees are 

authorized to use one-half of the "employee 
only" state contribution for optional insurance 
provided that they have health insurance 
coverage from another source. 

 
 2. Teacher Retirement Program - State contribution 

at 6.0% of payroll is included in the funds 
appropriated to the Teacher Retirement System 
to match members' contributions. 

 
 3. Optional Retirement Program - The state con-

tribution rate for employees who are on the 
payroll as of August 31, 1995 is 7.31% of 
payroll.  (State matching contributions of 6.0% 
of payroll is included in the funds 
appropriated to the Teacher Retirement 
System and 1.31% of payroll is included 
in funds appropriated to The University of 
Texas System.)  For employees who are on 
the payroll as of August 31, 1995, institutions 
are authorized to use local funds or other 
sources of funds to supplement the General 
Revenue Fund appropriations in order to provide 
an employer contribution of 8.5% of payroll. 



 
7 

  The Optional Retirement Program contribution 
rate for employees who are hired on or after 
September 1, 1995 is the same contribution as 
for members of the Teacher Retirement System, 
or 6.0% of payroll for Fiscal Year 1997.  
Institutions must notify all newly hired 
employees that the contribution rate for the 
Optional Retirement Program may fluctuate over 
time. 

 
 4. Other Employee Benefits - Employer contribu-

tions to the self-insured Unemployment Com-
pensation Fund is $.68 per $100 of the first 
$9,000 of salary paid per employee.  Workers' 
Compensation Insurance rates have been expe-
rience rated for each component. 

 
 Other Operating Expenses Guidelines - Increases in 

Maintenance, Operation, Equipment, and Travel are to 
be justified by expanded work loads, for developing new 
programs, or for correcting past deferrals or deficien-
cies. 

 
 Budget Reductions and Limitations - Article III and Arti-

cle IX of the General Appropriations Act contain several 
sections requiring budget reductions and budget 
restrictions which may impact the 1997 Operating Budget. 
Such reductions should be anticipated in preparing the 
1997 Operating Budget.  Those riders which may have 
significant impact are: 

 
  Article III, The University of Texas System, 

Section 4.  Appropriations, Governing Board. 
 
  Out of the funds appropriated herein, an amount 

not to exceed $436,569 in each year of the 
biennium shall be for all expenses associated 
with the governing board's duties including, 
but not limited to:  travel, entertainment, 
lodging, and expenses of state employees who 
provide services for the governing board. 

 
  Article III, Section 34.  Proportionality and 

Optional Retirement Program Contribution Off-
sets. 

 
  Out of the general revenue funds specifi-

cally appropriated by those strategies titled 
"Retirement Contribution Adjustments", The 
University of Texas System Office is authorized 
to replace those amounts that are paid by each 
institution or system office for:  (a) Teacher 
Retirement System (TRS) and Optional Retirement 
Program (ORP) employer contributions associated 
with salaries funded by educational and general 
sources, as required by Section 155, Article IX 
of this Act, and (b) employer contribution 
supplements associated with the ORP contribu-
tion rate reduction implemented by this Act. 

 
  To budget these funds, a "Transfer from System 

Administration" should be reflected as 
a General Revenue item in the "Method of 
Financing" section of the operating budget 
summary. 
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  Article IX, Section 153.  Reduction in Appro-
priations and Limitation on State Employment. 

 
  It is the intent of the Legislature to limit 

the growth in the level of employment for state 
agencies and institutions of higher education. 
The amounts indicated as the "Number of Posi-
tions (FTE)" following the agency's items of 
appropriation in this Act are the target levels 
for each state agency and institution of higher 
education.  The actual levels of employment 
shall be monitored by the Legislative Budget 
Board and the Governor's Office of Budget and 
Planning.  Each state agency and institution of 
higher education shall report such information 
upon request. 

 
  The Comptroller of Public Accounts is hereby 

directed to reduce the appropriations made 
by this Act out of the General Revenue Fund, by 
an amount equal to 1.26% of the total amount 
appropriated out of the above identified fund-
ing sources, excluding appropriations exempted 
from the application of this subsection, or 
$300,000,000 for the biennium, whichever amount 
is greater.  The Comptroller of Public Accounts 
shall determine the amounts to be reduced 
pursuant to this subsection no later than 
October 1, 1995 and shall inform the 
Legislative Budget Board and the Governor as to 
the reduction amounts for each agency.  The 
Comptroller of Public Accounts shall also 
inform each state agency and institution 
affected by the reductions no later than Octo-
ber 15, 1995. 

 
  It is the intent of the Legislature that at 

least 50% of the appropriation reductions made 
pursuant to subsection 2 of this section be 
applied by the affected agencies toward 
reductions in salary and personnel expenses. 

 
  Article IX, Section 155.  Reductions in 

Appropriations:  Higher Education Retirement 
Programs. 

 
  It is the intent of the Legislature that the 

recommendations developed by the Texas Per-
formance Review (TPR) and described in Gaining 
Ground as recommendation ED 24, Apply the 
Proportionality Concept to Higher Education's 
Retirement Programs, be adopted and implemented 
by the Teacher Retirement System and each 
affected institution of higher education.  In 
order to achieve an identifiable General 
Revenue Fund savings of $120.2 mil-lion during 
the 1996-1997 biennium, the affected 
institutions of higher education shall pay to 
the Teacher Retirement System and the Optional 
Retirement Program, out of funds appropriated 
elsewhere in this Act and out of local funds, 
the amounts necessary to provide for the 
retirement program contribution obligations 
related to the payment of salaries from funds 
other than the General Revenue Fund. 
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 1997 Operating Budget Calendar 
 
 
January 1996   Draft of budget instructions to 

institutions 
 
February 8, 1996  U. T. Board of Regents approve budget 

policies 
 
March 18-22, 1996  Budget policy/resource allocation 

hearings with System Administration 
 
April 22, 1996   Draft copies of budgets, salary 

rosters and supplemental data 
(temporary binding) due to System 
Administration 

 
April 29-May 3, 1996 Technical budget hearings with System 

Administration 
 
May 13, 1996   Final copies of budgets, salary 

rosters, and supplemental data due to 
System Administration 

 
May 23, 1996   Budgets mailed to U. T. Board of 

Regents 
 
June 1996    U. T. Board of Regents' Committee 

Briefings and preliminary approval 
 
August 8, 1996   U. T. Board of Regents approve budget 
 
August 19, 1996  Budgets (unbound) due to System 

Administration for copying and 
binding 

 
 
 The U. T. System 1997 Budget Preparation Policies track 

the provisions contained in the General Appropriations 
Act, H.B. 1 of the 74th Texas Legislature, Regular 
Session, and are similar to those used in preparing 
previous budgets. 
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3. U. T. System:  Authorization to Amend the Sick Leave Pool 
Policy.--In order to comply with Senate Bill 988 passed 
by the 74th Texas Legislature, which changed the number 
of days an employee may transfer to a sick leave pool, 
the Board amended The University of Texas System Sick 
Leave Pool Policy to read as set forth below: 

 
 
 SICK LEAVE POOL POLICY 
 
 
 1. PURPOSE.  Each component institution of the 
  U. T. System and U. T. System Administration 

shall establish a sick leave pool to provide a 
source of additional sick leave for those 
employees who have exhausted accrued annual 
leave and sick leave because of a catastrophic 
illness or injury. 

 
 2. DEFINITIONS.  As used in this Policy: 
 
  2.1 "Catastrophic illness or injury" means a severe 

condition or combination of conditions 
affecting the mental or physical health of an 
employee or the employee's immediate family 
that requires the services of a licensed 
physician for a prolonged period of time and 
that requires the employee to exhaust accrued 
leave and to lose compensation from the State. 

 
  2.2 "Employee" means a regular employee of a 

component institution of the U. T. System or 
the U. T. System Administration as defined 
in the General Appropriations Act. 

 
  2.3 "Immediate family" means those persons living 

in the same household with the employee who are 
either related to the employee by kinship, 
adoption, or marriage or are certified by the 
Texas Department of Human Services as foster 
children of the employee or, if not living in 
the same household, are totally dependent upon 
the employee for personal care or services on a 
continuing basis. 

 
  2.4 "Licensed physician" means a person who is 

licensed to practice in one of the health 
professions set forth in Article 3.70-2 of the 
Texas Insurance Code. 

 
  2.5 "Pool administrator" means the person appointed 

to administer the sick leave pool. 
 
  2.6 "Sick leave pool" or "pool" means the accumu-

lated sick leave donated by employees for 
utilization in accordance with this Policy. 
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 3. POOL ADMINISTRATOR.  This Policy shall be admin-
istered at each component institution by a pool 
administrator designated by the chief administrative 
officer and at the U. T. System Administration by a 
pool administrator designated by the Chancellor of 
the U. T. System. 

 
  3.1 The pool administrator shall adopt forms and 

regulations appropriate for the administration 
of this Policy. 

 
  3.2 The decision of the pool administrator 

regarding contributions to and withdrawals from 
the pool shall be final. 

 
 4. SICK LEAVE POOL.  The sick leave pool at each 

component institution and the U. T. System Admin-
istration shall consist of the sick leave volun-
tarily contributed to the pool by employees. 

 
  4.1 An employee who desires to contribute sick 

leave to the pool must submit an application to 
the pool administrator. 

 
  4.2 Contributions to the pool must be in units 

of eight (8) hours.  State employees are 
permitted to contribute an unlimited number of 
hours to the sick leave pool.  Retiring 
employees are also permitted to contribute 
to the sick leave pool. 

 
  4.3 Upon approval of an application, the pool 

administrator shall credit the sick leave pool 
with the sick leave contributed by an employee 
and shall direct the human resources office to 
deduct a corresponding amount from that 
employee's accrued sick leave. 

 
  4.4 Sick leave contributed to the pool may not 

be designated for the use of a particular per-
son. 

 
  4.5 Although contributions are voluntary, employees 

who leave state employment should be encouraged 
to contribute to the pool. 

 
 5. WITHDRAWAL OF SICK LEAVE FROM THE POOL.  Applica-

tions to withdraw sick leave from the pool must 
be submitted on the form prescribed by the pool 
administrator.  An application must be filed with 
the pool administrator and must be accompanied by a 
statement from the licensed physician who treated 
the illness or injury that resulted in the exhaus-
tion of the accrued annual leave and sick leave of 
the employee making the application.  The pool 
administrator will consider applications in the 
order in which they are received and will approve or 
deny an application within ten (10) working days 
after receipt. 

 
  5.1 An employee is eligible to withdraw sick leave 

from the pool if the pool administrator finds 
that the employee has exhausted all accrued 
annual leave and sick leave because of a 
catastrophic illness or injury or because of a 
previous donation of sick leave to the pool. 
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  5.2 In determining the amount of sick leave to 
be assigned to an eligible employee from the 
pool, the pool administrator shall take into 
consideration the information contained in the 
employee's application, the number of 
applications then pending, and the amount 
of sick leave available in the pool.  In no 
event shall the sick leave allocated to an 
eligible employee from the pool exceed 
ninety (90) days or one-third (1/3) of the sick 
leave pool balance, whichever is less.  Upon 
approval of an employee's application, the pool 
administrator shall notify the human resources 
office of the amount of sick leave to be 
assigned to the employee. 

 
  5.3 The employee may use sick leave assigned 

from the pool in the same manner as sick leave 
accrued pursuant to the General Appropriations 
Act and shall be treated in the same manner and 
shall be entitled to accrue the same benefits 
as an employee who uses such accrued sick 
leave. 

 
  5.4 The estate of a deceased employee shall not be 

entitled to payment for unused sick leave 
assigned from the pool. 

 
 
4. U. T. System:  Amendment of the Equipment Financing 

Program for Fiscal Year 1996 and Approval of Use 
of Revenue Financing System Parity Debt, Receipt of Cer-
tificate, and Finding of Fact with Regard to Financial 
Capacity.--The Board, upon recommendation of the Business 
Affairs and Audit Committee, amended The University of 
Texas System equipment financing program for Fiscal Year 
1996 to include financing for The University of Texas at 
Dallas in the amount of $400,000, which will increase the 
aggregate financing amount from $38,100,000 
to $38,500,000. 

 
 In compliance with Section 5 of the Amended and Restated 

Master Resolution Establishing The University of Texas 
System Revenue Financing System, adopted by the U. T. 
Board of Regents on February 14, 1991, and amended on 
October 8, 1993 (the "Master Resolution"), and upon 
delivery of the Certificate of an Authorized 
Representative as set out on Page  13 , the Board 
resolved that: 

 
 a. Parity Debt shall be issued to pay the 

project's cost paid prior to the issuance 
of such Parity Debt 

 
 b. 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 Ser-
vice Requirements of the Financing System 
and to meet all financial obligations of 
the Board relating to the Financing System 



C . U. T. Dallas, which is a ltMemberll  as
such term is used in the Master Resolu-
tion, possesses the financial capacity
to satisfy its Direct Obligation as
defined in the Master Resolution relat-
ing to the issuance by the U. T. Board
of Regents of tax-exempt Parity Debt for
the purchase of equipment in the amount
of $400,000

d. This resolution satisfies the official
intent requirements set forth in Sec-
tion 1.150-2 of the U. S. Treasury Regu-
lations.

PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Assistant Vice Chancellor for Finance of
The University of Texas System, a U. T. System Representative
under the Amended and Restated Master Resolution Establishing
The University of Texas System Revenue Financing System
adopted by the Board on February 14, 1991 and amended on
October 8, 1993 (the Waster Resolution"), do hereby execute
this certificate for the benefit of the Board of Regents
pursuant to Section 5 (a) (ii) of the Master Resolution in
connection with the authorization by the Board to issue
"Parity Debt" pursuant to the Master Resolution to finance
equipment cost at U. T. Dallas, and do certify that to the
best of my knowledge the Board of Regents is in compliance
with all covenants contained in the Master Resolution, First
Supplemental Resolution Establishing an Interim Financing
Program, Second Supplemental Resolution, Third Supplemental
Resolution, and the Fourth Supplemental Resolution, and is not
in default of any of the terms, provisions and conditions in
said Master Resolution, First Supplemental Resolution, Second
Supplemental Resolution, Third Supplemental Resolution, and
the Fourth Supplemental Resolution.

EXECUTED-is 6 6

ice Chancellor for Finance

- 13 -
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5. U. T. Arlington:  Authorization to Establish the One 
Million Dollar Regents' Centennial Challenge Grant and 
Allocation of Funds Therefor.--The Business Affairs and 
Audit Committee recommended and the Board established a 
One Million Dollar Regents' Centennial Challenge Grant 
for The University of Texas at Arlington and allocated 
$350,000 for that grant from the Fiscal Year 1996 Per-
manent University Fund (PUF) Bond Proceeds Reserve. 

 
 As U. T. Arlington begins its Centennial Year, the 

faculty and staff seek to make the Honors Program a 
cornerstone of the University's commitment to excellence 
and accessibility for undergraduate education.  The 
faculty and staff seek to enhance the Honors Program with 
facilities improvements, computer equipment, and 
scholarship support and to increase scholarship support 
for regular students.  Under the One Million Dollar 
Regents' Centennial Challenge Grant, the University will 
raise two scholarship dollars for each dollar expended 
from the challenge grant.  The challenge grant proceeds 
will be used to equip computer labs and classrooms for 
the Honors Program and to renovate and reconfigure space 
for the program. 

 
 At the August 1995 meeting, the U. T. Board of Regents 

approved a set-aside of $3,000,000 from PUF Bond Proceeds 
to be used as matching funds for proposals to 
be submitted to the Telecommunications Infrastructure 
Fund (TIF) program.  The TIF program has been delayed, 
and it now appears that most of this reserve will be car-
ried forward to Fiscal Year 1997.  Because the match 
of private funds and the renovation and equipping of 
undergraduate computer labs by U. T. Arlington will 
accomplish many of the same objectives as a match from 
the TIF program, this reserve can be used as a source of 
funding for a portion of the challenge grant.  The 
balance of the challenge grant can be funded in Fis-
cal Year 1997 from this reserve, the regular Fiscal 
Year 1997 reserve for library, equipment, repair and 
rehabilitation (Fiscal Year 1997 LERR) or from other 
sources as may be appropriate at the time. 

 
 
6. U. T. Health Science Center - San Antonio:  Approval 

to Sell Approximately 316.81 Acres of Land Located in 
Kerr County, Texas, to Ms. Cynthia Ann Carlton, Austin, 
Texas, and Authorization for the Executive Vice Chancel-
lor for Business Affairs to Execute Documents Related 
Thereto.--At the December 1969 meeting, the U. T. Board 
of Regents authorized The University of Texas Health 
Science Center at San Antonio to acquire 316.81 acres of 
land in Kerr County, Texas, by exchange of some other 
property with the Texas Department of Mental Health and 
Mental Retardation.  Initially used for teaching and 
research purposes by the Department of Laboratory Animal 
Resources, the property has not been in use for several 
years and is considered surplus land.   
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 Upon recommendation of the Business Affairs and Audit 
Committee, the Board: 

 
 a. Authorized the U. T. Health Science Center 

- San Antonio to sell approximately 316.81 
acres of land in Kerr County, Texas, for 
$475,000 to Ms. Cynthia Ann Carlton, 
Austin, Texas 

 
 b. Authorized the Executive Vice Chan-

cellor for Business Affairs to execute all 
documents pertaining to this sale. 
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REPORT AND RECOMMENDATIONS OF THE ACADEMIC AFFAIRS COMMITTEE 
(Pages 16 - 22).--In the absence of Committee Chairman 
Lebermann who was excused because of a death in his family, 
Regent Temple reported that the Academic Affairs Committee 
had met in open session to consider those matters on its 
agenda and to formulate recommendations for the U. T. Board 
of Regents.  Unless otherwise indicated, the actions set 
forth in the Minute Orders which follow were recommended by 
the Academic Affairs Committee and approved in open session 
and without objection by the U. T. Board of Regents: 
 
1. U. T. Board of Regents - Regents' Rules and Regulations, 

Part One:  Amendments to Chapter III, Section 16 (Leaves 
of Absence Without Pay).--Upon recommendation of the 
Academic Affairs and Health Affairs Committees, the Board 
amended the Regents' Rules and Regulations, Part One, 
Chapter III, Section 16 regarding leaves of absence with-
out pay to read as set forth below: 

 
 Sec. 16. Leaves of Absence Without Pay. 
 
   16.1 With the interest of the institution 

being given first consideration and for 
good cause, leaves of absence without 
pay may be granted for a period within 
the term of appointment of a member of 
any faculty or staff, subject to the 
general conditions included herein.  
Leaves of absence for a first year or 
portion thereof or a second consecutive 
year's leave may be granted by the chief 
administrative officer.  Leaves of 
absence for a third consecutive year will 
be granted only for the reasons outlined 
in this Subsection, Subsection 16.3, 
and Subsection 16.4, following review 
and approval by the appropriate Executive 
Vice Chancellor. 

 
   16.2 The maximum period for which a leave 

of absence will be granted is the end 
of the fiscal year in which the leave 
begins.  In the case of faculty, the 
date for return to duty will generally 
coincide with the beginning of the next 
semester, following the period of 
absence.   

 
   16.3 Except in unusual circumstances, such 

as military service, reasons of health, 
continued graduate study, and public 
service or other activity that reflects 
credit on the institution and enhances an 
individual's ability to make subsequent 
contributions to the institution, a 
second consecutive year of leave will 
not be granted. 

 
   16.4 Except in very unusual circumstances a 

third consecutive leave of absence for 
one year will not be granted. 

 
   16.5 After a return to duty of one year, the 

leave-of-absence privilege will again be 
available, subject to the conditions 
above. 
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 These amendments simplify the process for approval of 
faculty or staff leaves of absence without pay by remov-
ing the requirement for separate U. T. Board of Regents' 
approval for leaves involving a second or third consecu-
tive year's leave.  The leaves will be approved instead 
by the chief administrative officer with only the third 
consecutive year's leave requiring review and approval 
by the appropriate Executive Vice Chancellor.  Approved 
leaves will be documented in the annual operating bud-
gets. 

 
 
2. U. T. Board of Regents:  Proposed Amendments to the 

Regents' Rules and Regulations, Part One, Chapter VI, 
Section 6 (Use of University-Owned Facilities) and 
Part Two, Chapter X, Section 9 (Student Union Facili-
ties)(Deferred).--The item related to proposed amend-
ments to the Regents' Rules and Regulations, Part One, 
Chapter VI, Section 6 regarding use of university-owned 
facilities and Part Two, Chapter X, Section 9 regarding 
student union facilities was deferred. 

 
 
3. U. T. System:  Authorization to Amend the Requirement 

that International Students Maintain Approved Comprehen-
sive Health Insurance or Coverage Effective with the Fall 
Semester 1996 (Catalog Changes).--At its February 1994 
meeting, the U. T. Board of Regents enacted a uniform 
requirement of comprehensive health insurance or coverage 
for certain international students enrolled within The 
University of Texas System.  Following further review and 
experience with the requirement, the Academic Affairs and 
Health Affairs Committees recommended that the Board 
amend its February 1994 requirement to exclude certain 
citizens of a bordering nation (Mexico) if they attend a 
component institution of the U. T. System located in a 
county which borders on Mexico (The University of Texas 
at Brownsville, The University of Texas at El Paso, and 
The University of Texas - Pan American). 

 
 In compliance therewith, the Board amended the policy 

mandating proof of comprehensive student health insurance 
or coverage for international students enrolled at U. T. 
System component institutions as follows: 

 
 a. Required international students holding 

nonimmigrant visas and living in the 
United States to maintain approved compre-
hensive health insurance or coverage while 
enrolled at U. T. System component insti-
tutions, except as provided in item d. 
below 

 
 b. Authorized each component institution to 

assess each such international student a 
health insurance fee (as an incidental fee 
authorized by Texas Education Code Sec-
tion 54.504) in the amount of the premium 
approved for the U. T. System Student 
Health Insurance Plan for the actual cost 
of the insurance provided where there is 
no evidence of continuing coverage under 
the U. T. System Employee Health Plan 
or a comparable mandatory employee plan, 
continuing mandatory coverage through a 
government sponsored health plan (which 
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  covers health care in the United States 
and complies with the federal Civil Rights 
Restoration Act of 1987) or continuing 
coverage that satisfies the requirements 
of United States Information Agency (USIA) 
regulations with regard to J-1 and  

  J-2 visaholders.  Further, authorized the 
assessment of an incidental fee in the 
amount of the appropriate premium for 
dependents of J-1 visaholders as required 
by these federal regulations and required 
international students to immediately 
notify the institution should there be a 
lapse in approved alternative coverage  

 
 c. Encouraged all international students to 

participate in the U. T. System Student 
Health Insurance Plan 

 
 d. Excepted from the insurance requirement, 

students from a bordering nation attending 
a component institution in a county adja-
cent to the nation in which the student 
legally resides 

 
 e. Authorized catalog changes for all 

component institutions to make this 
requirement effective with the Fall  

  Semester 1996. 
 
 It was ordered that the next appropriate catalogs pub-

lished at the respective institutions be amended to 
conform to this action. 

 
 
4. U. T. Pan American:  Approval to Establish a Master of 

Arts Degree in Criminal Justice and to Submit the Degree 
Program to the Coordinating Board for Approval (Catalog 
Change).--Upon recommendation of the Academic Affairs 
Committee, the Board approved the establishment of a 
Master of Arts degree in Criminal Justice at The Univer-
sity of Texas - Pan American and authorized submission 
of the proposal to the Texas Higher Education Coordi-
nating Board for review and appropriate action.  The 
master's degree program is consistent with U. T. Pan 
American's approved Table of Programs and institutional 
plans for offering quality degree programs to meet stu-
dent needs.   

 
 The Master of Arts degree in Criminal Justice will be 

administered by the Department of Criminal Justice at 
U. T. Pan American.  All students will take a common 
core of courses plus designated electives.  The pro-
gram will have three options:  a thesis option, which 
requires thesis submittal to a Thesis Committee; an 
applied project option, which requires project submittal 
to an Applied Project Committee; and a non-thesis/project 
option, which requires the student to take an additional 
six hours of courses from a list of available criminal 
justice electives and graduate courses from other disci-
plines.  A final written examination will also be 
required for all students.   
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 Anticipated date for implementation of the program and 
admission of students is September 1996 or upon approval 
by the Coordinating Board. 

 
 Currently, four full-time faculty members with terminal 

degrees are available to teach in the program.  One new 
similarly qualified full-time faculty member is antici-
pated within the first five years.   

 
 Estimated cost for the program, including previous expen-

ditures of $10,000 for library resources in the three 
years prior to anticipated program implementation, is 
$287,146 for the first five years.  State appropriations 
are expected to contribute $94,000 in the last three 
years of the period and South Texas/Border Initiative 
funding would contribute $176,146 of the required amount. 
Higher Education Assistance Fund resources would make up 
the difference. 

 
 Upon approval by the Coordinating Board, the next appro-

priate catalog published at U. T. Pan American will be 
amended to reflect this action. 

 
 
5. U. T. Pan American:  Establishment of a Master of Fine 

Arts Degree with a Major in Art and Authorization to 
Submit the Degree Program to the Coordinating Board for 
Approval (Catalog Change).--The Board, upon recommenda-
tion of the Academic Affairs Committee, established a 
Master of Fine Arts degree with a Major in Art at The 
University of Texas - Pan American and authorized submis-
sion of the proposal to the Texas Higher Education Coor-
dinating Board for review and appropriate action.  The 
master's degree program is consistent with U. T. Pan 
American's approved Table of Programs and institutional 
plans for offering quality degree programs to meet stu-
dent needs.   

 
 The Master of Fine Arts with a Major in Art degree pro-

gram is a 60 semester credit hour program administered 
by a graduate art coordinator in conjunction with a 
graduate studies committee in the Department of Art 
at U. T. Pan American.  Thirty-three hours of studio 
courses, including 24 hours of concentration courses 
and nine hours of minor courses, must be taken.  In 
addition, the student must take twelve hours of art 
history courses, nine hours of core courses/seminars, 
and six hours of electives.   

 
 The program includes a requirement for field experiences 

in Mexico.  The purpose of these experiences will be two- 
fold:  to gain an understanding of the nature of art pro-
duced by the Mexican artist and to broaden the student's 
knowledge within his or her chosen field.   

 
 Annual enrollment in the program is expected to be 

between 12 and 15 students.  It is anticipated that the 
program will be implemented and students admitted in 
Fall 1996 or upon approval by the Coordinating Board. 

 
 Currently, seven full-time faculty members are available 

to teach in the program.  Two new full-time faculty 
members are anticipated within the first five years. 
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 Estimated cost for the program, including previous expen-
ditures of $30,000 for library resources and equipment 
in the three years prior to program implementation, is 
$541,958 for the first five years.  While state appropri-
ations are expected to contribute $140,000 in the last 
three years of the period, South Texas/Border Initiative 
funding would contribute the majority, $331,958, of the 
required amount.  Higher Education Assistance Fund 
resources would make up the balance. 

  
 Upon Coordinating Board approval, the next appropriate 

catalog published at U. T. Pan American will be amended 
to reflect this action. 

 
 
6. U. T. Pan American:  Approval to Establish a Master of 

Science Degree in Computer Science and to Submit the 
Program to the Coordinating Board for Approval (Catalog 
Change).--The Academic Affairs Committee recommended and 
the Board approved the establishment of a Master of 
Science degree in Computer Science at The University of 
Texas - Pan American and submission of the proposal to 
the Texas Higher Education Coordinating Board for review 
and appropriate action.  The degree program is consistent 
with U. T. Pan American's approved Table of Programs and 
institutional plans for offering quality degree programs 
to meet student needs.   

 
 The Master of Science in Computer Science, which is to 

be administered by the Department of Computer Science, is 
a 36 semester credit hour program consisting of 12 core 
credit hours, 18 elective credit hours and six credit 
hours of project work.  A final examination and a six 
hour master's project will be required of all students.   

 
 An initial enrollment of ten students is expected for 

Fall 1996 or following Coordinating Board approval with 
an average class size leveling out at the mid-twenties 
within five years. 

 
 Standard U. T. Pan American Graduate School admission 

criteria will apply.  Because many students are expected 
to be employed full-time off campus, at least one course 
per semester will be offered at night, and the use of 
distance learning techniques, including the Internet and 
videoconferencing, will be explored.  The program com-
plies with the Association for Computing Machinery cur-
riculum guidelines. 

 
 The current computing faculty of seven members, with 

assistance from ten affiliated faculty from other depart-
ments, is sufficient to implement the program.  However, 
four graduate teaching assistants and one staff member 
will need to be added to the department to allow current 
faculty to shift some teaching effort from the undergrad-
uate program to the new master's program.  As library 
resources for computer science at U. T. Pan American are 
relatively weak, an annual allocation of approximately 
$7,000 for monographs and journals has been included in 
the budget.  Additionally, Unix workstations are needed 
at a five-year average cost of approximately $15,000 per 
year.  Most of the anticipated new costs related to the 
program will be funded by the South Texas/Border Ini-
tiative in the first five years.  The program is intended 
to be formula funded after that time. 
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 Upon approval by the Coordinating Board, the next appro-
priate catalog published at U. T. Pan American will be 
amended to reflect this action. 

 
 
7. U. T. Permian Basin:  Establishment of a Master of Pro-

fessional Accountancy Degree Program and Authorization 
to Submit the Proposal to the Coordinating Board for 
Approval (Catalog Change).--Approval was given to estab-
lish a Master of Professional Accountancy degree program 
at The University of Texas of the Permian Basin and 
to submit the proposal to the Texas Higher Education 
Coordinating Board for review and appropriate action.  
The master's degree program is consistent with U. T. 
Permian Basin's approved Table of Programs and institu-
tional plans for offering quality degree programs to 
meet student needs.   

 
 The Master of Professional Accountancy degree, which is 

a 36 semester credit hour program administered by the 
faculty of Accountancy and Information Systems within the 
School of Business at U. T. Permian Basin, is designed to 
meet the new 150 semester credit hour curriculum require-
ment mandated by the Texas State Board of Public Accoun-
tancy to be effective for the November 1997 Certified 
Public Accountant (CPA) examination.  The program builds 
upon and integrates with the existing bachelor's degree 
program.   

 
 It is anticipated that implementation of the program and 

admission of students will be September 1997 or upon 
approval by the Coordinating Board. 

 
 Seven core accounting courses will be required for the 

Master of Professional Accountancy, including Advanced 
Accounting, Information Systems Management, Accounting 
Theory, Professional Ethics, Advanced Tax, Electronic 
Data Processing Auditing, and Accounting Research.  In 
addition, students will be required to complete Financial 
Management:  Theory and Techniques; Management Strategy/ 

 Policy; and nine hours of graduate business electives.  
Students who have completed their junior year in the 
undergraduate program in Accountancy and Information 
Systems at U. T. Permian Basin with a grade point aver-
age (GPA) of 3.0 or better in the last 90 hours of credit 
may apply for admittance to the Master of Professional 
Accountancy program.  Students who have previously com-
pleted a baccalaureate degree may also apply for admis-
sion to the Master of Professional Accountancy program.  
Leveling courses may be required of these students.  
Admission requirements include taking the Graduate Man-
agement Admissions Test (GMAT), with regular status 
admission requiring a grade point average times 200 plus 
the GMAT score for a total index of 1120 or higher. 

 
 Five full-time faculty will support the program.  All 

are CPAs and three hold the Ph.D. degree.  Three of 
the faculty are currently engaged in a research project 
sponsored by the Texas Society of Certified Public 
Accountants. 
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 Additional faculty costs (one new position in year 
three and another in year five) are anticipated.  No 
new funding will be required for this program for the 
first two years of implementation.  Such funding that 
may be required in years three through five will come 
from the reallocation of existing state appropriations. 

 
 Upon Coordinating Board approval, the next appropriate 

catalog published at U. T. Permian Basin will be amended 
to conform to this action. 
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REPORT AND RECOMMENDATIONS OF THE HEALTH AFFAIRS COMMITTEE 
(Pages 23 - 26).--Committee Chairman Loeffler reported that 
the Health Affairs Committee had met in open session to 
consider those matters on its agenda and to formulate recom-
mendations for the U. T. Board of Regents.  Unless otherwise 
indicated, the actions set forth in the Minute Orders which 
follow were recommended by the Health Affairs Committee and 
approved in open session and without objection by the U. T. 
Board of Regents: 
 
 
1. U. T. Southwestern Medical Center - Dallas (U. T. 

Southwestern Medical School - Dallas):  Establishment 
of (a) a Department of Molecular Biology and Oncology 
and (b) a Department of Plastic Surgery and Autho-
rization to Submit the Proposals to the Coordinating 
Board for Approval (Catalog Change) Effective Septem 

 ber 1, 1996.--Authorization was granted for the U. T. 
Southwestern Medical School - Dallas at The University 
of Texas Southwestern Medical Center at Dallas to 
establish the following two departments and to submit 
the proposals to the Texas Higher Education Coordinat-
ing Board for approval: 

 
 a. Department of Molecular Biology and 

Oncology 
 
 b. Department of Plastic Surgery. 
 
 The molecular biology component of the Department of 

Biochemistry will be separated from that department 
and combined with the resources of the Center for Basic 
Research in Cancer to create a new Department of Molecu-
lar Biology and Oncology.  The new department will make 
it possible to recruit as its chair an internationally 
distinguished molecular biologist conducting basic 
research of direct relevance to cancer biology and will 
also simplify the task of identifying a distinguished 
biochemist to chair the Department of Biochemistry. 

 
 Eight members of the existing Department of Biochemistry 

will constitute the faculty of the new Department of 
Molecular Biology and Oncology.  No new funds will be 
required since all support will be transferred from the 
Department of Biochemistry. 

 
 The Division of Plastic and Reconstructive Surgery has 

existed within the Department of Surgery at the U. T. 
Southwestern Medical School - Dallas for more than three 
decades.  Over the last decade, the program has expanded 
and assumed a major role in providing reconstructive 
care to trauma and cancer patients at Parkland, Zale 
Lipshy, and Children's Hospitals.  The program incorpo-
rates successful and highly competitive postgraduate 
training and conducts innovative clinical research.  
The Division of Plastic and Reconstructive Surgery has 
achieved sufficient national stature to warrant full 
departmental status. 
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 Twelve faculty positions and corresponding operating 
funds will be transferred from the Department of Surgery 
to the new Department of Plastic Surgery.  No additional 
funds will be required. 

 
 Upon approval by the Coordinating Board, the reorganiza-

tion of the Department of Biochemistry and the Depart-
ment of Surgery will become effective September 1, 1996, 
and the next appropriate catalog published at the U. T. 
Southwestern Medical Center - Dallas will be amended to 
reflect this action. 

 
 
2. U. T. Health Science Center - San Antonio (U. T. 
 G.S.B.S. - San Antonio):  Authorization to Establish a 

Department of Molecular Biomedical Sciences and to Sub-
mit the Proposal to the Coordinating Board for Approval 
(Catalog Change).--The Board, upon recommendation of the 
Health Affairs Committee, authorized the U. T. G.S.B.S. - 
San Antonio at The University of Texas Health Science 
Center at San Antonio to establish a Department of 
Molecular Biomedical Sciences and to submit the proposal 
to the Texas Higher Education Coordinating Board for 
approval. 

 
 The development of this new department by the U. T. 

Health Science Center - San Antonio is the logical conse-
quence of the creation of the Institute of Biotechnology 
in July 1991.  The Department of Molecular Biomedical 
Sciences is needed to effectively administer the growth 
of the Institute of Biotechnology and to promote the 
planning and implementation of departmental goals.  It 
will provide an identity and an administrative organi-
zation for the faculty that will in turn help attract 
outstanding scholars.  The new department will also 
formalize an academic focus for the faculty and provide 
students with an administrative and educational struc-
ture in which to develop their academic identities in 
the profession to which they aspire. 

 
 The Institute of Biotechnology has a total of $13.2 mil-

lion in committed federal and nonfederal grants for the 
next 3 to 5 years and currently receives an annual state 
appropriation totaling $5.5 million.  It is anticipated 
that no additional state funds would be required for the 
creation of this new department. 

 
 Upon Coordinating Board approval, the next appropriate 

catalog published at the U. T. Health Science Center - 
San Antonio will be amended to reflect this action. 
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3. U. T. Health Science Center - San Antonio (U. T. Nurs-
ing School - San Antonio):  Authorization for Course 
Offerings at Three Outreach Sites (U. T. Brownsville, 
Texas A&M International University in Laredo, and 
Texas A&M University - Corpus Christi) and to Submit 
the Proposals to the Coordinating Board for Approval 
(Catalog Change).--Following a brief overview of the 
nursing programs in South Texas by President Howe and 
Dr. Patty Hawken, Dean of the U. T. Nursing School - San 
Antonio, and upon recommendation of the Academic Affairs 
and Health Affairs Committees, the U. T. Nursing School - 
San Antonio at The University of Texas Health Science 
Center at San Antonio was authorized to provide course 
offerings as described below at three outreach sites and 
to submit the proposals to the Texas Higher Education 
Coordinating Board for approval: 

 
 a. Extend the Master of Science in Nursing 

on the campus of The University of Texas 
at Brownsville 

 
 b. Offer the Master of Science in Nursing 

on the campus of Texas A&M International 
University in Laredo 

 
 c. Make the post-Master of Science in Nursing 

aspects of the Doctor of Philosophy, with 
a focus in nursing, available on the cam-
pus of Texas A&M University - Corpus 
Christi. 

 
 The nursing offerings at the three South Texas outreach 

sites are a part of the U. T. Health Science Center - 
San Antonio's planned projects under the South Texas/ 

 Border Region Health Professional Education Initiative 
authorized and funded by the 74th Texas Legislature to 
be used by the institution to "expand graduate medical 
education, including family practice resident training 
programs, and other health professional education in the 
South Texas/Border Region." 

 
 The U. T. Nursing School - San Antonio (under the 

degree granting authority of the U. T. G.S.B.S. - San 
Antonio) has been providing courses leading to the 
Master of Science in Nursing (MSN), with a major in 
Medical Surgical Nursing, on the campus of U. T. 
Brownsville since 1990 as part of a five-year plan of 
program offerings to assist with the development of 
advanced practice nurses in the Lower Rio Grande Valley. 
To date there have been twenty Master of Science in 
Nursing graduates.  The program, which was scheduled to 
conclude with the Summer of 1995, will extend the offer-
ings for three years, beginning with Fall 1996, and will 
offer a major in Acute Nursing Care of the Adult for two 
complete cycles of the MSN courses.  The courses will be 
provided on the campus of U. T. Brownsville through a 
combination of interactive television and courses taught 
on the campus.  It is expected that approximately twenty 
students will enroll. 
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 The Master of Science in Nursing, with a major in Acute 
Nursing Care of the Adult, will be offered on the campus 
of Texas A&M International University in Laredo.  This 
program will allow for two complete cycles of the Master 
of Science in Nursing courses, and the courses will be 
provided through a combination of courses taught via 
interactive television and courses taught on site.  It is 
expected that approximately twenty students will enroll. 

 
 In addition, the U. T. Nursing School - San Antonio will 

provide access to the post-Master aspects of the Doctor 
of Philosophy in Nursing on the campus of Texas A&M 
University - Corpus Christi.  Six courses will be taught 
via interactive television and on site in Corpus Christi. 
One additional course will require that students attend 
summer classes in San Antonio.  This will be a limited 
plan, Fall 1996 - Spring 1999 for the specific course 
offerings, with the remaining aspects of the program 
(dissertation, etc.) conducted through the U. T. Health 
Science Center - San Antonio, with responsibility contin-
uing until each matriculating student has completed the 
requirements.  It is expected that approximately thirteen 
students will be admitted, with enrollment limited to 
Fall 1996 and Fall 1997. 

 
 Costs for the program in Brownsville are projected at 

$119,507 for FY 1996 and $200,000 for FY 1997.  The 
programs in Laredo are projected to cost $109,100 for 
FY 1996 and $241,138 for FY 1997.  In Corpus Christi, 
the costs for the program are projected at $142,563 for 
FY 1996 and $400,000 for FY 1997.  Funding will be pro-
vided through the 74th Texas Legislature appropriation to 
the U. T. Health Science Center - San Antonio for the 
South Texas/Border Region Health Professional Education 
Initiative.  It is expected that continuation funding 
will be provided at least through FY 1998 and FY 1999, 
since the initial funding is to conduct academic programs 
which would take longer than two years to make a reason-
able regional impact. 

 
 Upon approval by the Coordinating Board, the next appro-

priate catalog published at the U. T. Health Science 
Center - San Antonio will be amended to reflect this 
action. 
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REPORT AND RECOMMENDATIONS OF THE FACILITIES PLANNING AND 
CONSTRUCTION COMMITTEE (Pages 27 - 40).--Committee Chairman 
Temple reported that the Facilities Planning and Construction 
Committee had met in open session to consider those matters 
on its agenda and to formulate recommendations for the U. T. 
Board of Regents.  Unless otherwise indicated, all actions 
set forth in the Minute Orders which follow were recommended 
by the Facilities Planning and Construction Committee and 
approved in open session and without objection by the U. T. 
Board of Regents: 
 
 
1. U. T. Arlington:  Authorization to Amend the U. T. System 

FY 1996-2001 Capital Improvement Program to Delete Bauder 
College Renovation and Environmental Center Renovation 
and to Add Student Services/Registration Building.--The 
Facilities Planning and Construction Committee recom-
mended and the Board: 

 
 a. Amended The University of Texas System 

FY 1996-2001 Capital Improvement Pro-
gram (CIP) to delete the following proj-
ects at The University of Texas at 
Arlington:  Bauder College Renovation 
on CIP Page D.7 and Environmental 
Center Renovation on CIP Page D.9 

 
 b. Amended the CIP to add a U. T. Arlington 

Student Services/Registration Building 
at an estimated total project cost of 
$14,775,000 to be funded by $2,857,000 
from Permanent University Fund (PUF)  

  Bonds - Special Program reallocated from 
the two deleted projects and $11,918,000 
from General Use Fee - Special Program. 

 
 Based on an architectural/engineering study, U. T. 

Arlington determined that additional investment of funds 
in the Bauder College Building, as well as the facility 
initially identified as the Environmental Center, could 
not be justified and the institution will demolish both 
buildings.  Cost of demolition for both facilities is 
expected to be less than $150,000 and will be funded from 
Unexpended Plant Funds.  The $2,857,000 in Permanent 
University Fund Bonds - Special Program, previously allo-
cated to these projects, will be reallocated to the new 
Student Services/Registration Building. 

 
 The new Student Services/Registration Building will pro-

vide approximately 100,000 gross square feet of space for 
outreach, student recruitment, admissions, registration, 
and a variety of other student services. 

 
 
2. U. T. Arlington:  Appropriation from Revenue Financing 

System Bond Proceeds for the Campus Information Tech-
nology Upgrade Project and Approval of Use of Revenue 
Financing System Parity Debt, Receipt of Certificate, 
and Finding of Fact with Regard to Financial Capac-
ity.--Upon recommendation of the Facilities Planning 
and Construction Committee, the Board appropriated 
$3,000,000 from Revenue Financing System Bond Proceeds 
for the Campus Information Technology Upgrade project 
at The University of Texas at Arlington. 
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 In compliance with Section 5 of the Amended and Restated 
Master Resolution Establishing The University of Texas 
System Revenue Financing System, approved by the U. T. 
Board of Regents on February 14, 1991, and amended on 
October 8, 1993, and upon delivery of the Certificate 
of an Authorized Representative as set out on Page  29 , 
the Board resolved that: 

 
 a. Parity Debt shall be issued to pay the  
  project's cost including any related  
  project costs paid prior to the issuance  
  of such Parity Debt 
 
 b. Sufficient funds will be available to 

meet the financial obligations of the 
U. T. System including sufficient 
Pledged Revenues as defined in the Mas-
ter Resolution to satisfy the Annual 
Debt Service Requirements of the Financ-
ing System and to meet all financial 
obligations of the Board relating to 
the Financing System 

 
 c. U. T. Arlington, which is a "Member" as 

such term is used in the Master Resolu-
tion, possesses the financial capacity to 
satisfy its Direct Obligation as defined 
in the Master Resolution relating to the 
issuance by the U. T. Board of Regents of 
tax-exempt Parity Debt in the amount of 
$3,000,000 

 
 d.   This resolution satisfies the official  
      intent requirements set forth in Sec- 
      tion 1.150-2 of the U. S. Treasury Regu- 
      lations. 
 
 This project will provide for expansion of the existing 

computer network and involves upgrades to existing net-
work connections, additional fiber optic cable, and the 
necessary hardware and software to connect buildings not 
currently on the network. 



PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Assistant Vice Chancellor for Finance of
The University of Texas System, a U. T. System Representative
under the Amended and Restated Master Resolution Establishing
The University of Texas System Revenue Financing System
adopted by the Board on February 14, 1991 and amended on
October 8, 1993 (the. "Master Resolutiontg),  do hereby execute
this certificate for the benefit of the Board of Regents
pursuant to Section 5 (a) (ii) of the Master Resolution in
connection with the authorization by the Board to issue
"Parity Debt"  pursuant to the Master Resolution to finance the
Campus Information Technology Upgrade project at U. T.
Arlington, and do certify that to the best of my knowledge the
Board of Regents is in compliance with all covenants contained
in the Master Resolution, First Supplemental Resolution
Establishing an Interim Financing Program, Second Supplemental
Resolution, Third Supplemental Resolution and Fourth
Supplemental Resolution, and is not in default of any of the

. terms, provisions and conditions in said Master Resolution,
First Supplemental Resolution, Second Supplemental Resolution,
Third Supplemental and Fourth Supplemental Resolution as
amended.

- 29 -
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3. U. T. Austin:  Acceptance of Campus Master Plan and 
Approval in Principle of the Seven Fundamental Goals 
of the Plan.--Committee Chairman Temple noted that in 
October 1994, the U. T. Board of Regents appointed 
Cesar Pelli & Associates, Inc., New Haven, Connecticut, 
to prepare a Campus Master Plan for The University of 
Texas at Austin.  The firm and a committee of faculty, 
students, staff, and administrators have worked for the 
past 18 months with all the relevant campus and community 
groups to prepare the plan.  The planning guidelines for 
this study were that the campus would continue to serve 
a population and program selection that are similar to 
current demands and that there were several aspects of 
the campus that were very successful and should be 
emphasized, in particular the human scale aesthetic that 
characterized the original 40 acres that was established 
by Paul Cret and Cass Gilbert earlier in this century. 

 
 Committee Chairman Temple reported that the proposed 

recommendations related to the Campus Master Plan for 
U. T. Austin were before the Board on yellow paper and 
called on President Berdahl to brief the Board on the 
current status of that planning effort. 

 
 President Berdahl prefaced his presentation of the Campus 

Master Plan with a quotation from a recently published 
book called A Sense of Place, A Sense of Time by John 
Brinckerhoff Jackson which, he believed, speaks directly 
to the question why so many people have a lifelong rela-
tionship with U. T. Austin and why it is such a special 
place in so many hearts. 

 
 With the aid of slides and assisted by Dr. Austin 

Gleeson, Chair of the Campus Master Plan Committee, and 
Mr. John Rishling, Director of Campus Planning, President 
Berdahl presented a detailed overview of the Campus 
Master Plan for U. T. Austin to the Facilities Planning 
and Construction Committee.  An excerpt from President 
Berdahl's remarks regarding the Campus Master Plan is 
set out below: 

 
 
 Remarks by President Berdahl 
 
 
  Linking people to a place through a shared 

sense of commitment is what building a com-
munity is all about.  This new master plan 
for our campus, the first in more than  

  60 years, is a thorough, probing, thoughtful, 
and bold expression of renewed commitment to 
the future of our community. 

 
  For the past three years, we have been 

working to build a greater sense of commu-
nity on campus and among all constituents 
of The University.  Why?  Because in many 
ways the pressures of the modern world 
detract from the strength, cohesion, and 
life-sustaining qualities in communities 
as they used to be, and as people knew and 
cherished them. 
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  In that light I believe we should think seri-
ously about how The University can help rees-
tablish the sinews of community among our 
students, faculty, staff, parents, alumni, and 
other supporters.  There are clear opportuni-
ties for The University to build a sense of 
community as we grow, by creating an environ-
ment conducive to the finest ideals of academic 
life. 

 
  Universities are very special places, where 

individual expression and the freshest efforts 
to unveil new truth can peacefully coexist with 
deeply regularized patterns of life, work, and 
play, bound by old and honored traditions and 
rituals.   

 
  Campus planning holds the promise of adding 

immeasurably to the sense of friendliness, 
comfort, sociability, and community all of us 
feel at U. T. Austin.  The University's origi-
nal 40 acres have long been considered the 
finest part of the campus, gaining beauty, 
warmth and richness from the original master 
plans done by Cass Gilbert and Paul Cret just 
after the turn of the century.  We are chal-
lenged today to ensure that those exquisite 
qualities are embodied throughout The Univer-
sity in years ahead as the campus develops, 
through careful attention to the many elements 
that shape its physical environment:  traffic 
patterns, parking, landscaping, the style of 
architecture, the kind of building materials 
used, the location of new buildings, their 
relation to open spaces, the size of the resi-
dential student population, and more. 

 
  This new master plan for The University of 

Texas at Austin is neither a blueprint nor a 
template dictating the future; it simply pro-
vides a clear set of goals, a set of aesthetic 
considerations, a comprehensive, intelligent, 
reasoned, studied, open-ended plan in which 
the renewal of a commitment to build a strong 
community is the overarching theme. 

 
  The new master plan embodies seven major prin-

ciples that are interwoven through all of its 
proposals: 

 
  1. To return the core campus to the pedes-

trian; to provide new opportunities for 
the use of outdoor space such as the 
pedestrian mall along Speedway; and to 
keep vehicular traffic at the edges of 
the campus and provide new organization 
to the buses that bring students, faculty 
and staff to campus 

 
  2. To use the rules of the architectural 

language of Cass Gilbert and Paul Cret's 
original works, such as the Battle Hall 
and Sutton Hall, as the basis for new 
structures; to use the elements that 
give a human scale to our buildings such 
as these windows and this ironwork 
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  3. To establish a community of landscaped 
open spaces, working in concert with 
buildings, to extend and reknit the campus 
such as the north mall, that terminates in 
a new north tower plaza; to articulate an 
east mall that connects the newer elements 
of campus; to provide new uses for our 
open spaces such as the Forty Acres Fest 
on Speedway 

 
  4. To add substantially to on-campus housing 

thus creating a complete academic commu-
nity; using this housing to make Waller 
Creek the amenity that it could be; or 
to provide new gateways 

 
  5. The original Paul Cret Union has served 

us well.  To serve all of our students we 
will need more unions such as this concept 
for a Union North; and to support our 
increased student housing, establish new 
centers of student activity, reinforcing 
the housing and academic uses to enhance a 
full campus life such as this Union with 
housing on Clark Field 

 
  6. To concentrate future construction in the 

core campus instead of on its fringes; 
building modern construction at the den-
sity of the Paul Cret plan allows us to 
add 4.8 million square feet of academic 
buildings without new land acquisition 
beyond the current program 

 
  7. To enhance public perceptions and welcom-

ing through strengthened identity and way-
finding programs. 

 
  This master plan, including hundreds of draw-

ings and planning documents, as well as several 
volumes of text, represents the work of liter-
ally hundreds of people over the course of the 
past two years.  It represents the work of the 
finest, most creative, brilliant, and construc-
tive thinkers, planners, architects, and mem-
bers of our community we could bring together. 
This work reflects an enormous sense of pride 
in The University, pride in what the institu-
tion has always been and what it might become 
as an even greater community in the future.  It 
reflects the profound sense of spirit we all 
share; it shows an energetic search for posi-
tive change without abandoning heritage and 
traditions we cherish.  It is about the things 
that bring us together.  Our hope is that this 
work will be lasting, that it will be used to 
inform future decisions, and that it will serve 
future generations well. 
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 Based on this presentation and upon recommendation of the 
Facilities Planning and Construction Committee, the 
Board: 

 
 a. Formally accepted the Campus Master Plan for 

U. T. Austin which was prepared by the firm 
of Cesar Pelli & Associates, Inc., New Haven, 
Connecticut, working in conjunction with a 
committee of faculty, students, staff, and 
administrators to serve as a guide and frame-
work for future development of the campus.  
The plan incorporates many drawings, both his-
torical and contemporary, and will be presented 
in a three volume planning series:  Volume 1, 
The Campus Master Plan; Volume 2, The Architec-
tural Guidelines; and Volume 3, The Strategic 
Use of the Plan.  

 
  Volume 1, The Campus Master Plan, provides an 

overview of the plan including recommendations 
for creating a pedestrian central campus, 
actions that will return the campus to the 
Paul Cret Master Plan ideals, establish a 
community of open spaces, adding on-campus 
student housing and associated student 
activity centers, and articulating approxi-
mately 4.8 million square feet of new build-
ing in-fill opportunities. 

 
  Volume 2, The Architectural Guidelines, will 

serve the needs of future project architects.  
It specifically describes architectural prac-
tices to guide future major building and 
landscape projects and details the opportuni-
ties for new building in-fill on the campus. 

 
  Volume 3, The Strategic Use of the Plan, pro-

poses for future consideration an implementa-
tion schedule for some projected activities 
and procedures for the management of the plan 
such as architect selection and future 
studies that may be required. 

 
 b. Concurred in principle with the seven fun-

damental goals of the plan which were 
derived from ten issues presented in the 
Request for Qualifications (RFQ) solicit-
ing a firm to prepare the master plan.  
These goals are enumerated below: 

 
  • To return the core campus to the 

pedestrian 
 
  • To use the rules of the architectural 

language found in Paul Cret's original 
plan and buildings for the design of 
new campus buildings 
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  • To establish a community of land-
scaped spaces which together with 
buildings will extend and reknit the 
campus 

 
  • To substantially increase on-campus 

housing to build and reinforce a 
sense of academic community 

 
  • To establish new centers of stu-

dent activity to further estab-
lish a full and active life on 
campus 

 
  • To concentrate future construc-

tion on the core campus rather 
than at its perimeter 

 
  • To strengthen the identity of the 

campus through orientation and 
wayfinding programs. 

 
 Specific recommendations for plan implementation and 

management contained in the final plan will be further 
reviewed and refined by U. T. Austin and The University 
of Texas System administration staffs.  Any changes to 
established Board rules, policies, or operating proce-
dures will be addressed through existing approval pro-
cesses. 

 
 The final master plan will be maintained on campus and 

will be available to the U. T. Board of Regents, the 
campus, and subsequent project architects as a guide 
for future campus development. 

 
 
4. U. T. Austin:  Amendment of U. T. System FY 1996-2001 
 Capital Improvement Program to (a) Replace Project 

Titled Memorial Stadium Renovations with a Project 
Titled Memorial Stadium - Replacement of Artificial 
Turf; (b) Add a Project for Renovation of West Side of 
Memorial Stadium; (c) Add a Project for Installation 
of Artificial Turf Practice Field; (d) Add a Project 
for Renovation and Expansion of Neuhaus/Royal Athletic 
Center; (e) Add a Project for Construction of Combined 
Track/Soccer Stadium; (f) Add a Project to Renovate East 
Side of Memorial Stadium; and (g) Add a Project to Lower 
Existing Football Field.--Committee Chairman Temple 
reported that the proposed recommendations regarding the 
expansion and renovation of Memorial Stadium and related 
athletic facilities at The University of Texas at Austin 
were before the Board on yellow paper and were, in 
effect, a part of and coordinated with the master plan-
ning process considered on Page  30 . 
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 Following a brief overview by President Berdahl, the 
Board, upon recommendation of the Facilities Planning 
and Construction Committee, amended The University of 
Texas System FY 1996-2001 Capital Improvement Program 
for projects at U. T. Austin as follows: 

 
 a. Replaced the project titled Memorial 

Stadium Renovations with a project titled 
Memorial Stadium - Replacement Artificial 
Turf consisting of the removal of the 
existing artificial turf and construction 
of a natural grass playing field at an 
estimated preliminary cost of $1,250,000 
to be funded from Auxiliary Enterprise 
Balances.  The turf replacement project 
has already been authorized by the U. T. 
Board of Regents via Executive Committee 
Letter and approved by the Texas Higher 
Education Coordinating Board.  This action 
will change the Capital Improvement Pro-
gram to accurately represent project sta-
tus. 

 
 b. Added a project for the renovation of 

the West side of Memorial Stadium and 
construction of sky boxes at an estimated 
preliminary cost of $14,000,000 to be 
funded from Revenue Financing System Bond 
Proceeds 

 
 c. Added a project for the installation of 

an artificial turf practice field, using 
artificial turf removed from Memorial 
Stadium, and lighting for both the grass 
and artificial turf practice fields and 
women's soccer field at an estimated pre-
liminary project cost of $1,200,000 to be 
funded by Gifts and Grants 

 
 d. Added a project for the renovation and 

expansion of the Neuhaus/Royal Athletic 
Center at an estimated preliminary cost 
of $8,000,000 to be funded by Gifts and 
Grants 

 
 e. Added a project for the construction of a 

combined track/soccer stadium to be con-
structed on top of a parking garage with 
a capacity of up to 1,000 vehicles at an 
estimated preliminary cost of $12,400,000 
for both the garage and stadium to be 
funded by $5,400,000 from Gifts and Grants 
and $7,000,000 from Revenue Financing 
System Bond Proceeds 

  
 f. Added a project to renovate the East 

side of Memorial Stadium, construct an 
upper deck of approximately 6,000 seats, 
a press box, and sky boxes, as well as 
renovate the West side press box into sky 
boxes at an estimated preliminary cost 
of $32,000,000 to be funded from Revenue 
Financing System Bond Proceeds 
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 g. Added a project to lower the existing 
football field and add approximately 
1,570 seats at a preliminary estimated 
cost of $2,500,000 to be funded by 
$2,000,000 of Revenue Financing System 
Bond Proceeds and $500,000 from Auxil-
iary Enterprise Balances. 

 
 In September 1995, a decision was made by the administra-

tion to develop a comprehensive yet flexible master plan 
for Memorial Stadium and the associated facilities that 
support football and the other sports and activities that 
use the Stadium.  This decision was based on the fact 
that Memorial Stadium, which was constructed in 1924, 
was in need of substantial renovation and modification 
to support the level of athletic activity in place and 
planned at U. T. Austin. 

 
 Heery International, Inc., Atlanta, Georgia, was selected 

to prepare a comprehensive master plan for Memorial 
Stadium and was specifically asked to address the follow-
ing areas: 

 
 1. Existing stadium - rest room upgrades, 

ADA requirements, and structural repairs 
 
 2. Expansion of Neuhaus/Royal Athletic Cen-

ter, which supports the operation of the 
football team, strength training, and 
sports medicine needs for all men's and 
women's athletics 

 
 3. Possible lowering of the field and 

replacement of turf 
 
 4. Extension of the seating toward the field 
 
 5. Relocation of the track to another site 
 
 6. Construction of a multistory building 

(for improved athletic offices, academic 
facilities, and historic collections) that 
incorporates end zone seating in the North 
end 

 
 7. Construction of sky boxes and a new press 

box 
 
 8. Future expansion of seating 
 
 9. Installation of state-of-the-art score-

board and graphics 
 
    10. Upgrade of all utilities and infrastruc-

ture. 
 
 These projects were presented to the U. T. Board of 

Regents in advance of the conclusion of the Memorial 
Stadium Master Plan so that the schedule for completion 
of near-term and intermediate projects emerging from 
this planning process could be advanced in concert with 
the Campus Master Plan.  The U. T. Board of Regents will 
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 be presented with the completed Memorial Stadium Master 
Plan, which will describe all the proposed projects and 
scheduling, in Spring 1996.  The projects described above 
permit substantial renovation activity to be accomplished 
prior to the 1997 and 1998 football seasons and allows 
the institution to begin fund raising efforts in support 
of these various projects. 

 
 These projects will be funded from Auxiliary Enterprise 

Balances accumulated from athletic department revenues, 
proceeds from fund raising initiatives, and revenue 
bonds.  Revenue bond debt service will be paid from a 
variety of sources generated in Memorial Stadium, includ-
ing ticket revenue from expanded seating, revenue from 
sky boxes, and a surcharge on athletic tickets.  In 
addition, expanded revenues from other athletic depart-
ment sports activities and parking garage revenues will 
be used.  A detailed analysis of the financing of each 
Revenue Bond Funded project will be presented to the 
U. T. Board of Regents upon submission of preliminary 
plans. 

 
 Inclusion of these projects in the Capital Improvement 

Program will permit the appointment of appropriate archi-
tects and engineers and the expenditure of up to 3% of 
the total project cost advanced from Auxiliary Enterprise 
Balances for preliminary planning.  Individual projects 
will be presented to the U. T. Board of Regents at a 
future date based on their appropriate sequencing, 
achievement of fund raising requirements, and completion 
of preliminary plans. 

 
 
5. U. T. Tyler:  Authorization to Purchase 1.7 Acres of 

Land and Improvements Located at 3410 Varsity Drive, 
Tyler, Smith County, Texas (University Place Retail 
Center); Submission of the Purchase to the Coordinating 
Board; Authorization to Complete the Shelled Space and 
Renovate a Portion of the Project; Appropriation There-
for; Authorization for the Executive Vice Chancellor for 
Business Affairs to Execute Documents Related to This 
Transaction; Authorization to Amend the U. T. System 
FY 1996-2001 Capital Improvement Program (CIP); and 
Approval for Use of Revenue Financing System Parity 
Debt, Receipt of Certificate, and Finding of Fact with 
Regard to Financial Capacity.--The Facilities Planning 
and Construction Committee recommended and the Board: 

 
 a. Authorized The University of Texas at 

Tyler to purchase 1.7 acres of land and 
improvements located at 3410 Varsity 
Drive, Tyler, Smith County, Texas, known 
as the University Place Retail Center, 
for $300,000 plus related closing costs 

  
 b. Authorized U. T. Tyler to submit the 

transaction to the Texas Higher 
Education Coordinating Board for 

  approval  
 
 c. Authorized U. T. Tyler to complete the 

shelled space and renovate approxi-
mately 7,000 assignable square feet 
of the project 
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 d. Appropriated $300,000 from General Use 
Fee Balances and $580,000 from Revenue 
Financing System Bond Proceeds to fund 
the total project cost of $880,000 

 
 e. Authorized the Executive Vice Chancellor 

for Business Affairs, or his designee, 
to execute all documents pertaining to 
the transaction following approval by 
the Office of General Counsel 

 
 f. Authorized an addition to The University 

of Texas System FY 1996-2001 Capital 
Improvement Program (CIP) for this proj-
ect. 

 
 In compliance with Section 5 of the Amended and Restated 

Master Resolution Establishing The University of Texas 
System Revenue Financing System, adopted by the U. T. 
Board of Regents on February 14, 1991, and amended on 
October 8, 1993, and upon delivery of the Certificate of 
an Authorized Representative as set out on Page  39 , the 
Board resolved that: 

 
 a. Parity Debt shall be issued to pay the 

project's cost including any project costs 
paid prior to the issuance of such Parity 
Debt 

 
 b. Sufficient funds will be available to meet 

the financial obligations of the U. T. 
System including sufficient Pledged Reve-
nues 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 
Board relating to the Financing System 

 
 c. U. T. Tyler, which is a "Member" as such 

term is used in the Master Resolution, 
possesses the financial capacity to sat-
isfy its Direct Obligation as defined in 
the Master Resolution relating to the 
issuance by the U. T. Board of Regents 
of tax-exempt Parity Debt in the amount 
of $580,000 

 
 d. This resolution satisfies the official 

intent requirements set forth in Sec-
tion 1.150-2 of the U. S. Treasury Regu-
lations. 

 
 The University of Texas at Tyler Educational Foundation, 

Inc. purchased the University Place Retail Center and 
executed a Master Lease agreement with the U. T. Board 
of Regents including an option for the U. T. Board of 
Regents to purchase the property at any time during the 
first 36 months of the lease for the full $300,000 pur-
chase price plus closing costs.   

 
 The property includes 74,008 square feet of land, a 

building containing 17,500 assignable square feet, of 
which approximately one-half is shelled space without 
flooring, and a paved parking area which will accommodate 
at least 91 vehicles.  Funds for acquisition are from 
General Use Fee Balances. 



U. T. Tyler will complete the shelled space and renovate
approximately 7,000 assignable square feet of the remain-
ing space to support the engineering development program
authorized by special item legislation. Cost for this
phase of the project is estimated at $580,000 to be
provided from Revenue Financing System Bond Proceeds.

Approval of this item amends The University of Texas
System FY 1996-2001 Capital Improvement Program to
include a project for the purchase and renovation
of University Place Retail Center.

PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Assistant Vice Chancellor for Finance of
The University of Texas System, a U. T. System Representative
under the Amended and Restated Master Resolution Establishing
The University of Texas System Revenue Financing System
adopted by the Board on February 14, 1991 and amended on
October 8, 1993 (the "Master Resolution@@), do hereby execute
this certificate for the benefit of the Board of Regents
pursuant to Section 5 (a) (ii) of the Master Resolution in 5
connection with the authorization by the Board to issue
"Parity Debt" pursuant to the Master Resolution to finance the
University Place Retail Center at U. T. Tyler, and do certify
that to the best of my knowledge the Board of Regents is in
compliance with all covenants contained in the Master
Resolution, First Supplemental Resolution Establishing an
Interim Financing Program, Second Supplemental Resolution,
Third Supplemental Resolution and Fourth Supplemental
Resolution, and is not in default of any of the terms,
provisions and conditions in said Master Resolution, First
Supplemental Resolution, Second Supplemental Resolution, Third
Supplemental and Fourth Supplemental Resolution as amended.

EXECUTED this 1996
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 * * * * * 
 
 
 
At the conclusion of the Facilities Planning and Construction 
Committee meeting, Committee Chairman Temple reported that at 
today's (February 8) meeting the Board had approved a recom-
mendation from the Executive Committee to award five (5) 
general construction contracts which included a 45.8% partic-
ipation by Historically Underutilized Businesses, 38.6% by 
women-owned firms and 7.2% by minority-owned firms.  In addi-
tion, six (6) architect/engineer contracts have been awarded 
since the last meeting and these indicate a 95.6% participa-
tion by Historically Underutilized Businesses, 0.4% by women-
owned firms and 95.2% by minority-owned firms. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
REPORT AND RECOMMENDATIONS OF THE ASSET MANAGEMENT COMMITTEE 
(Pages 40 - 156).--In the absence of Committee Chairman Hicks 
who was excused because of a previous commitment, Regent Evans 
reported that the Asset Management Committee had met in open 
session to consider those matters on its agenda and to formu-
late recommendations for the U. T. Board of Regents.  Unless 
otherwise indicated, all actions set forth in the Minute 
Orders which follow were recommended by the Asset Management 
Committee and approved in open session and without objection 
by the U. T. Board of Regents.  
 



I . PERMANENT UNIVERSITY FUND

I

IP
P

I

Summary Investment Report at November 30, 1995. --Regent Evans reviewed the Report on Permanent University
Fund Investments and Income at November 30, 1995, as prepared by the Office of Asset Management and as set
forth below:

PERMANENT UNIVERSITY FUND1
SUMMARY REPORT
($ millions)

Beginning Market Value
PUF Lands Receipts2
Investment Income
Investment Income Distributed
Realized Gains (Losses)
Change in Unrealized Gains (Losses)

Ending Market Value

FY94-95 FY95-96
Full Year 1st Otr
4,428.0 4‘958.5

57.1 16.4
249.5 64.6
(249.5) (64.6)
105.5 46.3
367.9 132.5

4,958.5 5,153.7

AUF Income
Investment Income
Surface Income
Other Income
Total

249.5 64.6
3.6 . 3
0.3 . 1

253.4 65.0

1Excludes PUF Lands mineral and surface interests with estimated values of $328.6 million and
$157.8 million, respectively.

2As of November 30, 1995: 801,113 acres under lease, 522,661 producing acres, 2,656 active leases
and 2,062 producing leases.



II. LONG TERM FUND

Summary Investment Reoort at November 30, 1995. --Regent Evans reviewed the Report on Long Term
Fund Investments and Income at November 30, 1995, as prepared by the Office of Asset Management
and as set forth below:

LONG TERM FUND
SUMMARY REPORT
($ millions)

Beginning Net Assets
Contributions
Investment Return
Expenses
Distributions
Ending Net Assets

Net Asset Value per Unit 3.661 3.778
No. of Units (End of Period) 425,751,253 431,062,475

Distribution Rate per Unit

FY94-95
Full Ye&
1,226.3

202.3
201.5

(2.8)
(68.5)

1,558.8

FY95-96
1st Otr
1,558.8

19.6
69.7
(0.7)

(18.9)
1,628.5

0.175 0.04375



III. GIFTS, TRUSTS AND ESTATES

1.

I
# ALL
ITEMS

IP
w

I 35

2

2

1

4

9

8

4

1
66

U. T. System: Summary of Gift Acceotance  and Related Administrative Actions Conformina to Board Policy
for Seotember  1, 1995 Throuah November 30, 1995. --Regent Evans reviewed the Summary of Gift Acceptance
and Related Administrative Actions Conforming
period September 1, 1995 through November 30,
Relations and as set forth below:

to Board Policy for The University of Texas System for the
1995, as prepared by the Office of Development and External

ACCEPTANCE OF GIFTS HELD BY BOARD

COMPONENT INSTITUTION CASH

U. T. Austin

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. Tyler

U. T. SWMC-Dallas

U. T. M.B.-Galveston

UTHSC-Houston

UTHSC-San Antonio

TOTAL

ASSET TYPES

$1,156,327

550,000

115,328

10,000

47,500

435,250

2,002,000

193,856

B-B

SECURITIES

$ 29,558
---

---

26,046

314,062

e-B

W-B

---

$4,510,261 $369,666

* Matching funds already held by Board not included in total.

REAL MATCHING
ESTATE PLEDGES OTHER TRANSFERS FUNDS

B-B $850,715 --- $ 25,000

--- 50,000 --- ---

--- v-m e-B em-

--- v-m e-B w-s

w-v 12,500 --- ---

--- --- --- 839

--- 8,000 --- 1,140,000

w-m 70,243 --- 21,012

e-w --- --- m-v

w-s $991,458 --- $1,186,851

$152,634 *

B-B

B-B

B-B

650,000 *

---

B-w

---

$802,634 * $7,058,236

TOTAL VALUE

$2,061,600

600,000

115,328

10,000

86,046

750,151

3,150,000

285,111
m-B

Report includes items through October 5, 1995, that were previously reported to Board on November 9, 1995.



CLASSIFICATION OF GIFTS AND OTHER ACTIONS

COMPONENT INSTITUTION

U. T. Austin

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. Tyler

I U. T. SWMC-Dallas

: U. T. M.B.-Galveston
I UTHSC-Houston

UTHSC-San Antonio

TOTAL

ENDOWMENTS

33

2

2

1

4

a
a
4

1

63

CHARITABLE POOLED HELD IN
REMAINDER INCOME REMAINDER TRUST BY
TRUSTS FUND INTERESTS OTHERS

v-m

---

---

m-m

---

m-w

v-s

---

---

m-m

---

---

--- 4

W-B ---

B-B B-B

--- 1
--- -Be

w-m W-B

--- ---

--- 5

CURRENT
PURPOSE

m-w

B-B

m-v

s-e

B-B

B-B

B-B

OTHER

s-m

B-w

w-m

---

---

BBS

---

---

e-w

---



PURPOSES OF GIFTS HELD BY BOARD AND OTHERS

ENDOWMENT

FACULTY GRADUATE
FELL'SHIP FELL'SHIP

CURRENT OTHER
PURPOSE PURPOSE

DIST.
PROF'SHIP

DIST.
CHAIR

s-v

---

---

---

---

1

5
---

---

6

SCHOLARSHIP OTHER

1
w-m

---

---

W-B

B-B

1
B-B

---

PROF'SHIPCHAIR

---

---

---

B-B

---

---

B-B

---

s-m

m-m

COMPONENT INSTITUTION

U. T. Austin

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. Tyler
I

6
U. T. SWMC-Dallas

U. T. M.B.-GalvestonI

1

BBS

1

B-B

17 2
---

--- ---

1

1
---

---

-mm

B-B

B-B

B-B

---

B-B

B-B

---

1s-s

1w-m --- --- e-M

1--- w-v B-w

4--- --- --- --- w-m

4 v-v --- ---

---

---

--- w-m B-B

UTHSC-Houston

UTHSC-San Antonio

TOTAL

Total purposes may
multiple purposes.

2
---

--- --- v-m w-m

--- m-s --- ---

4 6 1 1 26 2 w-w 2

tonot equal total number of items for each component, due to the fact that some items pertain



OTHER ADMINISTRATIVE ACTIONS

COMPONENT INSTITUTION

U. T. Austin

U. T. Dallas

U. T. El Paso

U. T. Permian Basin

U. T. Tyler

U. T. SWMC-Dallas
I

lb U. T. M.B.-Galveston
m UTHSC-Houston

I
UTHSC-San Antonio

TOTAL

ESTABLISH
ENDOWMENT

19

2

2

1

4

6

2

3

39

REDESIGNATE OTHER DISSOLVE APPROVE/ALLOCATE ACCEPT
ENDOWMENT LEVEL REDESIGNATION ENDOWMENT MATCHING TRUSTEESHIP

--- 13 - - - 1

B-B

B-B
m-w 3 5

5 1 --- 2
1 - - - --- 1
1 e-v -VW ---

7 14 3 9

BBS

B-B

B-B

B-B

OTHER

1
B-B

B-B

---

---

v-m

---

m-v

---

1



COMPARATIVE SUMMARY OF GIFTS ACCEPTED VIA THE OFFICIAL ADMINISTRATIVE PROCESS

FISCAL YEAR 1996

COMPONENT INSTITUTION

U. T. Arlington $ 476,474

U. T. Austin 11,154,914

U. T. Brownsville 220,000

U. T. Dallas 10,578

U. T. El Paso 854,886

I U. T. Pan American 524,267

2 U. T. Permian Basin 567,500
I U. T. San Antonio 150,300

U. T. Tyler 365,000

U. T. SWMC-Dallas 4,999,190

U. T. M.B.-Galveston 3,795,794

UTHSC-Houston 1,068,967

UTHSC-San Antonio 273,834

UTMDACC 1,230,048

U. T. HC-Tyler 748,608

TOTAL $ 26,440,360

FY 1995
FULL YEAR 9/l/95  to 11/30/95

m-B

$ 2,061,600
---

600,000

115,328
---

10,000
v-s

86,046

750,151

3,150,000

285,111
---

---

---

$ 7,058,236



 
48 

2. U. T. Austin:  Acceptance of Bequest from the Estate of 
Hazel H. Ransom, Austin, Texas, to Establish the Harry Huntt 
Ransom Chair and Establishment and Designation of Use of the 
Harry Huntt Ransom General Endowment Fund for the Harry Ransom 
Humanities Research Center.--Upon recommendation of the Asset 
Management Committee, the Board accepted a residuary bequest 
of approximately $1,560,000 from the Estate of Hazel H. 
Ransom, Austin, Texas, for the benefit of The University of 
Texas at Austin 
 
 Of the bequest, $500,000 will be used to establish the 

Harry Huntt Ransom Chair.  Distributions from the endow-
ment will be used to support the Chair in accordance with 
the terms of Mrs. Ransom's Will.  The remainder of the 
bequest in the amount of approximately $1,060,000 will 
be used to establish the Harry Huntt Ransom General 
Endowment Fund for general support of operations and 
collection development within the Harry Ransom Humanities 
Research Center.   



 
49 

       IV.  OTHER MATTERS 
 
 
 U. T. Board of Regents:  Adoption of Resolution Approving 

Investment Management Services Agreement with The Univer-
sity of Texas Investment Management Company (UTIMCO), 
Approval of Certain Terms Precedent to the Execution of 
the Agreement, Approval of Related Amendments to the 
Regents' Rules and Regulations, Parts One and Two, and 
Authorization for the Chairman of the Board of Regents 
and the Chancellor to Carry Out the Transactions Contem-
plated by the Resolution.--The Board, upon recommendation 
of the Asset Management Committee, adopted the following 
resolution: 

 
  BE IT RESOLVED, That the Board is 

authorized and empowered to enter into 
an Investment Management Services 
Agreement (the "Agreement") with The 
University of Texas Investment Management 
Company ("UTIMCO") substantially in the 
form attached hereto as Attachment A with 
supporting Exhibits A - K and the Chairman 
of the Board is hereby authorized and 
directed, for and on behalf of the 
Board, to sign the Agreement, with such 
negotiated revisions, amendments and 
modifications as he determines to be in 
the best interests of the Board, such 
determination to be conclusively evidenced 
by his execution of the Agreement, and 
the Executive Secretary to the Board is 
hereby authorized and directed, for and 
on behalf of the Board, to attest and seal 
the Agreement;  

 
  FURTHER RESOLVED, That the Board hereby 

expressly approves the UTIMCO investment 
policies with related revisions to current 
Board policies as attached to the Agreement 
as Exhibits A through E; 

 
  FURTHER RESOLVED, That the Board hereby 

approves the articles of incorporation and 
bylaws of UTIMCO attached to the Agreement 
as Exhibits H and I, respectively; 

 
  FURTHER RESOLVED, That the Board hereby 

approves the UTIMCO Code of Ethics attached 
to the Agreement as Exhibit K;  (See  

  Exhibit J:  members of the Audit and Ethics 
Committee will be approved by the Board 
at a later date); 

 
  FURTHER RESOLVED, That the Board hereby 

accepts the opinion of Ernst & Young 
concerning the fair representation, in 
all material respects, of the Summary 
of Investments and Total Income of the 
Permanent University Fund, attached hereto 
as Attachment B, and hereby finds and 
determines that said opinion satisfies 
the requirements of Section 4 of H.B. 1877 
requiring a financial audit prior to 
implementation of the first investment 
management services agreement with UTIMCO; 
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  FURTHER RESOLVED, That the amendments 
to the Regents’ Rules and Regulations 
as presented in Attachment C hereto are 
approved; 

 
  FURTHER RESOLVED, That the U. T. System is 

authorized and empowered to enter into an 
office lease agreement, a furniture lease 
agreement, an information systems services 
agreement and other services agreements 
with UTIMCO as required and the Chancellor 
is hereby authorized and directed, for and 
on behalf of the U. T. System, to sign 
such agreements, in each case with such 
negotiated revisions, amendments and 
modifications as he determines are in the 
best interests of the U. T. System, such 
determination to be conclusively evidenced 
by his execution of any such agreement, 
and the Executive Secretary to the Board 
is hereby authorized and directed, for and 
on behalf of the Board, to attest and seal 
such agreements; 

 
  FURTHER RESOLVED, That the assignment 

of all investment management, brokerage, 
custodian and other contracts for 
investment management services to UTIMCO, 
as the successor entity to the Office 
of Asset Management, are approved; 

 
  FURTHER RESOLVED, That the officers of 

the U. T. System be, and each of them 
hereby is, authorized and empowered, for, 
in the name of and on behalf of the Board, 
to take such actions and to execute and 
deliver such amendments, certificates, 
agreements, instruments, notices and 
documents, or to effect any necessary 
filings with any and all appropriate 
regulatory authorities, State and Federal, 
as may be required, or as such officer 
may deem necessary, advisable or proper 
in order to carry out the transactions 
contemplated by, and the purposes and 
intent of the foregoing resolutions; 
all such actions to be performed in 
such manner, and all such amendments, 
certificates, agreements, instruments, 
notices and documents to be executed and 
delivered in such form, as the officer 
performing or executing the same shall 
approve, the performance or execution 
thereof by such officer to be conclusive 
evidence of the approval thereof by such 
officer and by this Board; and 
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  FURTHER RESOLVED, That the authority 
granted to the officers of the U. T. 
System under the foregoing resolutions 
shall be deemed to include, the authority 
to perform such further acts and deeds as 
may be necessary or appropriate, in the 
judgment of such officers, to carry out 
the transactions contemplated thereby, and 
all acts and deeds previously performed 
by the officers of the U. T. System prior 
to the date of these resolutions that 
are within the authority conferred hereby, 
are ratified, confirmed and approved 
as the authorized acts and deeds of the 
Board. 

 
 The above actions are based upon a recent review of the 

U. T. System investment governance and management struc-
ture.  This review was undertaken in recognition of the 
U. T. System’s increasing reliance on private support 
and its endowment resources to fund its mission.  Effec-
tive use of these critical sources of funding will depend 
on the successful management by the Board of Regents of 
the approximately $8.5 billion of Permanent University 
Fund (PUF) and U. T. System investment assets under its 
fiduciary care.  Successful investment management will 
present an increasingly formidable challenge in the 
coming years as a result of two major factors.  First, 
the U. T. System will be required to compete for returns 
in an increasingly complex investment environment marked 
by global markets, alternative investment classes, a 
proliferation of new, complicated financial instruments, 
and short windows of opportunity.  Second, the scale and 
complexity of the Board’s investment responsibilities 
have grown to the point where full-time oversight of the 
investment portfolios is required. 

 
 As part of its long-range planning to help meet the 

investment challenge presented by such factors, the 
Asset Management Committee engaged Cambridge Associates, 
a nationally recognized endowment consulting firm, to 
evaluate the existing U. T. System investment oversight 
and management structure.  The analysis performed by 
Cambridge Associates identified numerous deficiencies 
in the existing governance structure which in its opinion 
inhibit the U. T. System’s ability to compete effectively 
for investment returns.  The major governance deficien-
cies cited were limited investment expertise by most 
Board members, a lack of “institutional memory” from 
frequent Board turnover, overlapping governance commit-
tees, and poor separation of policy formulation from 
operations. 

 
 Cambridge Associates recommended that the Board correct 

such deficiencies by using a not-for-profit investment 
corporation based on investment governance and management 
models successfully employed by other leading universi-
ties with multi-billion dollar endowments.  As the 
investment portfolios of these peer institutions 
increased in scale and complexity over time, the gover-
nance structures were designed to provide for independent 
operations and significant delegation of authority.  
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 These models attempt to remedy the same governance defi-
ciencies identified by Cambridge Associates by estab-
lishing hybrid boards consisting of both trustees and 
investment professionals and delegating investment deci-
sions to investment staff, subject to policy constraints. 
These structural characteristics were specifically imple-
mented to (a) preserve ultimate trustee control of 
investments for fiduciary purposes, (b) create a separate 
investment board with a high level of investment exper-
tise for oversight purposes, (c) emphasize policy delib-
eration at the board level, (d) streamline decision 
making by shortening reporting lines, and (e) focus 
accountability for investment results. 

 
 Based on the conclusions of the Cambridge Associates 

evaluation, the U. T. Board of Regents on April 10, 1995, 
adopted a resolution authorizing the pursuit of statutory 
amendments which would delegate the investment authority 
for Board designated funds to a nonprofit investment 
management corporation.  Such statutory authority was 
provided in May 1995, with the passage of H.B. 1877 by 
the Texas Legislature.  H.B. 1877 amended Section 66.08 
of the Texas Education Code and authorized the Board to 
enter into a contract with a nonprofit corporation to 
invest funds under the control and management of the 
Board subject to the following conditions: 

  
 1. That the corporation not engage in any business 

other than investing funds designated by the Board 
under the contract; 

 
 2. That the Board approve: 
 
  a. The articles of incorporation and bylaws of 

the corporation and any amendments thereto 
  b. The investment policies of the corporation, 

including amendments thereto 
  c. The audit and ethics committee of the corpora-

tion, and 
  d. The code of ethics of the corporation; 
 
 3. That the Board appoint and remove all members of the 

corporation’s board of directors; 
 
 4. That the Board provide for an annual financial audit 

of the Permanent University Fund; 
 
 5. That the corporation file quarterly reports with the 

Board concerning matters required by the Board. 
 
 Following the receipt of this statutory authority the 

Board authorized the preparation of a business plan 
pursuant to which a 501(c)(3) corporation to be known 
as The University of Texas Investment Management Company 
would be organized and contracted with to perform the 
investment management functions currently performed by 
the Office of Asset Management.  This plan was presented 
to the Chancellor, the Asset Management Committee, and 
the U. T. Board of Regents in various briefings and is 
the basis for these actions.  



 
53 

 The Investment Management Services Agreement (Attach-
ment A) appoints UTIMCO as the Board's investment manager 
with complete authority to act for the Board in the 
investment of all funds currently managed by the Office 
of Asset Management.  The Agreement also defines the 
investment management services to be provided by UTIMCO 
and imposes a fiduciary duty on the company in performing 
its services.  It provides for the safekeeping of invest-
ments with the current custodian, Mellon Trust, 
Pittsburgh, Pennsylvania, and the assessment of four 
fees:  (1) a one-time organizational fee in an amount not 
to exceed $250,000 with which to fund expenses incurred 
in organizing UTIMCO, (2) a one-time working capital fee 
equal to $500,000 to be used by UTIMCO as a working 
capital reserve, (3) a one-time equipment fee in the form 
of an in-kind transfer of certain office equipment cur-
rently used by the Office of Asset Management and listed 
in Exhibit F with an estimated book value of $631,000, 
and (4) an annual management fee for the current fiscal 
year at an annualized rate of $4,530,602 or approxi-
mately .05% of the market value as of August 31, 1995, of 
funds to be managed by UTIMCO, as presented in Exhibit G. 
The Agreement also authorizes UTIMCO to charge each fund 
under management for the direct expenses incurred for 
portfolio management, custody, auditing and other ser-
vices performed by external vendors for each fund.  Fur-
thermore, the Agreement indemnifies UTIMCO and its 
directors, employees and other agents to the fullest 
extent permitted by applicable law.  Finally, it pro-
hibits self dealing and service to other clients and 
allows the U. T. Board of Regents to terminate the 
Agreement by written notice to UTIMCO subject to 
reasonable allowance for settlement of pending trades.  

 
 Approval of the UTIMCO Investment Policy Statements 

(Exhibits A - E) encompasses the following actions:  
 
 Permanent University Fund (Exhibit A):  Rescission of the 

existing PUF policy and adoption of a new policy.  The 
new policy recognizes the non-total return structure of 
the fund by emphasizing income growth over total return 
and an increased allocation to equities.  

 
 Long Term Fund (Exhibit B):  The policy statement con-

tains no policy changes per se.  Amendments relate to the 
substitution of UTIMCO for Office of Asset Management 
where appropriate and standardization of definitions with 
the PUF policy. 

 
 Operating Funds Investment Policy Statement (Exhibit C): 

Amended to substitute UTIMCO for Office of Asset Manage-
ment. 

 
 Short/Intermediate Term Fund Information Memorandum 

(Exhibit D):  Amended to reflect the dissolution of the 
Fund Advisory Board, incorporation of a pre-approved 
section regarding derivatives guidelines, and substitu-
tion of UTIMCO for Office of Asset Management. 

 
 Private Investment Policy Statement (Exhibit E): 

Recognize the substitution of UTIMCO and the UTIMCO 
Board for the Asset Management Committee and revision 
of valuation policy to conform to industry standards.   
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 The amendments to the Regents’ Rules and Regulations, 
Parts One and Two (Attachment C) dissolve the existing 
investment governance and management structure and recog-
nize the provision of investment management services 
by UTIMCO.  Included in the revisions to the Rules and 
Regulations is the dissolution of the Asset Management 
Committee, the Office of Asset Management, and the 
Investment Advisory Committee.  

 
 UTIMCO will enter into an agreement with the U. T. 

System to lease 12,565 square feet on floors two and 
three of Claudia Taylor Johnson Hall and 40 parking 
spaces for employees and visitors at an initial annual 
rate of $197,700.  UTIMCO will receive a tenant’s 
improvements allowance of $155,000.  UTIMCO also will 
enter into an information systems support contract with 
the U. T. System until such time as it can support its 
own information technologies.  

 
 The documents related to this transaction have been 

reviewed by the Office of General Counsel as to compli-
ance with the enabling legislation and the Office of the 
Board of Regents as to revision of the Regents’ Rules and 
Regulations. 

 
 Adoption of the resolution to create a new investment 

governance and management structure will strengthen the 
U. T. Board’s ability to fulfill its fiduciary responsi-
bility and to generate investment returns equal to or in 
excess of peer universities.  



ATTACHMENT A

INVESTMENT MANAGEMENT SERVICES AGREEMENT

This Investment Management Services Agreement (this “Agreement”) by and between the Board
of Regents (the “U.T. Board”) of The University of Texas System (the “U.T. System”) and The
University of Texas Investment Management Company (“UTIMCO”), a Texas non-profit
corporation, is effective March 1, 1996, (the “Effective Date”).

WHEREAS, the U.T. Board, pursuant to the Constitution and statutes of the State of Texas, is
responsible for the investment of the Permanent University Fund, the local and institutional funds
of the U.T. System and the funds of various trusts and foundations for which it serves as trustee, all
of which funds are under the control and management of the U.T. Board; and

WHEREAS, Section 66.08, Texas Education Code, as amended, authorizes the U.T. Board, subject
to certain conditions, to enter into a contract with a nonprofit corporation for the corporation to
invest finds under the control and management of the U.T. Board, as designated by the U.T. Board;
and

WHEREAS, UTIMCO has been organized under the laws of the State of Texas, including the Texas
Non-Profit Corporation Act, Article 1396-1 .Ol  et seq., Vernon’s Texas Civil Statutes, for the express
purpose of investing funds under the control and management of the U.T. Board, as designated by
the U.T. Board, in accordance with the laws of the State of Texas; and

WHEREAS, the U.T. Board desires to enter into this Agreement with UTIMCO in order to provide
for UTIMCO to invest certain designated funds under the control and management of the U.T.
Board; and

WHEREAS, UTIMCO desires to enter into this Agreement with the U.T. Board and to invest certain
designated funds under the control and management of the U.T. Board; and

WHEREAS, all conditions precedent to the execution and delivery of this Agreement have been
fully satisfied and fulfikd,  including, without limitations, the conditions established by Section
66.08, Texas Education Code, as amended;

NOW THEREFORE, for and in consideration of the premises and the mutual promises contained
herein and other good and valuable consideration, the receipt and sufficiency  of which are hereby
acknowledged, the parties hereto agree as follows:
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Section 1. Definitions.

Accounts  shall mean those funds for which the U.T. Board has investment responsibility,
namely (a) the Permanent University Fund, excluding PUF Lands, (b) the U.T. Board
Accounts and (c) the U.T. Board Trust Accounts.

. .Available Unwemtv F&  or BIIE: shall mean the dividend, interest and other income of
the Permanent University Fund (less administrative expenses), including net income
attributable to the surface of PUF Lands, all as provided by Article  VII, Section 18 of the
Texas Constitution.

&&J,& shall mean an entity directly or indirectly controlling, controlled by, or under
common control with UTIMCO, including an entity with whom UTIMCO has an express
or implied agreement regarding the direct or indirect purchase of investments by each from
the other.

M shall mean all claims, lawsuits, causes of action and other legal actions and
proceedings of whatever nature brought against (whether by way of direct action, counter
claim, cross action, or impleader) any Indemn&d  Party and all requests or demands for
indemnification made by any third party upon any Indemnifkd  Party, even if groundless,
false or fraudulent,  so long as the claim,  lawsuit, cause of action, other legal action or
proceeding, request or demand is alleged or detcrmkd, directly or indirectly, to arise out
of, result fkom, relate to or be based upon, in whole or in part, the duties, activities, acts or
omissions of any person arising under this Agreement.

.f&&&a  or a &all  mean a commercial bank,  trust company or other entity
selected by UTIMCO to hold and safelceep  physical securities rqresenting  investment assets
of any Account and to perform the other functions  listed in Section 5 hereof. The primary
Custodian as of the effective date of this Agreement is Mellon Trust of Medford,
Massachusetts. Substitute or additional Custodians may be appointed by UTIMCO from
time to time.

.v shall mean UTIMCO and any of its officers, directors, employees and
agents.

F shall mean the written investment policies relating to the PUP,  the LTP,
the SIF, the WWF and the STF attached hereto as E&&&s  A-F, as the same may be amended
from time to time by UTIMCO with the consent and approval  of the U.T. Board.

LonP Fu&  or LTE  shall mean the long-term pooled investment fund previously
established by the U.T. Board for the collective investment of all endowment and other
long-term funds of component institutions of the U.T. System (other than the Permanent
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University Fund and other funds subject to use restrictions that are inconsistent with
investment in such Long Term Fund).

a shall mean losses, costs, damages, expenses, judgments and liabilities of whatever
nature (including, but not limited to, attorneys’, accountants’ and other professionals’ fees,
litigation and court costs and expenses, amounts paid in settlement, amqunts  paid to
discharge judgments and amounts payable by an Indemnified Party to any other person  under
any arrangement providing for indemnification of that person) directly or indirectly resulting
from, arising out of or relating to one or more Claims.

. .rvem@&  or ElLE shall mean the constitutional fund known by that name
and established pursuant to Article VII, Section 11 of the Texas Constitution.

. .c or PIJF  Lands shall mean the approximately 2,109,109
acres of land located in 24 Texas counties and constituting a part of the Permanent
University Fund.

w shall mean the quasiendowment fund established by the U.T. Board on December
8,1988,  to provide performance compensation for professional staff employed by the Office
of Asset Management.

m- or SlEr shall mean U.T. System Funds or UT. Board Trust
accounts which by election of the U.T. Board or by requirement of the trust indenture or
donative  instn&ent  are invested sepamtely and apart &om other U.T. System Funds and the
PUP.

Term Fti or &ZE shall mean the short/intermediate term pooled
investment fund  previously established by the U.T. Board for the collective investment of
filnds (other than endowment and other long-term funds, inchiding  the Pelmanent  university
Fund) of the component institutions of the U.T. System.

S&&&&Q&  or m shall mean the money market mutual fund or funds approved by
UTIMCO fiorn time to time as an investment for U.T. System Funds. As of the effective
date of this Agmmcnt,  the only Short Term Fund is a money market mutual fund known as
the Financial Square Prime Obligations Fund, which is a series of the Goldman Sachs Money
Market Trust Substitute or additional money market mutual funds (including internally
managed fimds) may be approved by UTIMCO from time to time as the Short Term Fund.

U.T. shall mean the investment assets of the U.T. System, consisting of the
Long Term Fund, the Short/Intermediate Term Fund, the Short Term Fund and the
Separately Invested Funds.

U.  T. Bound  Tre shall mean the assets of charitable remainder trusts, foundations
and other separately invested funds for which the U.T. Board sexes  as trustee on behalf of
itself and other co-beneficiaries.
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w F& shall mean all funds under the control and management of the
U.T. Board, other than the Permanent University Fund and the U.T. Board Trust Accounts.

Section 2. Delegation of Invqstment Authority.

The U.T. Board hereby appoints UTIMCO as its investment manager with complete authority to act
for the Board in the investment of the Accounts, subject, however, to such limitations and
restrictions as are set forth in the Investment Policies. UTIMCO shall furnish the U.T. Board with
continuous investment management services and shall invest and reinvest the assets of the Accounts

in such ways and at such times as are believed by UTIMCO to be consistent with the Investment
Policies and Section 4 hereof. UTIMCO shall be responsible for overall management of the U.T.
Board’s investment affairs  and shall manage each Account as a discretionary account.

Section 3. Description of Investment Management Services.

During the term of this Agreement, UTIMCO shall provide the following services in conjunction
with the investment of the Accounts:

UTIMCO shall review current investment policies for each Accotit  and recommend any
amendments for approval by the U.T. Board. Such review shall include distribution
(spending) guidelines, long-term investment return  expectations and expected risk levels,
asset allocation targets and ranges for each el.igibie  asset class, expected returns for each
asset class and fund,  and designated performance benchmarks for each asset class.

W Investment
UTIMCO shall oversee the investment management process. Such oversight shall include
the development of an investment outlook based on global economic and capital market
forecasts, the rebalancing of allocations to each asset class within ranges in response to
changes in the investment outlook, and the selection of a combination of portfolio managers
to construct portfolios designed to generate the expected returns of each asset class.

c) -:
UTIMCO shall monitor and report on investment perfo- for the PUF and U.T. Board
accounts. Such responsibilities shall include the calculation and evaluation of performance
of asset classes and individual portfolios, against established benchmarks over various
periods of time, the periodic review of performance benchmarks, the reporting of
investment performance of Separately Invested Assets and U.T. Board Trust Accounts as
requested by the U.T. E%oard,  and the reporting to regulatory agencies and others regarding
investments under management to the extent required by applicable law.

UTIMCO shall execute such operational responsibilities as the purchase and sale of
investments, settlement of all trades (to the extent such trades are not settled by Custodian
or brokers), the accounting for all transactions at the portfolio level in accordance with
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generally accepted accounting principles, the preparation and delivery of periodic financial
reports on all funds; and the maintenance of complete books and records (internally or
through contract with the designated Custodian for the assets under management) reflecting
transactions and balances of the Accounts.

e) Books:
UTIMCO shall maintain the books and records for each Account on the basis of a fiscal year
ending August 31st (or such other fiscal year as the U.T. Board may establish from  time to
time), and shall keep full separate records of all transactions with respect to each Account.
The books and records of the Accounts and all records concerning UTIMCO’s operations
shall be available during normal business hours for inspection by an authorized
representative of U.T. System. UTIMCO shall provide full audit access to auditors
representing the U.T. Board or the State Auditor, including access to any and all information
concerning the operations of UTIMCO.

UTIMCO shall perform other investment management services to include attending
meetings of the U.T. Board and making such reports as the U-T. Board may request from
time to time, voting of securities (or proxies with respect thereto) held as investments of the
Accounts; providing U.T. System component institutions with annual endowment reports
reflecting, among other things, changes in the investment value of such component’s
endowment and distributions made to such component to support the activities for which the
endowment was established, providing charitable trust administration services such as
portfolio management, annual tax return preparation, annual trust reporting to donors and
remittance of quarterly distributions; provid&g annual reporting of investment transactions
and balances and distributing funds to authorized beneficiaries on foundation accounts;
effecting distributions directly or through the Custodian to U.T. System component
institutions or other named beneficiaries f&n the Accounts; supporting and maintaining on-
line account information system for endowment accounts; and any other services necessary
to provide investment management of the Accounts.

Section 4. Investment Manager as Fiduciary.

UTIMCO acknowledges that it will be acting as a fiduciary with respect to managing the
investments of the Accounts ad that, subject to the Investment Policies and applicable law, it will
exercise the judgment and care under the circumstances then prevailing that persons of ordinary
prudence, discretion and intelligence exercise in the management of their own affairs,  not in regard
to speculation but in regard to the permanent disposition of their funds, considering the probable
income as well as the probable safety of their capital. The U.T. Board recognizes that all investment
transactions involve a variety of significant potential risks, including, without limitation, market risk
liquidity risk, credit risk, cash flow risk, operational risk and counterparty risk. The U.T. Board
agrees that (i) UTIMCO will not be liable for any losses incurred in the Accounts as a result of
investments made pursuant to the Investment Policies, and (ii) UTIMCO will not be liable for
actions of co-fiduciaries. The Board also acknowledges that UTIMCO shall not be liable for, and,
to, the fullest extent authorized by the Constitution and laws of the State of Texas, agrees to hold
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UTIMCO hatmless  from the consequences of any action taken or omitted to be taken by the U.T.
System or any of its employees or agents prior to the Effective Date of this Agreement.

Section 5. Custody of Assets.

UTIMCO shall use custodians for safekeeping, settlement of security purchases, sales, collection of
income and other duties as more fully described in the existing custody agreement between the U.T.
Board and the Custodian, which agreement, together with the U.T. Board’s rights, duties and
obligations thereunder, has been or shall be assigned to UTIMCO. In addition, UTIMCO may from
time to time use a brokerage firm to settle security sales on behalf of the Board and may invest in
a regulated mutual fund or the Common Fund, which assets are held outside of the bank custody
relationship. Any physical certificates not held in safekeeping with a Custodian shall be held in
safekeeping at a local bank as designated by UTIMCO.

Section 6. Use of Unaffiliated Investment Managers.

UTIMCO shall be entitled to use unafHiated  investment advisors to invest all or part of the
Accounts and to perform other duties as more fully described in existing investment advisory
agreements between the U.T. Board and such investment advisors, which agreements, together with
the U.T. Board’s rights, duties and obligations thereunder, have been or shall be assigned to
UTIMCO.

Section 7. Investment Management Fees; Direct Expenses.

For services performed hereunder, UTIMCO shall be compensated in the amounts and in the manner
set forth below.

On the Effective Date, the U.T. Board shall pay UTIMCO the sum of $250,000 as
reimbursement for expenses incurred in organidng  UTIMCO to provide the investment
management services rqulred herein. Any excess funds mmaining  after payment of all
actual organizational expenses shall be rebated back to the U.T. Board

b)
On the Effective Date, the U.T. Board shall pay to UTIMCO an amount equal to %500,000
to be used by UTIMCO as a working capital reserve. Said reseme  shall be used, as needed,
to pay operatiq expenses associated with the general management of the Accounts and shall
be reviewed annually to determine its level of adequacy.

. .c )  In-KindTrPlwferofOfiice.
On the Effective Date, the U.T. Board shall transfer title to certain equipment currently used
by the Office of Asset Management of the U.T. System listed on &h&kE  hereto with an
estimated book value of   $631 ,ooO.
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At least sixty (60) days prior to August 3 1 of each year, UTIMCO shall submit to the U.T.
Board its proposed annual fee for the following fiscal year (an “Annual Fee”). The Annual
Fee shall be based on UTIMCO’s annual budget which shall include all operating expenses
associated with the general management of the Accounts, including, without limitation,
salaries, benefits and performance compensation of portfolio management and support
personnel (to the extent that same are not budgeted for payment loom the Q.E.I.E.), expenses
for consulting services, office space lease expenses, office furniture and equipment expenses,
professional, legal, payroll and other general services expenses, travel, insurance, capital
expenditures, and other miscellaneous expenses incurred by UTIMCO in connection with
the performance of its obligations hereunder.

At the same time that UTIMCO submits its Annual Fee, it shall also submit to the U.T.
Board an allocation formula for charging the Annual Fee to the Accounts. The Annual Fee
and the allocation formula shall be approved or disapproved by the U.T. Board at its next
regular meeting. The U.T. Board will not unreasonably withhold approval of the Annual Fee
or the allocation formula. Any such fee or formula which is disapproved shall be promptly
revised by UTIMCO and re-submitted to the U.T. Board for approval. If any Annual Fee or
allocation formula is not approved by the U.T. Board prior to the tkst  day of the fiscal ye&
covered by such Annual Fee or allocation formula, the Annual Fee and allocation formula,
as the case may be, in effect during the previous fiscal year shall  continue in effect until a
new Annual Fee or allocation formula, as the case may be, has been approved for the new
fiscal year. Notwithstanding the foregoing, the Annual Fee and allocation formula for the
initial fiscal year (or remainder thereof) of this Agreement shall be set forth on m.

On or before the first day of each fiscal quarter, UTIMCO shall be entitled to charge each
Account with its allocable share (detumkd  in accordance with the allocation formula then
in effect) of one-fourth of the amount of the Annual Fee to pay UTIMCO’s operating
expenses for the m &al  quartrr,  provided, that following an audit of UTIMCO’s
financial  statements for any &al year, ifit is &term&d  that UTIMCo’s operating expenses
during such fiscal year were less than its Annual Fee, UTIMCO shall credit the surplus
amount charged to the Accounts during such fiscal year (based upon the allocation formula
then in effect) against the amount charged to each respective Account on or before the first
day of the next fiscal quarter; provided, fur&her, that UTIMCO shall credit investment
earnings real&d on funds pending disbursement to pay operating expenses in the same
fashion as set forth in the immediately preceding proviso. UTIMCO shall be entitled, with
the approval of the U.T. Board, to revise the Annual Fee and allocation formula at any time
during a fiscal year. Any statements for partial quarters at the begking or end of this
Agreement shall be prorated to reflect the actual time services were rendered during such
partial quarters.

UTIMCO is hereby authorized to pay from each Account direct expenses incurred for
portfolio management, custodian, auditing, and other services which are performed by
external vendors specifically for each Account. UTIMCO is authorized to pay expenses
incurred on behalf of the Permanent University Fund by submitting a purchase voucher to
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the State Comptroller for payment of said expenses from the Available University Fund.
Notwithstanding the above, vouchers submitted for quarterly payment of the UTIMCO
annual management fee from  the AUF shall require the approval of the Office of Investment
Accounting of the U.T. System (or any successor to the functions of that office).

e> - .ce Cv.
In addition to the fees provided for above, the U.T. Board shall pay to UTIMCO from the
Q.E.I.E. the amount of performance compensation actually awarded to UTIMCO staff,
subject to the maximum amount of such compensation budgeted for payment from the
Q.E.I.E. pursuant to UTIMCO’s  annual budget. Amounts distributed from the Q.E.I.E. in any
given year in excess of amounts paid to UTIMCO shall be reinvested and shall be available
for future payment to UTIMCO pursuant to this subsection (e).

Section 8. Brokerage Commissions.

The U.T. Board acknowledges and agrees that the investment management fees provided for in
Section 6 are in addition to any compensation that may be due to a broker or dealer in effecting and
executing transactions on behalfof  UTIMCO. UTIMCO is hereby authorized and empowered, with
full and absolute discretion, to issue instructions  in aceordancc  with the Investment Policies to such
unaffiliated brokerage firms as may be selected by UTIMCO for the execution of orders for the
purchase, sale, exchange and general investment of the Accounts; provided that UTIMCO shall not
select a brokerage tirm that is an Af!filiate of UTIMCO. All orders for Account transactions shall
be placed in such markets and through such brokers as UTIMCO determines will offer the most
favorable price, execution and commission cost of each order. The U.T. Board acknovirledges  and
agrees that UTIMCO, from time to time and in accordance with applicable law, may pay
commissions to brokers that are higher than those that might be obtainable elsewhere in order to
obtain from such brokers research and other seryices expected  to enhance the long-term value of the
Accounts. Notwithstanding the preceding sentence, UTIMCO agrees that the average commission
rate paid to brokers on all orders for transactions for the Accounts shaIl  not exceed 6# per share or
such other rate (higher or lower) as shall be set by the U.T. Board from time to time.

section 9. Valuation of Account Assets.

For the purposes of reporting the valuation of each Account, the market value of the securities
(including cash and short term equivalents) settled in the Account shall be determined as of the close
of business on the last business day of each fiscal quarter by the Custodian.

Section 10. Representationa and Warranties of Parties.

U.T. Board.

A. The U.T. Board (a) is duly established and validly existing under the laws of the
State of Texas and is an agency of the State of Texas, (b) has all power and authority
and all material government licenses, authorizations, consents and approvals required
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to carry on its business as now conducted, and (c) has full power and authority to
execute, deliver and perform this Agreement.

B. The execution, delivery and performance by the U.T. Board of this Agreement have
been duly authorized by all necessary action and do not contravene, or result in the
violation of or constitute a default under, any provision of applicable law or
regulation, or any order, rule or regulation of any court, governmental agency or
instrumentality or any agreement, resolution or instrument to which the U.T. Board
is a party or by which it or any of its property is bound.

C. No authorization, consent, approval, permit, license, or exemption of, or filing or
registration with, any court or governmental department, commission, board, bureau,
agency or instrumentality that has not been obtained or issued is or will be necessary
for the valid execution, delivery or performance by the U.T. Board of this
Agreement.

D. This Agreement constitutes a valid and binding agreement of the U.T. Board.

E. There is no action, suit or pmceeding  pending or, to the knowledge of the U.T.
Board, threatened against or affecting the U.T. Board or the U.T. System, or relating
to this Agreement, in any court or before or by any governmental department, agency
or instrumentality which, if adversely determined, would materially a&t  the ability
or authority of the U.T. Board to enter into, and perform its obligations under, this
Agreement, or which in any manner questions the validity or enforceability of this
Agreement.

F. The U.T. Board has approved and does hereby approve:
(1) the Articles of Incorporation and Bylaws of UTIMCO attached as E&i&

H and I, respectively;
(2) the Investment Policies;
(3) the audit and ethics committee of UTIMCO, the members of which are listed

on m; and
(4) the Code of Ethics of UTIMCO attached as Exhibit.

G. The U.T. Board has been provided with the opportunity to ask questions of, and it
has received answers thereto satisfactory to it from, UTIMCO and its representatives
regarding this Agreement and has obtained all additional information requested by
it of UTIMCO and its representatives prior to entering into this Agreement.

UTIMCO.

A. UTIMCO (a) is duly organized and validly existing as a Texas non-profit corporation
under the laws of the State of Texas, particularly the Texas Non-Profit Corporation
Act, Article 1396-1 .Ol  et seq., Vernon’s Texas Civil Statutes, (b) has all corporate
power and authority and all material government licenses, authorizations, consents
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and approvals required to carry on its business as now conducted, and (c) has full
power and authority to execute, deliver and perform this Agreement.

B. The execution, delivery and performance by UTIMCO of this Agreement have been
duly authorized by all necessary action by UTIMCO and do not contravene, or result
in the violation of or constitute a default under, any provision of applicable law or
regulation, or any order, rule or regulation of any court, governmental agency or
instrumentality or any agreement, resolution or instrument to which UTIMCO is a
party or by which it or any of its property is bound.

C. No authorization, consent, approval, permit, license, or exemption of, or filing or
registration with, any court or governmental departmen  commission, board, bureau,
agency or instrumentality that has not been obtained or issued is or will be necessary
for the valid execution, delivery or performance by UTIMCO of this Agreement.

D . This Agreement constitutes a valid and binding agreement of UTIMCO.

E. There is no action, suit or proceeding pending or, to the knowledge of UTIMCO,
threatened against or affecting UTIMCO, or relating to this Agreement in any court
or before or by any governmental department, agency or instrumentality which, if
adversely determined, would materially affect the ability or authority of UTTMCO
to enter into, and to perform its obligations under, this Agreement, or which in any
manner questions the validity or enforceability of this Agreement.

section  10. Prohibition Against Self-Dealing.

Consistent with the requirements of Section 66.08, Texas Education Code, UT’IMCO  shall not enter
into an agreement or transaction with any of the following:

A. A director, officer, or employee of UTIMCO acting in other than an official capacity
on behalf of UTIMCO;

B. A business entity in which a director, officer, or employee of UTIMCO has an
htmst;

C. A former director, officer, or employee of UTIMCO on or before the second
anniversary of the date the person ceased to be a director, officer, or employee of
UTIMCO;

D. A business entity in which a former director, officer, or employee of UTIMCO has
an interest on or before the second anniversary of the date the person ceased to be a
director, officer, or employee of UTIMCO.

For purposes of this  Section, a person has an interest in a business entity if(i) the person owns five
percent or more of the voting stock or shares of the business entity; (ii) the person owns five percent
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or more of the fair market value of the business entity; or (iii) money received by the person from
the business entity exceeds five percent of the person’s gross income for the preceding calendar year.
Any agreement or transaction entered into in violation of this Section 10 is void.

Section 11. Prohibition Against Service to Other Clients.

In accordance with Section 66.08, Texas Education Code, UTIMCO shall not engage in any business
other than managing the Accounts under this Agreement.

Section 12. Investment Company Act.

UTIMCO shall not be required to register as an “investment company” under the investment
Company Act of 1940, as amended.

Section 13. Termination.

The U.T. Board may terminate  this Agreement at any time by written notice to UTIMCO, effective
immediately upon receipt of such notice by UTIMCO, subject to reasonable alIowance for settlement
of pending trades. UTIMCO may terminate this Agreement upon thirty (30) days’ written notice to
the U.T. Board. There shall be no penalty for termination; however, UTIMCO shall be entitled to
all compensation and benefits earned prior to termination.

Section 14. Amendments.

No amendment hereto shall be effective unless executed in the same manner as this Agreement.

Section 15. Notices.

All notices or communications hereunder shall be in writing and shall not be effective until hand
delivered and receipted to the other party, or sent by overnight delivery, or sent by United States
Certified or Registered Mail,  postage prepaid, to the addressed party. The following are the
designated addresses for such notices or communications and may  only be changed by
communication in the manner  required by this pamgraph:

To U.T. Board:
Board of Regents of The University of Texas System
Attn: Executive Secretary
201 West Seventh Street
Austin, Texas 78701
Tel. (5 12) 499-4402
Fax. (5 12) 499-4425

II

- 65  -



To UTIMCO:
The University of Texas Investment Management Company
Attn: President
2 10 West Sixth St. - 2nd Floor
Austin, Texas 7870 1
Tel. (5 12) 499-4337
Fax. (5 12) 499-4365

Section 16. Non-Assignability.

No Assignment of this Agreement by UTIMCO shall be made without having obtained the prior
written consent of the U.T. Board nor is the Agreement assignable by the U.T. Board without prior
written consent of UTIMCO.

section 17. No Waiver of Brepch.

A waiver of a breach of any provision of this Agreement shall not constitute a waiver of any
subsequent breach of that provision or a breach of any provision hereof. Failure of either party to
enforce at any time or from time to time any provision of this Agreement shall not be construed ti
a waiver thereof.

Section 18. Indemnification.

a)
.to Indtmnlft:

To the fullest  extent authorized by the Constitution and laws of the State of Texas, the U.T.
Board shall indemnify  and hold harmless each of the Indemnifkd  Parks against any and all
Losses, including Losses resulting from the negligence of the Indemnified Party claiming
indemnification;  provided, however, the U.T. Board shall not be obligated to indemnify an
Indemnified Party against Losses to the extent such Losses are caused by (i) an act or
omission that involves intentional misconduct or a knowing violation of law by the
Indemnified Party claiming indemnifution, (ii) a transaction fkom which the Indemnified
Party claiming indemnification received an improper benefit, (iii) an act or omission for
which the liability of the Inckmnifkd  Party claiming indemnification is expressly provided
by an applicable statute, or (iv) an act or omission constituting gross negligence by the
IndemniGd  Party claim@ indemnifk&on;  provided further that indemnification payments
by the U.T. Board shall be paid fkom the same sources as the Annual Fee pursuant to Section
7 .

b )  s:
Each Indemnified Party shall reimburse the U.T. Board for payments made by the U.T.
Board pursuant to this Section to the extent of any proceeds, net of all expenses of collection,
actually received by it Tom any insurance with respect to any Loss. At the request and
expense of the U.T. Board, each Indemnified Party shall have the duty to claim any such
insurance proceeds and such indemnified Party shall assign its rights to such proceeds, to the
extent of such required reimbursement, to the U.T. Board.
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c) p&g&:
In case any Claim shall be brought or, to the knowledge of any Indemnified Party, threatened
against any Indemnified Party in respect of which indemnity may be sought against the U.T.
Board, such Indemnified Party shall promptly notify the U.T. Board in writing; provided,
however, that any failure so to notify shall not relieve the U.T. Board of its obligations under
this Section.

4 Defense:
The U.T. Board shall have the right to assume the investigation and defense of all Claims,
including the employment of counsel and the payment of all expenses. Each Indemnified
Party shall have the right to employ separate counsel in any such action and participate in the
investigation and defense thereof, but the fees and expenses of such counsel shall be paid by
such Indemnified Party unless (i) the employment of such counsel has been specifically
authorized by the U.T. Board, in writing, (ii) the U.T. Board has failed to assume the defense
and to employ counsel, or (iii) the named parties to any such action (including any impleaded
parties) include both an Indemnified Party and the U.T. Board, and such Indemnified Party
shall have been advised by counsel that there may be one or more legal defenses available
to it which are different from or additional to those available to the U.T. Board (in which
case, if such Indemnified Party notifies the U.T. Board in writing that it elects to employ
separate counsel at the U.T. Board’s expense, the U.T. Board shall not have the right to
assume the defense of the action on behalf of such Indemnified Party; provided, however,
that the U.T. Board shall not, in connection with any one action or sqrate  but substantially
similar or related actions in the same jurisdiction arising out of the same general allegation
or circumstances, be liable for the reasonable fees and expenses of more than one separate
firm of attorneys for the Indemnified Parties, which Grm  shall be designated in writing by
such Indemnified Parties).

e) ..
Each Indemnified Party shall use reasonable efforts to cooperate with the U.T. Board in the
defense of any action or Claim. The U.T. Board shall not be liable for any settlement of any
action or Claim without its consent but, if any such action or Claim is settled with the
consent of the U.T. Board or there be final judgment for the plaintiff in any such action or
with respect to any such Claim the U.T. Board shall indemnify and hold harmless the
Indemnifkd  Parties tirn and against any Loss by reason of such settlement or judgrnerit  as
provided in Subsection (a) .of this Section.

f) cJu&pl:  m..

The provisions of this Section shall survive the termination of this Agreement, and the
obligations of the U.T. Board hereunder shall apply to Losses or Claims whether asserted
prior to or after the termination of this Agreement. In the event of failure by the U.T. Board
to observe the. covenants, conditions and agreements contained in this Section, any
Indemnified Party may take any action at law or in equity to collect amounts then due and
thereafter to become due, or to enforce performance and observance of any obligation,
agreement or covenant of the U.T. Board under this Section.
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Section 19. Confidential Relationships.

Except as otherwise required by law, all information and recommendations furnished by UTIMCO
shall be regarded as confidential by the U.T. Board. Each party shall regard as confidential all
information concerning the afTairs  of the other party or the Accounts. Bach party shall take all steps
as are reasonably necessary to ensure compliance with this Section.

Section 20. Entire Agreement; Miscellaneous.

This Agreement contains the entire agreement between the parties and all representation with respect
to the subject matter thereof. Headings in the Agreement are for purposes of reference only and shall
not limit or otherwise effect the meaning hereof. Any capitalized term used in an Exhibit to this
Agreement shah have the meaning designated herein, unless otherwise defined in the Exhibit itself.

Section 21. Governing Law.

This Agreement and all matters arising under it shah be governed by the laws of the State of Texas.
Venue for any action brought by any party hereto concerning the subject matter of this investment
Management Agreement shall be in Travis County, Texas.

Date:

AT-TEST:

Arthur H. Dilly
Executive Secretary

Date:

BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM

By:
Bernard Rapoport
Chairman

THE UNIVERSITY OF TEXAS
INVESFMENT’  MANAGEMENT COMPANY,I ,-

a Texas non-profit corporation

By:
Thomas G. Ricks
President
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Exhibit A

PERMANENT UNIVERSITY FUND

INVESTMENT POLICY

Background
The Permanent University Fund (the “PUF”) is a public endowment contributing to the support
of The University of Texas System and The Texas A&M University System. The PUF was
established by the Texas Constitution in 1876 with the appropriation of one million acres of land
in addition to land previously granted to The University of Texas. The granting of land to the
PUF was completed in 1883 with the granting of an additional one million acres of land. The
2,109,110  acres held by the PUF are located in 19 West Texas counties.

The 2.1 million acres comprising the PUF Lands produce two streams of income: a) mineral
income, primarily in the form of oil and gas royalties and b) surface income, in the form of
surface leases and easements. Under the Texas Constitution, mineral income, as a non-
renewable source of income, remains a non distributable part of PUP  corpus, and is invested in
securities. Surface income, as a renewable source of income, is distributed to the Available
University Fund, (the “AUF”), as received.

The Constitution prohibits the distribution and expenditure of PUF  corpus. As a result, realized
gains and losses from the sale of PUF securities must be retained as corpus and may not be
distributed to the AUF. Conversely, the Constitution requires the distribution of all PUF income,
generally in the form of dividend and interest income, into the AUF to be expended for certain
authorized purposes.

The expenditure of PUF income which is distributed to the AUF is subject to a prescribed order
of priority:

First, expenses incurred in the administration of PUF lands and securities. Resolutions adopted
by the U. T. Board of Regents (the “U. T. Board”) require that administrative expenses of the
PUP  be restricted to a minimum consistent with prudent business judgment.

Second, following a 2/3rds and 1/3rd  allocation of distributed PUP  income (net of administrative
expenses) to the U. T. System and Texas A&M University System, expenditures for debt service
on PUF bonds. Article VII of the Texas Constitution authorizes the U. T. Board and the TAMU
Board to issue bonds payable from their respective interests in distributed PUP income to finance
permanent improvements and to refinance outstanding PUP obligations. The Constitution limits
the amount of bonds and notes secured by each System’s interest in divisible PUF income to
20% and 10% of the book value of PUP investment securities, respectively. Bond resolutions
adopted by both Boards also prohibit the issuance of additional PUP parity obligations unless the
projected interest in PUP net income for each System covers projected debt service at least 1.5
times.
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Third. expenditures to fund a) excellence programs specifically at U. T. Austin and Texas A&M
University (respectively) and b) the administration of the university systems.

The distribution of income and expenditures from the PUF to the AUF is depicted below in
Exhibit 1:

Exhibit 1
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Responsibility and Management of the PUF
Article VII of the Texas Constitution assigns fiduciary responsibility for managing and investing
the Fund to the U. T. Board. Article VII authorizes the U. T. Board, subject to procedures and
restrictions it establishes, to invest the Fund in any kind of investments and in amounts it
considers appropriate, provided that it adheres to the prudent person investment standard. This
standard requires that the U. T. Board, in making investments, shall exercise the judgment and
care under the circumstances then prevailing which persons of ordinary prudence, discretion and
intelligence exercise in the management of their own affairs, not in regard to speculation but in
regard to the permanent disposition of their funds, considering the probable income therefrom as
well as the probable safety of their capital.

Section 66.08 of the Education Code and Section 163 of the Property Code authorize the U. T.
Board to delegate to its committees, officers or employees of the U. T. System and other agents
the authority to act for the U. T. Board in investment of the PUF.

Investment Objectives
Establishment of investment objectives for the PUF is complicated by the fact that, under the
Constitution, growth in the value of PUF investments produces no benefit to the PUF’s
beneficiaries w price growth is converted into growth in distributable income. Only then will
the PUF beneficiaries benefit in the form of increased AUF debt service capacity and/or
increased payout capacity for excellence programs.

The investment objectives for the PUF, as a perpetual endowment fund, are twofold:

1. to grow distributable investment income at a minimum rate equal to inflation.  High volatility
of distributed income (i.e., volatility of debt service coverage ratios and program support)
should be minimized to preserve the AAA rating assigned to PUF bonds. Minimization of
income volatility shall be achieved, in part, through diversification of PUF assets in order to
provide that investment in a single security, issuer, industry or asset class shall not have an
excessive impact on PUF asset income. This first objective of growing distributable
investment income paid to the AUF at a minimum rate equal to inflation  is directed at
preserving the purchasing power of beneficiaries in the future.

2 . The second major objective for the PUF  shall be directed at the current year’s beneficiaries -
to grow investment income over the preceding fiscal year at a minimum rate equal to the rate
of income growth produced by the capital markets. This second objective recognizes that the
use of passive indexation  is an authorized investment strategy and that the use of active
investment strategies must generate rates of income growth (net of expenses) over that of an
index.

The need to reconcile the interests of current beneficiaries with those of future beneficiaries must
recognize that a high level of distributed income in a current year is desirable only to the extent
that it can be grown at the rate of in.fIation over time.
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Asset Allocation
Achievement of PUF investment objectives shall be pursued primarily through asset allocation.
Policy allocation ranges for each asset class (as contained herein) shall be determined by the
chief investment officer subject to annual approval of the U. T. Board. Actual allocations to
aSset classes at any time may be adjusted by the chief investment officer (within approved
ranges) in response to changes in its outlook for investments.

PUF investments shall be allocated among the following broad asset classes based upon their
individual income and price growth characteristics, risks, and relationships to other asset classes.
PUF asset allocation shall recognize the unique Constitutional provisions governing the
separation of income from capital.

I.

l Income: Yields on cash equivalents such as commercial paper, State Treasury deposits,
etc. are fixed for short periods. In the majority of cases, yields on cash equivalents are
significantly below those of longer term fixed income securities. Although their short
terms and frequent  resetting of yields provide some protection against inflation, these
characteristics also can produce high income volatility.

l Price: Market values of cash equivalents seldom vary from  pti  values due to their short
maturities. Since these securities mature at par, there is no opportunity to realize price
appreciation with which to protect purchasing power. The short term nature of these
securities are generally inappropriate given the perpetual nature of the PUP. Cash
equivalents should only be used to provide liquidity for expected securities purchases.

I I .  Fixed

l Income: Fixed income investments offer the best protection for hedging against the
threat of defrarion  by providing a fixed and predictable source of PUP income. The fixed
nature of the coupon rate provides no volatility of income over fhe term of the securiry.
At the same time, however, this same characteristic renders fixed income securities
ineffective in growing coupon income over time to offset inflation.

l Price: The value of fixed income securities varies inversely with changes in interest
rates. Current Constitutional restrictions, however, substantiaily  limit the ability to sell
fixed income securities without creating income volatility. During periods of declining
interest rates, the sale of appreciated fixed income securities to realize gains will reduce
interest income upon reinvestment of proceeds. Realized gains may not be distributed to
the AUF to offset the loss of income. Conversely, during periods of rising interest rates,
the sale of depreciated securities to increase income will reduce book value as the loss is
realized. This will reduce statutory debt capacity and inhibit the ability to issue PUP
bonds to fund new capital projects or to refinance outstanding obligations. While
reinvestment of proceeds into higher yielding bonds may increase interest income at a
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rate equal to or greater than the rate of inflation for a period of time, the increased income
from the higher yielding bonds must all be distributed to the AUF and thus will not be
available for retention in PUF COLEUS  to offset realized losses.

In addition, the ability to’grow  income through the sale of bonds prior to their maturity
date is unsustainable over the long term. Long term growth of interest income through
reinvestment into higher yielding bonds requires that interest rates grow in perpetuity.
The cyclicity of interest rates will inevitably produce periods of declining rates and
reinvestment of bond proceeds at lower yields.

Given current Constitutional restrictions and a U. T. Board preference to maintain a threshold
level of PUF investment income in any budget year, the use of a total return strategy (e.g. buying
and selling bonds in anticipation of changes in the yield curve to generate gains) for any amounts
allocated to fixed income securities is inappropriate as a means to achieve PUP investment
objectives. Such a strategy is inappropriate because total return fails to distinguish between
income and principal. Furthermore, over long term interest rate cycles , income increases and
decreases resulting from security sales prior to maturity will cancel each other out. The result is
an aggregate income distribution roughly equal to that of a buy and hold strategy only with
substantially more year to year income volatility.

The cyclicity of interest rates also produces income volatility for the fixed income portfolio as a
whole even when a bond is held to maturity. Consequently, the Constitutional restrictions and
susceptibility of AUF expenditures to income volatility require a buy and hold strategy in order
to minimize reinvestment risk, i.e., failure to replace coupon rates on maturing bonds. Fixed
income securities should be purchased and redeemed at maturity. Fixed income securities should
be of high quality (to control credit risk), non-callable, when practical (to control optional
redemption risk), and long term in order to maximize yield for a given level of risk( exceptions
for periods of inverted yield curves). Emphasis should also be placed on both laddering
maturities over maturity years and diversifying the composition of yields for any given maturity
year (where possible) in order to control the volatility of reinvestment yield spreads and, by
definition, annual distributable income.

The historical volatility of bond yields (as represented by the 30 year U.S. Treasury bond ) from
year to year and the annual rate of inflation is presented below:
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Yields on long term bonds (i.e., reinvestment yields) since 1957 have been characterized by high
year to year volatility and an inability to either reduce income volatility or to grow income at the
rate of inflation  as required by the PUF’s  primary investment objective.

I I I .  Eq&&

l Income: Dividend yields of equity securities are generally significantly below yields
on fixed income securities. While fixed income coupon rates are fixed over the life of
a bond, dividend rates are adjustable by corporate boards. Thus, equities can produce
downward income volatility. However, year to year declines in dividend rates ( as
represented by the S&P 500 Index), have been infrequent and of relatively small
magnitudes. The chart below indicates that dividends of the corporate stocks
underlying the S&P 500  Index have increased in virtually every year. The average
rate of growth has been 5.5% per year since 1957 - an annual rate greater than the
4.6% average rate of inflation.
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Given historical evidence of dividend growth, equity securities are preferable to fixed
income securities in preserving the purchasing power of PUP distributable income.

l Price: The values of equity securities vary in response to the activities of individual
companies, as well as general market and economic conditions. Equity securities are
distinct from fixed  income senior debt securities in that sale of appreciated or
depreciated securities does not necessarily produce higher or lower dividend yields.
In addition, periods of price depreciation in the equity market do not necessarily
imply dividend reductions correlate with dividend decreases. Equity securities
participate in a company’s ability to raise prices during inflation or reduce costs in
order to increase earnings. Since 1957, price appreciation of the S&P 500 Index has
averaged 6.8% a year - vs. an average rate of inflation of 4.6%. Consequently, equity
securities, on average, are also superior to fixed income securities in protecting asset
values.
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Equity securities contain significant px& risk in periods of economic dislocation.
Since 1929, there have been three 3-year periods in which the cumulative decline in
the value of equities for the period has ranged from 32% to 76%. Asset allocation
policy should recognize that the PUP  is a perpetual fund without liabilities such as
insurance claims, pension benefits, etc. which might require the forced liquidation of
equities during periods of financial distress. The PUP  is uniquely structured to
withstand the short term volatility of equity  prices and to capture the higher rates of
income and price growth that equities offer over the long term.

l General: Defined as illiquid investments designed to enhance long term returns through
investment in inefficient, complex markets. Examples are investments in buy-outs, venture
capital companies, etc. where the securities are not registered for sale on public exchanges.
These investments may be in the form of limited partnership interests or directly held
securities.
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l Income: As a rule, alternative assets derive the majority of their returns from price
appreciation. Dividend rates are low to non-existent but do offer the opportunity for growth
over time. Certain securities such as mezzanine investments offer fixed coupon rates and
frequently are accompanied by warrants or other equity equivalents which can provide price
appreciation. Although the coupon rates on such securities often exceed the rates on more
traditional senior fixed income securities, they are generally fixed during the term of the
instrument and thus offer no potential for income growth over time.

l Price: Although not traded on an exchange for most of the holding period, alternative assets
offer high rates of price return as compensation for illiquidity and greater financial risk.
These risks should be controlled through disciplined due diligence and diversification.

Alternative assets are appropriate as a PUF asset class in order to compensate for allocation
to deflation hedging fixed income securities and for their ability to produce above average
rates of price appreciation.

Asset allocation policy should recognize also that debt service on PUF bonds(and in fact all AUF
expenditures) are denominated in dollars. Exposure to securities whose income payments are
denominated in foreign currencies should be set SO as to minimize income”fluctuations  created by
changes in foreign exchange rates, dividend withholding taxes and other governmental
regulations.

Asset Allocation Policy Targets
Unless subsequently changed by the chief investment officer, with the approval of the U. T.
Board, the long term asset allocation policy ranges and targets for the Fund shall be as follows:

Cash and Equivalents

Fixed Income (U.S. Domestic)

Equities
u. s. common stocks:

Med./Large Capitalization Stocks
Small Capitalization Stocks

International Common Stocks:
Established Markets

Total Equities

Alternative Assets:
Mezzanine
Buy-outs/Special Equities

35%-45%
5%-15%

2.0% - 3.0%
5.0% - 8.0%

9

40.0%
10.0%

10.0%

60.0%

2.5%
6.5%

- 77 -



Venture Capital 0.5%-  1 .5’/Q l&Q%.

Total Alternative Assets 7.5%- 12.5% 10.0%

TOTAL ASSETS 100.0%

Fund Distribution Policy
Rebalancing the PUF to achieve the long term target allocations listed above is
constrained by the U. T. Board’s desire to grow distributable investment income
from current payout levels. Rebalancing the PUF to asset allocation targets over
the next 10 years is projected to result in little income growth until such time as
the equity allocation dominates (using 7.25% and 6.5% reinvestment rates) as
shown below:

Exhibit 2

PUF Investment Income
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The Board recognizes that the high distribution rate for the PUF is generally incompatible
with the primary objective of growing income at the rate of inflation because of the need
to generate high income yields with fixed income securities.
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Investment Return Objectives
Specific performance goals for the separate asset classes shall be as follows:

Cash Equivalents
Fixed Income:
Equities
Alternative Assets

Income Growth Income Growth
vs. vs. cm
C.P.I. (1)
C.P.1 Salomon Inv. Grade Bond Index
C.P.1 S&P 500 Index
C.P.1 S&P 500 Index

(1) Benchmark of asset class holding cash.

Income growth shall be the sole measurement criteria for the Fund. Price growth shall be
incorporated into achievement of Fund objectives only to the extent that Fund portfolio managers
convert it to income growth. Price growth on equity portfolios is expected as a normal part of
equity investing since equity values are generally calculated as the present value of an expected
dividend payout stream. No price growth from fixed income securities is expected due to the
buy and hold investment strategy.

Achievement of these goals is most appropriately evaluated over a full market cycle of
roughly five years.

Investment Guidelines
The Fund must be invested at all times in strict compliance with applicable law. The primary
and constant standard for making investment decisions is the “Prudent Person Rule.”

Investment restrictions include the following:

General:
1.

2 .

3 .

4 .

5 .

6 .

All investments must be U. S. dollar denominated unless held by an investment manager
retained to manage an international portfolio.
Investment policies of any unaffiliated liquid investment fund  must be reviewed and
approved by the chief investment officer prior to investment of Fund monies in such
liquid investment fund. No requirement exists that such funds conform to the above
restrictions on money market instruments.
No securities may be purchased or held which would jeopardize the Fund’s tax-exempt
Status .

No securities may be purchased on margin or leverage unless specifically authorized by
the UTIMCO Board.
No transactions in short sales may be made unless specifically authorized by the
UTIMCO Board.
Transactions in derivative instruments (other than those received as part of an investment
unit) must be authorized by the chief investment officer  and may occur only as part of a
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hedging, asset allocation, or other program specifically authorized by the UTIMCO
Board. For purposes of this policy, derivatives shall be defmed as any instrument whose
value is derived, in whole or part, from the value of any one or more underlying assets, or
index of assets (such as stocks. bonds, commodities, interest rates, and currencies) and
evidenced by forward, futures, swap, cap, floor, option, and other applicable contracts.

Fixed Income:
1. Commercial paper must be rated in the two highest quality classes by Moody’s Investors

Service, Inc. (Pl or P2) or Standard & Poor’s Corporation (Al or A2).
2 . Negotiable certificates of deposit must be with a bank that is associated with a holding

company meeting the commercial paper rating criteria specified above or that has a
certificate of deposit rating of 1 or better by Duff & Phelps.

3. Bankers’ Acceptances must be guaranteed by an accepting bank with a minimum
certificate of deposit rating of 1 by Duff & Phelps.

4 . Repurchase Agreements and Reverse Repurchase Agreements must be with a domestic
dealer selected by the Federal Reserve as a primary dealer in U. S. Treasury securities; or
a bank that is associated with a holding company meeting the commercial paper rating
criteria specified above or that has a certificate of deposit rating of 1 or better by
Duff & Phelps.

5. The average quality of the fixed income portfolio shall be rated Al using Moody’s
Investors Service, Inc. ratings or A+ using Standard & Poor’s ratings. Fixed income
securities (including preferred stocks) must be rated a minimum of Baa3 by Moody’s
Investors Service, Inc. or BBB- by Standard & Poor’s Corporation, respectively, when
purchased unless approved by the chief investment offtcer. Unrated bonds or preferred
stocks may be purchased prior to review by the UTIMCO Board if, in the opinion of the
System’s investment staff, they are at least equal in quality to publicly offered securities
eligible for purchase. The cost of bonds or preferred stocks rated below Baa3 or BBB-,
unrated bonds, and unrated preferred stocks which have been purchased but have not
been reviewed by the UTIMCO Board may not exceed 1% of the book value of the Fund.

Equities:
1. No more than 5% of the voting securities of a corporation may be owned by the U. T.

Board unless additional ownership is specifically authorized by the chief investment
officer.

2 . Portfolio ,managers transacting solely within their assigned assets:
shall hold no more than 25% of their managed portfolio in any one
industry or industries (as defined by the chief investment officer) at
cost unless the manager was retained to concentrate in an industry
or industries.
shall hold no more than lOoh of their managed portfolio in the
securities of one corporation at cost unless authorized by the chief
investment officer.
shall not hold investment in real estate, partnerships, and other
such illiquid assets unless retained to manage this type of asset.

1 2
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shall hold equity securities, cash and cash equivalents. Cash and
cash equivalents shall not exceed 10% of the market value of the
entire portfolio unless approved by the chief investment offker.
Any security which converts into an equity security shall be
considered an equity security for the purposes of this restriction.

Securities Lending
The PUF may enter into a securities lending contract with a bank or non-bank sect&y  lending
agent. The contract shall state acceptable collateral for securities loaned, duties ofthe borrower,
delivery of loaned securities and collateral, acceptable investment of collateral and
indemnification provisions. The contract may include other provisions as appropriate. The
securities lending program shall be evaluated from time to time as deemed necessary by
UTIMCO. Monthly reports issued by the agent shah be reviewed by UTIMCO to insure
compliance with contract provisions.

Performance Measurement
The investment performance of the Fund will be measured by UTIMCO based on Fund income
and security values as reported by the custodian. Such measurement and comparison against
benchmarks shall occur at least quarterly and shall evaluate the results of the total Fund, major
asset classes, and individual portfolios.

Fund Accounting
The fiscal year of the PUF shall begin on September 1 st and end on August 3 1 st. Market value
of the Fund shall be maintained on an accrual basis in compliance with Financial Accounting
Standards Board Statements, Government Accounting Standards Board Statements, or industry
guidelines, whichever is applicable. Asset write-offs or writedowns shall be approved by the
chief investment officer.

Valuation of Assets
The investment assets of the PUF shall be valued by the PUP’s  custodian at market value at the
close of business as of the last business day of each calendar month in accordance with standard
industry practices.

Reporting
As soon as reasonably available after the end of each fiscal quarter, UTIMCO shall deliver to the
U. T. Board an investment report presenting activity and the performance of the PUF for the
immediately preceding quarter.

Effective Date
The effective date of this policy shall be March 1,1996.
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         Exhibit B 
 
 
 THE UNIVERSITY OF TEXAS SYSTEM 
 LONG TERM FUND 

POLICY STATEMENT 
 
  

 
Purpose 
The Long Term Fund (the "LTF" or "Fund") shall be established 
by the Board of Regents of The University of Texas System  
(the "Board") as a pooled fund for the collective investment 
of private endowments and other long term funds supporting 
various programs of The University of Texas System.  The LTF 
shall succeed the Common Trust Fund and provide investment 
management of underlying funds benefiting U. T. component 
institutions.  The LTF shall also provide for greater 
diversification of investments than what might be possible if 
each account were managed separately. 
 
LTF Organization 
The LTF shall be organized as a mutual fund in which each 
eligible fund shall purchase and redeem Fund units as provided 
in this LTF Policy Statement.  The ownership of LTF assets 
shall at all times be vested in the Board.  Such assets shall 
be deemed to be held by the Board, as a fiduciary, regardless 
of the name in which the assets may be registered. 
 
LTF Management 
Fiduciary responsibility for the LTF rests with the Board.  
The LTF shall be governed through The University of Texas 
Investment Management Company ("UTIMCO") which shall a) define 
long term investment objectives and risk tolerances for 
the LTF, b) develop investment policies consistent with LTF 
objectives, and c) monitor LTF performances against LTF 
objectives.  UTIMCO shall invest the LTF assets in conformity 
with this policy statement and employ an investment staff to 
support the chief investment officer in the management of the 
Fund. 
 
Unaffiliated investment managers may be hired to improve the 
Fund’s return and risk characteristics.  Such managers shall 
have complete investment discretion unless restricted by the 
terms of their management contracts.  Managers shall be 
monitored for performance and adherence to investment 
disciplines.   
 
LTF Administration  
UTIMCO shall employ an administrative staff to ensure that all 
transaction and accounting records are complete and prepared 
on a timely basis.  Internal controls shall be emphasized so 
as to provide for responsible separation of duties and 
adequacy of an audit trail.  Custody of LTF assets shall 
comply with applicable law and be structured so as to provide 
essential safekeeping and trading efficiency.   
 
Funds Eligible to Purchase LTF Units 
No fund shall be eligible to purchase units of the LTF unless 
it is under the sole control, with full discretion as to 
investments, by the Board and/or UTIMCO.   
 
Any fund whose governing instrument contains provisions which 
conflict with this Policy Statement, whether initially or as a 
result of amendments to either document, shall not be eligible 
to purchase or hold units of the LTF.  
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The funds of a foundation which is structured as a supporting 
organization described in Section 509(a) of the Internal 
Revenue Code of 1986 which supports the activities of the 
U. T. System and its component institutions, may purchase 
units in the LTF provided that: 
 
1.   the purchase of LTF units by foundation funds is approved by 

the chief investment officer, 
2.    all members of the foundation's governing board are also 

members of the Board, 
3.    the foundation has the same fiscal year as the LTF, 
4.    a contract between the Board and the foundation has been 

executed authorizing investment of foundation funds in 
the LTF, and,  

5.    no officer of such foundation, other than members of the 
Board, the Chancellor, the chief investment officer or 
his or her delegate shall have any control over the 
management of the LTF other than to request purchase and 
redemption of LTF units. 

 
LTF Investment Objectives 
The primary investment objective shall be to preserve the 
purchasing power of LTF principal and distributions stream by 
maximizing inflation adjusted total return.  Based on long 
term historical returns, the LTF shall attempt to earn an 
average annual total return of at least inflation plus 5.5% 
over rolling 5 and 10 year periods. 
 
A secondary return objective is to outperform relevant capital 
markets.  This objective recognizes that the LTF’s long term 
objectives cannot be met solely by achieving a total return 
target equal to the rate of inflation.  This secondary 
objective is especially relevant when capital market returns 
greatly exceed the rate of inflation.  The LTF’s success in 
meeting its objectives depends upon its ability to generate 
high returns in periods of low inflation that will offset 
lower returns generated in years when the capital markets 
underperform the rate of inflation. 
 
Asset Allocation 
Asset allocation is the primary determinant of investment 
performance and is the responsibility of UTIMCO.  Asset 
allocation targets may be changed from time to time based on 
the economic and investment outlook.  
 
In establishing asset allocation policy, UTIMCO shall 
recognize that the LTF’s return/risk profile can be enhanced 
by diversifying the LTF’s investments across different types 
of assets whose returns are not closely correlated.  UTIMCO 
should seek to protect the LTF against both routine 
illiquidity in normal markets and extraordinary illiquidity 
during a period of extended deflation.  The LTF should 
maintain adequate liquidity to support distributions and any 
redemptions. 
 
LTF assets may be allocated to the following broad asset 
classes based upon their individual return/risk 
characteristics and relationships to other asset classes: 
 
1. Cash Equivalents - are highly reliable in protecting the 

purchasing power of current income streams but are less 
reliable in protecting the purchasing power of asset values 
in an inflationary economy.  Cash equivalents provide good 
liquidity under both deflation and inflation conditions. 
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2. Fixed Income Investments - offer the best protection for 
hedging against the threat of deflation by providing a 
dependable and predictable source of LTF income.  Such bonds 
should be high quality, non-callable and intermediate to 
long term in order to ensure the generation of current 
income and preservation of nominal capital. 

 
3. Equities - provide both current income and growth of income, 

but their principal purpose is to provide appreciation of 
the LTF.  Historically, returns for equities are higher than 
for bonds over all extended periods since 1929.  As such, 
equities represent the best chance of preserving the 
purchasing power of the Fund.    

 
4. Alternative Assets - generally consist of alternative 

marketable investments and alternative illiquid investments. 
The advantages of alternative investments is that they 
enhance long term returns through investment in inefficient, 
complex markets.  They offer reduced endowment volatility 
through their low correlation characteristics.  The 
disadvantages of this asset class are that they are 
illiquid, require higher and more complex fees, and are 
dependent on the quality of external managers and their due 
diligence efforts.  In addition, they possess a limited 
return history versus traditional stocks and bonds.  The 
risk of alternative investments shall be controlled with 
extensive due diligence and diversification over time and 
across funds. 

 
   Alternative Marketable Investments - 
   These investments are broadly defined to include 

absolute return funds (hedge funds), arbitrage and 
special situation funds, high yield bonds, 
distressed obligations and emerging markets whose 
underlying securities are traded on public 
exchanges.  As such, they offer faster drawdown and 
earlier realization potential than alternative 
"illiquid" investments. 

   
   Alternative "Illiquid" Investments - 
   These investments are generally held through limited 

partnership interests.  They include private equity 
and buyout funds, and venture capital interests that 
are privately held and which are not registered for 
sale on public exchanges. 

  
5. Inflation Hedging Assets - This category includes oil and 

gas interests, real estate, commodities and other assets 
whose current incomes and principal values generally 
increase as inflation accelerates. 

    
Asset Allocation Policy Targets 
The long term asset allocation policy targets for the LTF 
shall be established and reviewed annually by the UTIMCO 
Board.  The long term asset allocation policy targets for the 
Fund shall be as follows: 
    Percentage 
 
Cash and Equivalents      0.0% 
 
Equities 
U. S. Common Stocks:     
     Med/Large Capitalization Stocks   25.0%   
       Small Capitalization Stocks    10.0   
 sub-total    35.0 
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    Percentage 
 
International Common Stocks: 
      Established Markets     12.0   
      Emerging Markets      3.0    
 sub-total    15.0   
   Total Common Stocks     50.0    
   
Alternative Assets: 
      Liquid     10.0  
      Illiquid     10.0  
  
   Total Alternative Assets     20.0     
 
Inflation Hedging Assets     10.0 
 
Fixed Income 
     U. S. (Domestic)     15.0    
     International      5.0   
Total Fixed Income     20.0   
 TOTAL ASSETS          100.0% 
     
 
Investment Return Objectives 
The overall long term performance goals (net of management 
fees) for the LTF are to earn an annualized total rate of 
return equal to: 
 
 a) the annualized rate of inflation plus 5.5%, and 
 
 b) the median return for the universe of the largest 

college and university endowments as 
calculated by Cambridge Associates. 

 
Specific performance goals for the separate asset classes 
shall be as follows: 
 
Equities 
U. S. Common Stocks:     
 Med/Large Cap. Stocks  S&P 500 Index 
 Small Cap. Stocks       Wilshire Small Cap Index 
     
International Common Stocks: 
 Established Markets  EAFE Index   
 Emerging Markets  IFC Investable Comp. Index
    
 
Alternative Assets: 
 Liquid  S&P 500 Index + 5.00% 
 Illiquid  S&P 500 Index + 5.00% 
  
 
Inflation Hedging Assets  Cons. Price Index + 5.00%
   
 
Fixed Income: 
 U. S. (Domestic)  Sal. Broad Inv. Grade Bond 
        Index   
 International  Morgan Non U. S. Bond Index
    
 
Achievement of these goals is most appropriately 
evaluated over a full market cycle of roughly five years. 
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Performance Measurement 
The investment performance of the Fund will be measured by an 
unaffiliated organization with recognized expertise in this 
field or LTF’s custodian bank, and compared against the stated 
investment objectives of the Fund.  Such measurement will 
occur at least annually, and evaluate the results of the total 
Fund, major classes of investment assets, and individual 
portfolios. 
 
Investment Guidelines  
The Fund must be invested at all times in strict compliance 
with applicable law.  The primary and constant standard for 
making investment decisions is the "Prudent Person Rule." 
 
Investment restrictions include the following: 
 
General: 
1. All investments must be U. S. dollar denominated unless 

held by an investment manager retained to manage an 
international portfolio. 

2. Investment policies of any unaffiliated liquid investment 
fund must be reviewed and approved by the chief 
investment officer prior to investment of Fund monies in 
such liquid investment fund.  No requirement exists that 
such funds conform to the above restrictions on money 
market instruments. 

3. No securities may be purchased or held which would  
 jeopardize the Fund’s tax-exempt status. 
4. No securities may be purchased on margin or leverage 

unless specifically authorized by the UTIMCO Board. 
5. No transactions in short sales may be made unless 

specifically authorized by the UTIMCO Board.  
6. Transactions in derivative instruments (other than those 

received as part of an investment unit) must be 
authorized by the UTIMCO Board and may occur only as part 
of a hedging, asset allocation, or other program 
specifically authorized by the UTIMCO Chief Investment 
Officer.  For purposes of this policy, derivatives shall 
be defined as any instrument whose value is derived, in 
whole or part, from the value of any one or more 
underlying assets, or index of assets (such as stocks, 
bonds, commodities, interest rates, and currencies) and 
evidenced by forward, futures, swap, cap, floor, option, 
and other applicable contracts. 

  
Fixed Income: 
1. Commercial paper must be rated in the two highest quality 

classes by Moody’s Investors Service, Inc. (P1 or P2) or 
Standard & Poor’s Corporation (A1 or A2). 

2. Negotiable certificates of deposit must be with a bank 
that is associated with a holding company meeting the 
commercial paper rating criteria specified above or that 
has a certificate of deposit rating of 1 or better by 
Duff & Phelps. 

3. Bankers’ Acceptances must be guaranteed by an accepting 
bank with a minimum certificate of deposit rating of 1 by 
Duff & Phelps. 

4. Repurchase Agreements and Reverse Repurchase Agreements 
must be with a domestic dealer selected by the Federal 
Reserve as a primary dealer in U. S. Treasury securities; 
or a bank that is associated with a holding company  

 meeting the commercial paper rating criteria specified 
above or that has a certificate of deposit rating of 1 or 
better by Duff & Phelps. 
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5. The average quality of the fixed income portfolio shall 
be rated A1 using Moody’s Investors Service, Inc. ratings 
or A+ using Standard & Poor’s ratings.  Fixed income 
securities (including preferred stocks) must be rated a 
minimum of Baa3 by Moody’s Investors Service, Inc. or 
BBB- by Standard & Poor’s Corporation, respectively, when 
purchased unless approved by the chief investment 
officer.  Unrated bonds or preferred stocks may be 
purchased prior to review by the UTIMCO Board if, in the 
opinion of UTIMCO's investment staff, they are at least 
equal in quality to publicly offered securities eligible 
for purchase.  The cost of bonds or preferred stocks 
rated below Baa3 or BBB-, unrated bonds, and unrated 
preferred stocks which have been purchased but have not 
been reviewed by the UTIMCO Board may not exceed 1% of 
the book value of the Fund. 

 
Equities: 
1. No more than 5% of the voting securities of a corporation 

may be owned by the Board unless additional ownership is 
specifically authorized by the chief investment officer. 
  

2. Portfolio managers transacting solely within their 
assigned assets: 

 - shall hold no more than 25% of their 
managed portfolio in any one industry or 
industries (as defined by the chief 
investment officer) at cost unless the 
manager was retained to concentrate in an 
industry or industries. 

 - shall hold no more than 10% of their 
managed portfolio in the securities of one 
corporation at cost unless authorized by 
the chief investment officer. 

 - shall not hold investment in real estate, 
partnerships, and other such illiquid 
assets unless retained to manage this type 
of asset.  

 - shall hold equity securities, cash and 
cash equivalents.  Cash and cash 
equivalents shall not exceed 10% of the 
market value of the entire portfolio 
unless approved by the chief investment 
officer.  Any security which converts into 
an equity security shall be considered an 
equity security for the purposes of this 
restriction. 

 
Fund Distributions 
The Fund shall balance the needs and interests of present 
beneficiaries with those of the future.  Fund spending policy 
objectives shall be to: 
 
 a) provide a predictable, stable stream of 

distributions over time, 
  b) ensure that the inflation adjusted value 

of distributions is maintained over the 
long term, and 

 c) ensure that the inflation adjusted value 
of Fund assets is maintained over the long 
term. 

 
The goal is for the Fund’s average spending rate over time not 
to exceed the Fund’s average annual investment return after 
inflation in order to preserve the purchasing power of Fund 
distributions and underlying assets. 



 
88 

Pursuant to the Uniform Management of Institutional Funds Act, 
a governing board may distribute for the uses and purposes for 
which the fund is established the net realized appreciation in 
the fair market value of the assets of an endowment fund over 
the historic dollar value of the fund to the extent prudent 
under the standard provided by the Act.  In addition, income 
may be distributed for the purposes associated with the 
endowments/foundations. 
 
UTIMCO shall be responsible for establishing the Fund’s 
distribution percentage and determining the equivalent per 
unit rate for any given year.  Unless otherwise established by 
UTIMCO and approved by the Board or prohibited by the Act, 
fund distributions shall be based on the following criteria: 
 
1. The annual payout rate of $0.175 per unit shall remain in 

place until this per unit rate is less than or equal to a 
distribution percentage of 4.5% calculated as follows: 

 a) Using the most recent August 31st year end, 
determine an average market value using the 
12 quarters including and previous to the year 
end selected. 

 b) Determine annualized distributions to the 
unitholders as of the August 31st date determined in 
1. a) (August 31st distributions multiplied by 4) 

 c) Divide step b) by step a) to determine the 
distribution percentage.  If this result is less 
than or equal to 4.5%, the distribution percentage 
and the equivalent per unit rate shall be 
established as provided in step 2. below. 

2. Determine the per unit rate as follows: 
 a) Take the distribution percentage as established in 

step c) above and increase by the three-year 
annualized CPI calculated for the fiscal year 
established above in 1. a) 

 b) If this percentage as calculated in 2. a) is between 
3.5% and 5.5% determine a per unit rate as follows: 

   Take the distribution percentage calculated in 
step 2. a) above and multiply by the average 
market value established in 1. a).  Divide this 
result by the # of units at the end of the 
fiscal year used for these calculations to 
determine a per unit rate.  This per unit rate 
shall be used in calculating distributions to 
the unitholders beginning with the fiscal year 
following the recommendation by the UTIMCO 
Board and approved by the Board. 

 c) If the percentage in step 2. a) is not within the 
range of 3.5% and 5.5% a percentage shall be 
established by the UTIMCO Board and step 2. b) shall 
be used in calculating the per unit rate. 

 
Distributions from the Fund to the unitholders shall be made 
quarterly as soon as practicable on or after the last day of  
November, February, May, and August of each fiscal year. 



 
89 

Fund Accounting 
The fiscal year of the LTF shall begin on September 1st and 
end on August 31st. 
 
Market value of the Fund shall be maintained on an accrual 
basis in compliance with Financial Accounting Standards Board 
Statements, Government Accounting Standards Board Statements, 
or industry guidelines, whichever is applicable.   
 
Asset write-offs or write-downs shall be approved by the chief 
investment officer.  
 
Valuation of Assets 
On each last business day in November, February, May, and 
August of each fiscal year (the quarterly valuation date), 
UTIMCO shall determine the fair market value of all Fund net 
assets and the net asset value per unit of the Fund.  Such 
valuations shall be determined in accordance with an Asset 
Valuation Policy approved by the UTIMCO Chief Investment 
Officer and consistent with prevailing industry standards. 
 
The fair market value of the Fund’s net assets shall include 
all related receivables and payables of the Fund on the 
valuation date and the value of each unit thereof shall be its 
proportionate part of such net value.  Such valuation shall be 
final and conclusive.  Valuations shall be given no effect on 
the general ledger and supporting ledgers of the U. T. System 
but shall be memorandum accounts only. 
 
Reporting 
As soon as reasonably available after the end of each fiscal 
year, UTIMCO shall deliver to the UTIMCO Board an investment 
report presenting activity and the performance of the LTF for 
the immediately preceding quarter. 
 
Purchase of LTF Units 
Purchase of Fund units may be made on any quarterly purchase 
date (September 1, December 1, March 1, and June 1 of each 
fiscal year or the first working day subsequent thereto) upon 
payment of cash to the Fund or contribution of assets approved 
by the chief investment officer, at the net asset value per 
unit of the Fund as of the purchase date.  
 
In order to permit complete investment of funds and to avoid 
fractional units, any purchase amount will be assigned a whole 
number of units in the Fund based on the appropriate per unit 
value of the Fund.  Any fractional amount of purchase funds 
which exceeds the market value of the units assigned will be 
transferred to the Fund but no units shall be issued.  Each 
fund whose monies are invested in the Fund shall own an 
undivided interest in the Fund in the proportion that the 
number of units invested therein bears to the total number of 
all units comprising the Fund. 
 
Redemption of LTF Units 
Redemption of Units shall be paid in cash as soon as 
practicable after the quarterly valuation date of the LTF.  If 
the withdrawal is greater than $10 million, advance notice of 
30 business days shall be required prior to the quarterly 
valuation date.  If the withdrawal is for less than  
$10 million, advance notice of five business days shall be 
required prior to the quarterly valuation date.  Withdrawals 
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from the LTF shall be at the market value price per unit 
determined for the period of the withdrawal except as follows: 
Withdrawals to correct administrative errors shall be 
calculated at the per unit value at the time the error 
occurred, if determinable.  If the error date is 
indeterminable, the average cost per unit of the withdrawing 
unitholder shall be used to determine the number of units to 
withdraw.  This provision does not apply to transfer of units 
between endowment unitholders. 
 
Securities Lending 
The LTF may enter into a securities lending contract with a 
bank or nonbank security lending agent.  The contract shall 
state acceptable collateral for securities loaned, duties of 
the borrower, delivery of loaned securities and collateral, 
acceptable investment of collateral and indemnification 
provisions.  The contract may include other provisions as 
appropriate.  The securities lending program will be evaluated 
from time to time as deemed necessary by the UTIMCO Board.  
Monthly reports issued by the agent shall be reviewed by 
UTIMCO to insure compliance with contract provisions. 
 
Segregation of Investments 
If any investment contained in the LTF shall be subsequently 
determined by the UTIMCO Board to be an ineligible investment, 
such investment may, prior to any further admissions to or 
withdrawals from such Fund, at the discretion of the chief 
investment officer, be sold or segregated and set apart in a 
liquidating account solely for the benefit of Fund unitholders 
at the time of such segregation.  Each such liquidating 
account shall be administered in such manner and the proceeds 
thereof distributed at such time or times as the chief 
investment officer deems to be in the best interests of Fund 
unitholders.  
 
Investor Responsibility 
As a shareholder, the Fund has the right to a voice in 
corporate affairs consistent with those of any shareholder.  
These include the right and obligation to vote proxies in a 
manner consistent with the unique role and mission of higher 
education as well as for the economic benefit of the Fund.  
Notwithstanding the above, the UTIMCO Board shall discharge 
its fiduciary duties with respect to the Fund solely in the 
interest of Fund unitholders and shall not invest the Fund so 
as to achieve temporal benefits for any purpose including use 
of its economic power to advance social or political purposes.  
 
Conflicts of Interest 
Members of the Board and the UTIMCO Board are frequently 
persons of wide-ranging business interests.  Therefore, a 
prudent, independent investment decision process may result in 
investments in firms or organizations with which a member of 
the Board or the UTIMCO Board is affiliated.  Affiliation 
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shall be interpreted within this section to mean an employee, 
officer, director, or owner of five percent or more of the 
voting stock of a firm or organization.  The Fund may invest 
in such securities provided that: 
1. A member of the Board or the UTIMCO Board: 
 a) shall disclose any conflict of interest 

with respect to a proposed investment or 
selection of a vendor 

 b) shall not participate in the discussion of 
an investment or vendor selection 
involving a conflict of interest 

 c) shall not vote on any issue involving a 
conflict of interest. 

2. Investments will not be purchased from or sold to a 
member of the Board or the UTIMCO Board. 

3. All staff members of UTIMCO with discretionary 
authority to purchase securities or otherwise expend 
Fund assets shall comply with UTIMCO ethics and 
standards of conduct policies. 

 
Amendment of Policy Statement 
The Board of Regents reserves the right to amend the 
LTF Policy Statement as it deems necessary or advisable. 
 
Effective Date 
The effective date of this policy shall be March 1, 1996. 
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         Exhibit C 
 
 THE UNIVERSITY OF TEXAS SYSTEM 
 OPERATING FUNDS INVESTMENT POLICY 
 
SCOPE 
 
This investment policy statement shall govern the investment 
of institutional funds, as defined by Sections 51.008 
and 51.009 of the Texas Education Code, under the control of 
The University of Texas System and its component institutions, 
excluding the following funds: 
 
 a. Endowment funds and funds functioning as 

endowments, trust funds, and agency funds 
administered by UTIMCO, 

 
 b. Medical Liability Self-Insurance Fund 

authorized by Chapter 59 of the Texas Education 
Code administered by UTIMCO, 

 
 c. Investment income related to endowment funds 

and funds functioning as endowments, trust 
funds, agency funds and the self-insurance fund 
in b. above as long as such income remains 
administered by UTIMCO. 

 
Funds governed by this investment policy statement shall 
hereinafter be referred to as "operating funds".  Nothing in 
this investment policy statement shall be construed to limit 
the holding, management, or sale of non-cash gifts or bequests 
by The University of Texas System and its component 
institutions. 
 
BACKGROUND 
 
The investment of operating funds under the control of 
component institutions of The University of Texas System is 
governed by the following statutes: 
  
 a. Section 51.0031 of the Texas Education Code, and 
 
 b. The Public Funds Investment Act of 1987  
  (Article 842a-2, Texas Revised Civil Statues 

Annotated), as amended.  
 
This policy is written in compliance with Section 5 of the 
Public Funds Investment Act of 1987 which requires that 
investments be made in accordance with written policies 
approved by the governing body of an institution of higher 
education. 
 
INVESTMENT OBJECTIVE 
 
The primary objective of the operating funds investment 
program is to generate a high rate of income and secondly to 
produce capital appreciation when consistent with the reason-
able preservation of principal and the maintenance of adequate 
liquidity.  Within the exposure limits contained herein, 
investments shall be diversified among authorized investment 
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categories and issuers in order to minimize portfolio risk 
for a given level of expected return.  Volatility of interest  
rates is expected, and therefore, periodic maturities of 
portions of each portfolio afford opportunities to restruc-
ture portfolios through yield and maturity adjustment. 
 
INVESTMENT GUIDELINES 
 
Investment restrictions include the following: 
 
 1. All investments must be U. S. dollar denominated. 
 
 2. Commercial paper must be rated in the two highest 

quality classes by Moody's Investors Service, Inc. 
(P1 or P2), or Standard & Poor's Corporation 
(A1 or A2). 

 
 3. Negotiable certificates of deposit must be with a 

bank that is associated with a holding company 
meeting the commercial paper rating criteria 
specified above or that has a certificate of deposit 
rating of 1 or better by Duff & Phelps. 

 
 4. Bankers' Acceptances must be guaranteed by an 

accepting bank with a minimum certificate of deposit 
rating of 1 by Duff & Phelps. 

 
 5. Repurchase Agreements and Reverse Repurchase 

Agreements shall conform to the Repurchase Agreement 
Investment Guidelines as approved by the Operating 
Fund Advisory Board. 

 
 6. All investments in bonds or other evidence of 

indebtedness shall be issued by or guaranteed by the 
U. S. government or U. S. government agencies or 
instrumentalities except for the securities listed 
in restrictions 2, 3, 4, and 5 above. 

 
 7. No preferred or common stocks or other ownership 

interests or securities convertible into ownership 
interests may be purchased. 

 
 8. No securities may be purchased or held which would 

jeopardize the Fund's tax exempt status. 
 
  9. No securities may be purchased on margin or 

leverage. 
 
 10. No transactions in short sales will be made. 
 
 11. Transactions in derivative instruments (other than 

those received as part of an investment unit) must 
be authorized by the UTIMCO Chief Investment Officer 
and may occur only as part of a hedging, asset 
allocation, or other program authorized by the 
UTIMCO Board.  For purposes of this policy, 
derivatives shall be defined as any instrument whose 
value is derived, in whole or part, from the value 
of any one or more underlying assets, or index of 
assets (such as stocks, bonds, commodities, interest 
rates, and currencies) and evidenced by forward, 
futures, swap, cap, floor, option, and other 
applicable contracts. 
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 12. Any unaffiliated liquid investment fund must be 
reviewed and approved by the UTIMCO Chief Investment 
Officer prior to investment of Fund monies in such 
liquid investment fund. 

 
BIDS 
 
Investments in bank common trust funds may be made only after 
oral or written competitive bids have been solicited from at 
least three banks located within Texas.  Investments in bank 
and S&L certificates of deposits may be made after electronic, 
oral or written bids have been solicited. 
 
INVESTMENT MANAGEMENT 
 
Overall fiduciary responsibility for the investment of 
operating funds resides with the U. T. Board of Regents.  
U. T. System component institutions shall be responsible for 
the allocation of investments between eligible money market 
funds, collateralized bank and S&L certificates of deposit and 
the Operating Funds Short/Intermediate Term Fund ("the Fund") 
subject to prescribed limits for each U. T. System component 
institution.  The Fund shall be managed per the terms of the 
Fund Information Memorandum and UTIMCO shall approve 
investment policy, selection and evaluation of the Fund 
investment manager and other Fund agents and annual Fund 
budgets.  Fund portfolio management shall be the 
responsibility of UTIMCO for an initial period of five years 
from the creation of the Fund.  The Fund shall be administered 
on a day-to-day basis by UTIMCO.  
 
REPORTING 
 
Component business officers shall be responsible for trans-
mitting all necessary information to UTIMCO in order to permit 
periodic reporting by UTIMCO to the Board concerning portfolio 
balances and yields for individual components and for the 
U. T. System as a whole. 
 
STANDARD OF CARE 
 
Investments should be made with judgement and care, under 
circumstances then prevailing, that persons of prudence, 
discretion and intelligence exercise in the management of 
their own affairs, not for speculation, but for investment, 
considering the probable safety of their capital as well as 
the probable income to be derived. 
 
EFFECTIVE DATE 
 
This policy shall be effective March 1, 1996 and shall remain 
in effect until amended or revoked by the U. T. Board of 
Regents. 
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          Exhibit D 
 
 
 THE UNIVERSITY OF TEXAS SYSTEM 
 OPERATING FUNDS SHORT/INTERMEDIATE TERM FUND 
 INFORMATION MEMORANDUM 
 
 
This Information Memorandum sets forth the terms governing the operation of the Fund. 
 
 PURPOSE 
 
The purpose of the Fund is to provide a short/intermediate term pooled investment fund for 
operating funds currently held by U. T. System component institutions and System Admin-
istration. 
 
 BENEFITS 
 
The Fund will provide convenient access to the yields and economies of scale generally 
associated with a pooled investment fund.  Participation in the Fund by unitholders is 
expected to eliminate the investing, administrative and accounting burdens commonly 
incurred with direct ownership of securities.  The benefits to unitholders are:  
(a) concentration of investment decisions with a single investment professional, 
(b) reduction in System-wide overhead costs associated with maintaining numerous 
investment managers at the component level, (c) elimination or reduction of fees for an 
external money market fund, (d) reduced minimum liquidity balances System-wide, 
(e) reduced overall administrative costs, (f) improved integration of component institution 
cash management systems with investment operations, (g) increased investment income 
through reverse repurchase agreements, and (h) improved interest rate risk management.  
 
 INVESTMENT GUIDELINES 
 
The Fund shall be invested in accordance with The University of Texas System Operating 
Funds Investment Policy. 
 
 INVESTMENT OBJECTIVES 
 
The Fund seeks primarily to provide a high rate of income through investment in high 
grade fixed income obligations.  In addition, the Fund shall seek capital appreciation when 
consistent with this primary objective, the reasonable preservation of capital and the 
maintenance of adequate Fund liquidity.  In seeking to achieve its investment objectives the 
Fund shall attempt to minimize the probability of a negative total return over a 1-year 
period. 
 
 PERFORMANCE BENCHMARK 
 
Attainment of Fund investment objectives shall be defined as the achievement over an 
interest rate cycle (i.e. 5 years) of a total return in excess of the Fund's performance 
benchmark. 
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No single index represents the Fund's portfolio composition as permitted under the Oper-
ating Funds Investment Policy or the Fund's liquidity requirements.  A combination of 
indices weighted as follows shall comprise the Fund's normal performance benchmark: 
 
 10% Merrill Lynch U. S. Treasury 6 month Bill Index 
 
 10% Merrill Lynch U. S. 91-day Treasury Bill Index 
 
 30% Merrill Lynch U. S. Treasury 1-3 year Index   
 
 30% Merrill Lynch Federal Agencies 1-3 year Index 
 
 10% Merrill Lynch U. S. Treasury 3-5 year Index 
 
 10% Merrill Lynch Federal Agencies 3-5 year Index 
 
This performance benchmark is believed to represent how the Fund should "normally" look 
in terms of risk, composition by securities, duration, and other factors governed by the 
Investment Policy.  It also is believed to embody the tradeoffs between risk and return or 
between the total return and yield objectives established for the Fund.  The performance 
benchmark may be revised by the Fund Advisory Board if deemed appropriate.  During the 
estimated 2-year phased buy-in period, the performance benchmark weightings shall be 
adjusted to reflect the higher levels of liquidity. 
 
 FUND STRUCTURE 
 
Two investment funds shall be available to U. T. System unitholders: 
 
(a) A Money Market Fund - this fund shall provide unitholders with overnight liquidity and 
shall be valued at a constant unit value.   
 
(b) The Short/Intermediate Term Fund - the Fund shall invest in a portfolio of securities 
with term maturities up to 5 years.  It shall accept purchases and redemptions on a weekly 
basis and on the first business day of each month or on such other dates as determined by 
UTIMCO.  Fund units shall be valued on a market value basis. 
 
 FUND MANAGEMENT 
 
UTIMCO shall approve Fund investment policy, selection of the Investment Manager and 
other agents of the Fund, Fund Investment Memorandum and the Fund annual budget.  
UTIMCO shall also review and evaluate Investment Manager performance.  Approval shall 
be evidenced by a majority vote of at least five members present at any meeting.   
 
Fund Administrator 
 
The Fund Administrator shall be responsible for the overall administration of the Fund's 
operations.  Such administrative responsibilities shall include the recommendation of 
investment policy, negotiation and supervision of the Investment Manager, custodian and 
Transfer Agent, dividend distribution, investor servicing, accounting and other services 
provided to the Fund, preparation and distribution of the Fund Investment Memorandum, 
coordination of and reporting to component institutions and the U. T. Board of Regents, 
preparation of Fund budgets, ongoing review of expenses, verification of Fund collections 
and disbursements, review of investment legislation, and general supervision of all aspects 
of the Fund's operations. 
 
UTIMCO shall serve as Fund Administrator. 
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Fund Investment Manager 
 
The Investment Manager shall be responsible for the formulation of portfolio strategy and 
direction, execution of portfolio transactions, and compliance with investment policy 
guidelines.  The Investment Manager will have complete discretion in the investment and 
management of the Fund's assets in accordance with the Fund's investment objectives and 
policies and subject to the general supervision and direction by the Fund Administrator.   
 
UTIMCO shall serve as Fund Investment Manager.  
 
Fund Custodian and Transfer Agent 
 
The Fund Custodian and Transfer Agent shall be a bank.  Its responsibilities shall include 
the following:  safekeeping of portfolio cash and securities, processing securities transac-
tions including securities release, receipt and delivery, the collection of income from 
portfolio securities, payment of fund expenses, income and market value accounting, 
reconciliation of general ledgers and financial statements, processing unitholder purchase 
and redemption transactions, pricing of securities and calculation of net asset value per 
unit, maintenance of unitholder accounts and records, processing payout options, account 
designations and addresses, monitoring the reinvestment of distributions, and providing 
periodic account statements to unitholders. 
 
 FUND INVESTMENT STRATEGY 
 
The Fund shall employ a hybrid "active" buy and hold strategy in order to achieve its 
primary objective of a high rate of income and its secondary objective of capital 
appreciation.  Subject to its primary objective of generating a high rate of income, the Fund 
Investment Manager shall seek to increase expected returns by purchasing or selling 
securities in anticipation of changes in interest rates or sector spread relationships. 
 
The Fund shall also attempt to control interest rate risk by monitoring the duration of the 
portfolio and thereby minimize exposure to unexpected changes in interest rates.   
 
 FUND PORTFOLIO MATURITY 
 
The Fund's normal dollar weighted average portfolio maturity may range from 1 year to 4 
years depending on the Investment Manager's judgement of current or anticipated market 
conditions.  Based on the Investment Manager's assessment of interest rate trends, 
generally, the average maturity will be shortened when interest rates are expected to rise 
and lengthened when interest rates are expected to decline.  
 
The range may be extended from 1 day to 5 years in the event of extreme changes in 
interest rate expectations and only upon the written approval of the UTIMCO Chief 
Investment Officer.  
 
The Fund's investments may include mortgage-backed pass-through securities or Real 
Estate Mortgage Investment Conduits (REMICs) which are issued by various U. S. 
Government agencies or instrumentalities.  Such securities will have an estimated average 
life of five years or less as determined by the Investment Manager.  Average life estimates 
will be based upon anticipated prepayment patterns which, in turn, will be based on past 
prepayment patterns, prevailing interest rates, and other factors.  Due to actual prepayment 
experience, however, the remaining estimated average life of such an investment after 
purchase by the Fund may increase to more than five years or may decrease at a rate faster 
than anticipated.  The Fund's other securities will have remaining maturities of 5 years or 
less and repurchase agreements will have remaining maturities of less than one year. 
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The Fund may purchase securities with variable or floating interest rates.  In calculating 
average portfolio duration or maturity, such securities will generally be treated as having a 
maturity equal to the time remaining until their interest rate is next reset, unless the 
Investment Manager believes some other treatment to be more appropriate, for example, 
because of the market price impact of interest rate caps and floors.  In addition, the Fund 
also may purchase securities that have demand or put features.  In calculating average 
portfolio duration or maturity, these securities generally will be treated as having a 
maturity equal to the period remaining until the Fund can obtain the principal amount 
through exercise of such feature. 
 
 ACCOUNTING POLICIES AND PROCEDURES 
 
The Fund shall be accounted for using the market value method as prescribed by the 
NACUBO Financial Accounting and Reporting Manual for Higher Education, 
Paragraph 402.2 Principles of Accounting for Investment Pools.  The procedures adopted 
shall ensure proper accounting for the unitholder's principal and market changes and the 
proper crediting of income earned.  This shall be accomplished by unitizing the investment 
pool. 
 
Under this procedure, each unitholder shall receive "units" in the pool when it contributes 
funds to the Fund.  The number of units assigned to the unitholder shall be the dollar value 
of the funds contributed divided by the market value per unit at the close of the business 
day next preceding the date of purchase.  When funds are withdrawn from the pool, 
withdrawals shall be valued at the unit market value of the pool at the close of business day 
preceding withdrawal. 
 
The withdrawal of funds from the Fund by unitholders under the market value method shall 
create either realized gains and losses equal to the unit market value at the time of with-
drawal less the unit average cost value.  Unitholders shall credit/debit such gains and losses 
first to an earnings reserve account and secondly to an income account prior to allocating 
income to the fund groups underlying unitholders' Fund accounts. 
 
 INITIAL PURCHASE OF UNITS 
 
In order to minimize the effects of "yield blending," Fund investors may elect to invest 
proceeds from existing direct investments into the Fund no later than the earlier of the date 
of sale or maturity of such investments.  Purchases of Fund units shall occur at the market 
unit value of the Fund as of the close of the business day preceding purchase. 
 
 REVERSE REPURCHASE AGREEMENTS 
 
As a means of generating additional income and Fund liquidity, the Fund may lend up to 
33 1/3% of its assets in reverse repurchase agreements, which are agreements pursuant to 
which securities are sold to a third party (banks, brokers and dealers) with the 
understanding that the Fund will repurchase the securities from the third party at a fixed 
price.  The Fund will receive cash in an amount equal to at least 100% of the current value 
of the securities plus accrued interest.  The Fund will continue to receive interest payable 
on the securities and will receive as income a portion of the interest on the investment of 
any cash proceeds.  The terms of such reverse repurchase agreements will provide for 
termination at any time.  Reverse repurchase agreements involve risks of nonperformance 
by the purchaser on its commitment to resell the securities back to the Fund. 
 
Reverse repurchase contracts shall be approved by UTIMCO.  
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  REPORTS TO UNITHOLDERS 
 
Each unitholder shall be provided with transaction information and an individual monthly 
and annual statement. 
 
 FUND EXPENSES 
 
Each unitholder shall be assessed a fee to reimburse the Fund for its operating expenses.  
Such operating expenses may include investment management, custodian, transfer and divi-
dend disbursing services, preparation and maintenance of books and records of the Fund, 
outside legal and auditors, charges and expenses of acquiring and disposing of portfolio 
securities, preparation and furnishing of reports, research and all direct and indirect costs 
to operate the Fund.  Such fee shall be reviewed and approved annually by the Board of 
Regents.  Any fees paid to the Fund in excess of actual Fund operating expenses shall be 
credited at the end of each fiscal year to unitholders in proportion to average units assets 
held by each unitholder during the year then ended.  Such credit, if any, shall be included 
in the calculation of Fund performance. 
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STATEMENT REGARDING INVESTMENT RESTRICTIONS ON 
DERIVATIVE SECURITIES 

 
 
Further to the investment restrictions placed on derivatives in the Short/Intermediate Term 
Fund Investment Policy, the following categories of U.S. Agency and mortgage-backed 
securities shall constitute inappropriate securities for inclusion in the S/ITF portfolio: 
 
•  Inverse Floaters 
 Securities with adjustable coupons which move in the opposite direction of an 

index, such as the London Interbank Offering Rate (LIBOR) or Cost of Funds Index 
(COFI). 

  
•  Non Money Market Based Floaters 
 Securities with adjustable coupons tied to an interest rate index with a maturity 

longer than one year. 
 
•  Interest Only (IO) Mortgage Securities 
 Mortgage-backed instruments created to pay only the interest cash flows and little to 

no principal, subjecting the entire investment to repayment risk. 
  
•  Principal Only (PO) Mortgage Securities 
 Mortgage-backed instruments created to pay only the principal cash flows and no 

interest subjecting the yield and maturity date to prepayment risk. 
  
•  Non Dollar Rate Based Floaters 
 Securities with adjustable coupons tied to a non-U.S. interest rate index such as the 

Euro-Mark, Euro-Yen or Euro-Sterling rates. 
  
•  Range Notes or Floaters 
 Securities with fixed or variable coupons which accrue interest only if an interest 

rate index is between two pre-designated levels during the coupon period. 
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         Exhibit E 
 
 

The University of Texas System 
Private Investment Policy Statement 

 
 

 I. PURPOSE 
 
 The purpose of this policy is to orient and limit U. T. 

private investments to business situations with a high 
probability of excellent returns over time, but without 
avoidable risks or risks out of proportion to expected 
returns.  Good communication and flexibility are desired 
results from implementation of this policy. 

 
 This policy shall govern the use of private investments 

in all funds under the supervision of the Board of 
Regents. 

 
II. INVESTMENT OBJECTIVES 
 
 The primary investment objective of the private 

investment portfolio is long term capital appreciation in 
excess of the return expected from publicly traded 
stocks.  The portfolio's target annual rate of return 
shall be described in the PUF and LTF investment 
policies.  Equity investments or their equivalent will be 
emphasized to accelerate growth of capital and maximize 
the private investment portfolio's potential as an 
inflation hedge. 

 
 A second investment objective of the private investment 

portfolio is to provide a means of prudent 
diversification of the total fund, recognizing both the 
absolute growth of private investment in a global economy 
as well as the inherently greater balance afforded over 
funds limited to publicly traded securities. 

 
           III. INVESTMENT APPROVAL AND MANAGEMENT 

 
 The Office of Private Investments, under procedures 

established by the President of UTIMCO, is responsible 
for the selection, investigation, due diligence, 
negotiation, closing, and monitoring of each private 
investment. 

 
 The Office of Private Investments shall conduct a 

thorough written evaluation of each specific investment 
proposal selected for review.  Upon the unanimous 
approval of the Office of Private Investments portfolio 
managers, the proposed transaction, its risk and return 
characteristics, and structure will be recommended to the 
President of UTIMCO who will independently approve or 
reject the portfolio managers' investment recommendation, 
after considering fully all relevant information 
available.  In the event that the President of UTIMCO 
approves the portfolio managers' recommendation to invest 
in a proposed transaction, he or she shall present the 
investment recommendation for approval in accordance with 
procedures established by the UTIMCO Board.  Such 
approval shall constitute sufficient authority for UTIMCO 
to enter into the proposed transaction subject to any 
further approvals required at the time. 
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 At least once a quarter, the President of UTIMCO shall 
issue a report to the UTIMCO Board which summarizes the 
activity of the private investment portfolios for each 
fund so invested.  Said report shall include new 
commitments, portfolio cash flows, unfunded commitments, 
and performance for the immediately preceding quarter and 
portfolio values and asset allocation as of the end of 
the immediately preceding quarter.  

 
IV.  INVESTMENT PORTFOLIO LIMITS 
 
 The funded and outstanding private investment portfolio 

may not exceed the allocation ranges for private 
investments as provided in the PUF and LTF investment 
policies.  

  
 The maximum investment in any one entity shall not exceed 

10% of fund commitments. 
 
 V. INVESTMENT GUIDELINES 
 
 All investment decisions shall be made in compliance with 

the "prudent person standard."  Portfolio investments 
shall be based upon the projected ability of the 
underlying business or project to create incremental 
value through the expansion or improved efficiency of 
operations or by the development and production of 
natural resources.  Investments may be used to finance 
capital expenditures and working capital at any stage of 
a company's growth and/or to effect a change of control. 

 
 Investments with the following risk characteristics shall 

be avoided. 
 
 a. Financial risk associated with highly leveraged 

transactions where the business is closely tied to 
either the economy or a specific industry cycle, 
securities denominated in soft currencies, 
fluctuating interest rates, commodity prices, or 
exchange rates. 

 
 b. Operating risk associated with a single product or 

patent, extreme reliance on an individual in 
management, dominant suppliers or customers, or low 
barriers to entry. 

 
 c. Regulatory risk associated with regulated industries 

subject to politicization of rate setting, base 
service decisions, or where success is highly 
dependent on continued access to public resources or 
favorable tax policy. 

 
 d. Environmental risk associated with products or 

manufacturing processes deemed unusually hazardous 
to the environment. 

 
 Additional prohibitions shall include: 
 
 1) Participation in hostile takeovers, 
 
 2) Start ups or early stage companies involved in high 

technology product lines, unless made through a 
properly structured venture capital partnership/fund 
or via coinvestment with such an organization, 

 
 3) Equity ownership in entities in bankruptcy. 
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 The private investment portfolios shall minimize 
ownership of securities and participation in other 
activities that would cause the income attributable to 
these investments to be classified as unrelated business 
taxable income. 

 
 Waiver of any of these guidelines requires the approval 

of the UTIMCO Board. 
 
VI. INVESTMENT MANAGEMENT FIRMS/PARTNERSHIPS 
 
 The private investment portfolios may be invested in any 

authorized area through management contracts with 
unaffiliated organizations possessing specialized 
investment skills.  Such investment may be in the form of 
interests in limited partnerships, trusts, joint 
ventures, etc., where principals of the management firms 
have investment discretion.  The principals of such firms 
shall have a demonstrated record of accomplishment and 
performance in the area of investment being undertaken 
and shall be required to invest on the same terms as the 
participating investors.  Management fees and performance 
compensation payable under such contracts shall not 
exceed prevailing norms at the time of negotiation. 

 
 Private investments may include coinvestment directly in 

transactions sponsored and invested in by a management 
firm/partnership in which UTIMCO is already an investor. 

 
           VII. BOARD REPRESENTATION 

 
 The Board of Regents recognizes that private investments 

frequently result in ownership of an interest in a 
company sufficient to warrant joining the board of 
directors to monitor and participate in oversight of the 
company.  The decision to accept a board seat shall be 
the responsibility of the UTIMCO Board. 

 
          VIII. PRIVATE INVESTMENT PORTFOLIO VALUATION 

 
 The valuation of the private investments is an important 

ongoing yet inherently subjective process.  To avoid 
unwarranted fluctuations and to assure a consistent 
methodology, all valuations will adhere to the process 
established and approved in Attachment A, U. T. Private 
Investment Valuation Criteria. 
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Attachment A 
 
 

U. T. Private Investment  
Valuation Criteria 

 
To Change Market Value in Published Financial Reports 
 
 The methodology used to evaluate private investments is by 
nature subjective and must be thoughtfully and conservatively 
administered. All valuation decisions are subject to 
concurrence by the President of UTIMCO. Valuation will 
generally occur on a quarterly basis. 
 
Direct Investments 
 
a. Publicly traded stocks and bonds with no restrictions 
   
  ° @ last bid price or market closing price. Restricted 

public stock values in excess of cost shall be reduced 
by 25%. 

 
b. Non-public stocks and bonds 
 
 ° @ last price paid in a new round of financing 

(requiring at least one new investor to confirm value 
ascribed). 

 
c. Oil and gas reserves at net book value 
 
d. Real estate at last appraised value 
 
Partnership Investments 
 
a. Partnership capital account 
 
b. Oil and gas reserves at amortized cost 
 
Other 
 
Control blocks of marketable stock held by U. T. or in 
conjunction with other investors may have value beyond market 
quotes. 
 
Write Down - Book & Market Value 
 
Investments of no discernible value or burdened with formidable 
business problems with little potential for success shall be 
written down to $1 upon such a determination. 
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1---. *--~---------

89UC2106X 2.2.16 HP DESKJET 500 
-- I-c.--.--~--.... - ........ --

12 NO' 300.00 200.00 OEA -L Carino 

~2 114310227" 2.2.11 MONITOR, SVGA 102 .. 1 212.00 
"-~7';:-:;-;;-

OEA.:~ ~~!!.,,~_ .. Nol 200.00 

12 
_. _ .. 

600611 503V11 2.2.11 DELL 4IIILE 111340 BUNDLE 2.052.00 2,000.00 OEA -K. R.bold-

12 NoM 03062GOG3995 2.2.18 DELL MONITOR 400.00 "-200:00 I-.::=-,--------~-~ ...... ~.----~ OEA . K. Rebold 

12 .. 74124 3224a20051 2.2.18 HP DESKJET 500 300.00 '200.06 OEA -tCRebold .. --~~·-··~· .. -

2.2.20 AGLE INTERFACE FOR XEROX .. 
-

1.113.00 600.00 OEA -s ..... v • .,.··· .. _--·_--· .. 12 .. 13211 
12 443577 2.2.20 D1fPUY I'fATION CRT 1300 110 771.00 ? Noton-B. Whltei.li,i .. -----··· 
12 4I240S 2,2.20 ~~ec::.~R • Club. Americ.n 2 ..... 00 "400])0 ~EA:~yrd ~~---.----

.. _--"-_. 
_ftOCOIIPUTER • Club MonItor 12 41240' 2.2.20 1.047.00 150.00 ~EA~Byrd 

12 410717 U.2f .MlC~TER" CLUB AMERICAN 3.546.00 .'. 40000, QEA -S.IIy .... 
12 410711 2.1.20 1IlIONITOR. CLUB IIUL TlSYNC .... 00 150.00 Q~ ~:iiy.,. - '--

----. .._-- ---.~----. 

12 .. lUi. SlV-OOMII 2.2~29 :X,.§RQX "~3LA1ER PRINTING S 3."5.00 3,000.00 P'EA -S .. ~.,. 
12 600774 09725 2.2.22 DELL SVSTEM 310 3,000.00 400:00 OEA .K. Mayes 

2.2.22 HAVES 2400 MODEM 300.00 
---,~ 

OEA .K. Mayes 
- --- ... -~-----

12 A13031083419 50.00 
3112SQ.4016 2.2.22 HPDESKJET 300.00 

-. ..... -~ 
OEA -v. coriIn-" 12 Nol 200.00 

12 HP DESKJET 500 300.00 
.. _. 

OEA -K. Mayes-NO' US36Q1S1TV 2.2.22 200.00 
2.2.U JllCRQCOMPUTER. _ PSl2 ., ..... 00 

".-.--

300.00. oEAiiiiealCoffin----·-.... ·---.. 
12 451171 

-,------~---

12 479020 22.22 MODEM - HAVES 2400 55000 50.00 OEA-K Mayes 

-U .. 7ON1 U.Jt ~.PP IIGO BAUD WIIINP 510.00 150.00 OEA-:Kllay.alVCoffin--"· . 

12 Nol 45Ot1OOO217 "--2;2.22 SUN IIOOR CD ROM DRIVE <170.00 200:00 OEA -K-:-Iby...------=-=---==---_ 

12 0002670210641436 2.2.22 US ROBOtiCS 1 ..... MODEM 150.00 100·.00 OEA -K. Mayes 

12 f----
600612 503V11 2.2.24 g&LL ~ 111340 BUNDLE 2,052.00 2,000.00 OEA 04. senner 

12 Nol 03062GOG3755 2.2.24 DELL MONitOR 400.00 200.00 OEA -J.·Benner 

12 HoI 3109A21766 2.2.24 HPDESKJET 300.00 200.00 IdEA -J .Benner ... -------
'12 36171. U.~'" ~,~YES SllART .1200 B .3 .... 50.00 OEA 04. Benn.r 

12 --475703 2.3.02 ... CHIP FOR PRINTER. HP LA ZOO.OO 
--.. -

OLCGI - B. 5.1"'-' 
12 4 .. 52. 382ID 2,3.02 DELL 4IWXV BUNDLE 3.1'2.00 2,000.00 OEII - C.fSaker -

12 103611 38GTV 2.3.02 DELL 4IWXV BUNDLE 2,742.00 2,000.00 Oi.CGI - B. S.itta 
.... _-

12 Nol 45918A06A614- 2.3.02 DELL MONITOR 400.00 -200.00 OlCGI :8. Seifts ---
12 A19231 083555 2.3.02 HAVES 2400 MODEM 35000 50.00 OlCGr::-B.8e~-------

12 443211 2.3.02 HP LASERJET SERES II 1.71'.00 600.00 ,eEii ".G. Bak.r -
2.3.02 PRINTER. HP LASERJET SERES III 1,215.00 

--~ -.-~. 

12 .. 75703 600.00 OLCGI - B. Seitta 
"12 .. 7 ..... 2.3.02 UL TRASCAN t .. C (DELL MONITOR) 650.00 150.00 OEI. :0. Bai.,.--------.. --

(---_. 
WHEELWRITER 5. FOR IBII 

-
'3'.00 300.00 OElilOLCGI 

.. _. "--
12 31541 .. 2.3.02 
12 .. ,130' 2.3.04 PRINTER, LASERJET, HP 2686A 1,'2'.75 200.00 Library 

1--
'2 

. 
8350576 2.3.08 AMDECK MONITOR 450.00 150.00 

1-'::------- ._---
OEA-AI8 

112 89411 ......... 3254 23~ ~~l~~~I~~~ 600.00 
f--.. 

600.00 
...--...... --~.-.. ----- .. 

OEA -AIS (OSI2 server) 
12 NOI'--- I--tV5112NM182 

---_ .. .---... ioo.oo OEA-AIS -~ 2.3.08 350.00 
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Estimated Estimated Market 

• Inventory • s. ...... Room. De.criptlon Pun:ha .. Price Purchase Price Value Employee 

12 Noil 512AF05AF738 2.3.08 COMPAQ MONITOR 250.00 200.00 OEA -AIS (OS/2 server) 

12 463167 2.3.01 COMPUTER· TOKEN RING NElWO 500.00 150.00 OEA.Y.Gee 

12 414031 203.01 COMPUTER WORKSTATION WIKEYB '12.00 OEA .1--··----
12 ...... 3 2.2ZL 203.01 COMPUTER, DELL 433111 BUNDLE 2, .... 00 ''--=:;:-::-::-

1,500.00 OEA -AiS-(Gee,--

12 Nol M4513950 2.3.08 DELL MONITOR 300.06 200.00 OEA-AIS 

12 489528 2KKWS 2.3.08 DELL466L 3,353.00 2,000.00 OEA - AIS (Read) 

12 4 .... 7. 2XD1G 203.11 DELL 411111XV BUNDLE 3,30'.00 2,OOO.~ OEA-GH' 
.-' 

12 411543 3121l. 203;11 DaL 41M1XV BUNDlE 3,525.00 2,000.00 OEA-iberg-----

12 411541 3S2IK 203.11 PIlLL 4IIIIIXV BUNDlE 3,525.00 2,000.00 OEA .A-IS (Kampf&) 

12 600866 58XNO 2.3.08 DELL 51WWlC~OM 3,000.00 3,000.00 OEA-AIS 

12 600852 54Y3R 2.3.08 DELL 5751XL BUNDLE 2,351.00 2,351.00 OEA-AIS 

600859 57152 2.3,08 DELL 5751XL BUNDLE 2,069.00 2,069.00 OEA-Ais 
._-

12 
12 Nol 7096965 2.3.08 DELL MONITOR 442.00 400~OO OEA -AIS 

-
12 Noil 32OB3725J 2.3.08 DELL MONITOR 300.00 200.(10 OEA -AIS (Edwards) 

12 Noil M431022801 2.3.08 DELL~ITOR 300.00 200.00 OEA - AIS (Read) 

12 Nol M454139519 2.3.08 r;>ELL MQNITOR 30000 20000 OEA -AIS (Gee) 

12 Nol SN ..... S918A064Z14 2.3.08 DELL MONITOR 300.00 200.00 OEA -AIS (Wallacej--------· 

12 Nol SN ..... 5918A06BX1 .. 2:3.08 DELL MONITOR 300.00 200.00 OEA -AIS (Ricks) 

12 600860 65532AOOFH35 2.3.08 OELL MONITOR· 21" 1,713.00 1,713.00 OEA -AIS .-------

410220 203.11 DISPlAY, COlOR '15.00 150.00 
"=,----------------

12 OEA -AIS 
23-W21.2 203.01' DISPLAY, COLOR 14" (#11515) 545.00 150.00 

'==-----------_.-- -----
12 .. 71411 OEA·AIS 

12 451141 203.11 DISPlAY, COLOR, #11515, 1 .. " 115.00 150.00 OEA .AIS 
--------

'12 US36Q1SHB 2.3.08 HPDESKJET 400.00 200.00 
~------. 

Noil OEA-Y. Gee 
-----

12 Nol US36Q1S1VF 2.3.08 HPDESKJET 350.00 200.00 OEA-AIS 

12 USOO140817 2.3.08 HPSCANNER 1,200.00 1,000.00 .oEA -AIS 

12 .. 10715 0001012 U.OI .~ROCOIIPUTER • CLUB AMERICAN 4,7"5.00 400.00 QEA .AIS 

12 _711 2.3.11 .. ..-.eROe(i)lllpUTERWICQIIPONENTS (IIEM 314.00 OEA-AIS 

12 463117 203.01 IKROCOMPUTER, .. 7,22'.00 300.00 OEA·Y.Gee 

12 ........ 23· ..... 2 2.3.01 IIICROCOMPUTER, .. PS/2 ., ..... 00 300:00 OEA ·Y.Gee 

12 _713 0001011 U.OI IIICROCOllPUTER· CLUB AMERICAN ",217.00 400.00 OEA -Ais------

12 Not 2.3.01 MONITOR, CLUB IlUL nsYNC ' •. 00 150.00 OEA ·AIS 

12 _71. U.OI MONITOR, CLUB IIUl nsYNC ' •. 00 150.00 OEA .Ais 

12 .. 71413 23-RT7 .. 5 U.OI MONITOR, IBII PS/2 14" COLOR 100.00 150.00 OEA-·AIS --

12 I00I.5 2.3.01 POWER MAC 7100lI0 1170000D 1,532.00 2,500.00 OEA ·AIS 

12 I00I. 203.11 PROLIANT 1100 PENT·71-NP-HD 10,225.71 10,000.00 OEA ·Y. Gee (OSI2 .erver) 
--

12 0002670210641821 2.3.08 US ROBOTICS 14,4 MODEM 120.00 100.00 OEA -AIS (OSI2 server) 

12 Nol 7095276 2.3.12 DELL 15" MONITOR 442.00 40000 OEA - M. Stinnett 
---

12 ....... 3H2FX 2.3.12 DELL 46IIIIXV BUNDLE 3,312.00 2,000.00 ~~:Stlnnett 
'12 Nol M454124452 2.3.12 DELL MONITOR 400.00 200.00 OEA - M. Stinnett 

600854 571GO 2.3.12 DELL XL 575 2,688.00 
:-= 

OEA - M. Stinnett 12 2,688.00 
1~, Net US36Q1S1V7 23.12 HP DESKJET 500 400.00 200.00 OEA - M. Stinnett 

---



Estimated Estimated Market
Inventory  # 8wiaY Roonj# Ducription Purchase Price Purchase Price Value

1 2 4 8 0 8 8 7 3 2 0 1 5 1 8 1 9 8 2.3.12 HP SCAN JET
Employee

1 ,oowo 400.00 O E A - M. Stinnell1 2 ooO2670210841790 2.3.12 US ROBOTICS 14.4 MODEM 120.00 .--_
100.00 O E A --~ M. Stinnett

1 2 4W322 23.14 ADAPTOR. T/R  NElW
0095048l  2.3.141CLUBL  -

ORK IN STOCKS 6.072.00 - - - -.__--_--.-~1 ,wmEA
-Y. Gee

12jNo# I #ONITOR 450.00
121 4362301  4751AJ2Bl704I  2.3.141COW Q DESKPRO 3 8 8

1
5.ooo.00

121 USSAJ2BO8O2~ 2.3.1,41-R, COMPAQ DESKPRO  38 6,420.!
ST in STOCKS 4,

SE, CUST Ln STOCKS 1,529.00~ I

\ BVVITCH I
_ _

O.OO[leased  thru Bloom.~OEll - G. Cox
1 2 43413s 2.3.1. PRWTER-  HP SERIES Ii 2,
1 2 4WS28 3B264 2.3:10 DELL 48uMxvBuNDLE

.
2.322.00

- -
2,000.00 OEM -

12 No# 4s818AWsK14 2.3.20  DELL MONITOR u0.w
--.-._

200.00 DEU -
1 2 4 4 0 5 0 1 2.3.20 LASER PRfNTER,  HP SERIES II 2,29@.03 600.00 OEII -
1 2 382646 2.120 MODEM, SMART, HAYES

ER, HP LA 2oo.iiq 1~ I----
_ _ - .

OLCGI - H. Tiiins_-

163.83l

WO.Wl

I

I

6OO.oO~OEll-  0.  Cox
W.  Penn

-~--- ____
-
Y. Penn- - -
M. Penn

50.001’ - -
1 2 47s704 2.3.22 4MB  CIW  FOR PRINT- -
1 2 47W77 2.3.22 COUPUTER,  GUI ADV 4W W/II” 1,Wa.w~ I 4 0 0 OolOLCGl - H. Timninr
1 2 2.3.22 DATA SWITCHICA  PO1

2.3.WlMODEM.  HAYES SMART - 1200  B 1,
JET SERIES tl 2.213.d
BSFORDGAHAGAN 2!

I 121 4W524l
iNER DIRECTOR I

-__.  .

3S25Ol 2.3.221DELL  4WlNXV BUNDLE
0.001leased  thru  Bloom.]OLCGI  - H. Timmins

2,:- -
45@18AWBUl4[  2.3.221ikLL  MONITOR

,322.W 2,OOO.OO  OLCGI - H. Timmins
840.00 200.00 cbl35.xzH.Timminr- ----1 2.3.221PRlNTER. HP LASERJET SERIES 1 J6s.w 600.00 OLCGI - H. Timmins ___~

P a g e  8



I I Estimated 1 Estimated Market 1 I

t

=:
w

t

I Inventory  I Swlall Room# Dascription Purchau  Price  1 Purchase Price Value
1 2 4 7 9 9 7 8 23.22 GOLDSTAR  MONITOR

1
I 55o.ool

Employee
150.OO~OLCGt  - Ii Timminc

1 2 4-7 3H2Fw 2.3.24 DELL 466MXV  BUNDLE *%UR)M ____-
1 2 Nor 4 5 9 1 fMO97P24 -23.24 DELL MONITOR - - .

1 2 434.49
-

2.3.24  PRINTER,  LASER HP SERIES It
1 2 1 4 0 3 9 4 2.3.24 SUPRA  14.4 MODEM
1 2 6 0 0 7 0 7 2.326 COMPAQ PROLtANT I
1 2 407929 2.331 WR. MSKPF - -  - . -I”,-.w

to4coNPAa
2.3.#lC&UTE~  DESKTOP NONtTOR

4,765.09
799.09

1oR 450.00

I

I I
I 3,791.oo~

‘XL BUNDLE I
YITOR
WTOR
IES TELERATE (2)

ICEZPC 5s2.00

- Tradinaa Room. - -.  .-.-_
Pnnm

- - -
OFtt - Vacant

I -  -- ---..-

I
-~-

3M  M

..- ._.- ._.. -..
I I -v-.W

FlLE.36OK-SlI4”D Ml3 MI I

I 90102349] 3.1.02IGOLDSTAR  tiNtTOR
. _-.--

I
I

I 4 5 0 0 0 1
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t-FX
I .__--  -.

100. WEABLE I I 7 M  fdn;

I 121
J I

I 161ma2Bo1131 I 71

. -.. I I

, CDLOR HP M74lA S47.26  i I

.- I .--.--
171 M UASIFRIUI731 3 1 MIPANASCINIC KX PRINTER 550.001

L  FEED, EPS s6a.00 I
E 4r
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Exh.ibit  H

.

.1

- -
ARTICLES OF INCORPORAT ION FLEG

In  the Gmca  or rle I
$emmv  01 sata  al  Texas

O F I
NOV 15 1995

THE UNIVERSITY OF TEXAS INVESTMENT
MANAGEMENT COMPANY ~Pmm36JS  %cwN

i . . ..- -A
I, the undersigned natural person, of the age of eighteen (18) years or more, acting

as incorporator of a corporation under the Texas Non-Profit Corporation Act, & her&y
adopt the following Articles of Incorporation for such corporation (the “Corporation”):

ARTICLE 1.

The name of the Corporation is The  University of Texas Investment Management
Company.

ARTICLE II.

The Corporation is a non-profit corporation.

ARTICLE III.

The period of the Corporation’s duration is perpetual.

ARTICLE Iv.

The exclusive purposea  for which the Corporation is organized and is to be operated
are charitable and educational  within the meaning of section %)1(c)(3)  of the Code. In
accomplishment of such  purposes, the Corporation is to be adminbcrcd  solely for the
purpose of aiding, asWing,  sqqorting  and acting on behalf of The Unkersity  of Texas
System (the “System(?,  a agency of the  State of Taaq  in the performance of its essential
governmental function of pzo@ling  higher education in accordance with the laws of the
State of Texas authorizing andLgovcming  the System and the creation of the Corporation.
Specifically, the Corporation will be admhistered for the benefit of the System by:

(a) Iwcsting  funds under the control and management of the Board of Regents
of the System (the “Board of Regents”), including  the permanent university fund,

- 116 -



as designated  by the Board  of Regents  in accordance  with the laws of the State of
Texas; and

09 Performing such other activities or functions that the Board of Directors of
the Corporation determines are necessary or apprspriate for the accomplishment
of the purposes of the Corporation, provided, however, that the Corporation may
not engage in any business other than investing fimds  designated by the Board of
Regents pursuant to a contract with the System for the investment of such funds.

The broadest discretion is vested in and conferred upon the Board of Directors of
the Corporation for the accomplishment of these purposes, provided, however, that no
contribution shall be made or distributed to or for any person,  firm, corporation, or other
entity that shall apply, directly or indirectly, such contributed funds for any purpose or
purposes in violation of the Constitution and statutes of the United States or the State of
Texas.

ARTICLE v.

The Corporation shall have no members, within the meaning of the Texas Non-
Profit Corporation Act.

ARTICLE VI.

The street address of the initial registered office of the Corporation is 701 Brazes
Street, Austin, Texas 78701,  and the name of its initial registered agent at such address
is C T Corporation.

ARTICLE VII.

The initial number of members of the Board of Directors is four (4) and the names
and addrcsaa  of the persons who are to serve initially as Directors are:

William H. Cunningham 601 Colorado Street
AustinJexas  78701

Donald L. Evans 50s  W. Wall,  Suite 500
Midland,Texas  79701

-2-
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Thomas 0. Hicks

Tom Loeffler

ARTICLE VIII.

200 Crescent Court, Suite 1600
Dallas, Texas 75201

7710 Jones Maksberger,  Suite 540
San Antonio, Texas 78216

The name and street address of the incorporator are :

Jerry E. Turner One Americaa  Center
600 Congress Avenue
Austin,  Tcxaj  78701-3200

ARTICLE DC

Regardless of any other provisioas  of these Articles  of Incorporation or the laws
z: b; See  of Texas, the Corporation shall not, within the meaning of section 501(c)(3)

..

(1) permit any part of the net earnings  of the Corporation to inure  to the benefit
of any private iadividual  (except that reasonable compensation may be paid for
personal servkes  rendered to or for the Corporatioa affecting oae or more of its
Purpo=G

(2) devote mart  than aa insubstantial  part of its activities to attempting to
influence legislation by propaganda or otherwise,

(3) partkipate  in, or intervene in (including the publication or distriiution  of
statements), aay political campaign oa behalf of aay caadidate  for public offke;  or

(4) attempt to influence the outcome of aay qecific  public election or to carry
on, directly or iadirectly,  any voter registration drives.

ARTICLEX

Upon the diw&tioa  of the Corporation, after paymeat  or provisioa  for payment
of the Corporation’s liabtities  has been made, the Corporation’s remaining assets shall be
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distributed exclusively to the System.  If  the System  is not in existence, such assets shall
be distributed to the State Of Texas  eXCh&ely  for public purposes.

ARTICLE XI.

The Corporation shah indemnify (which indemnification shah include, without
Iimitation,  advancing reasonable expenses) any person who is or was a Director, officer,
employee, or agent of the Corporation (or any person who is or was serving at the request
of the Corporation as a Director, officer, employee, or agent of another corporation,
partnership, joint venture, trust, or other enterprise) to the fullest extent required or
permitted by applicable law. In addition, the Corporation shah have the power to
indemnify (which indemnification shall include, without limitation, advancing reasonable
expenses) to the fullest extent permitted by law such other persons as the Board of
Directors may determine from time to time. The Corporation shall have the power to
purchase and maintain at its expense  insurance on behaif of such persons to the fullest
extent permitted by applicable law, whether or not the Corporation would have the power
to indemni@ such persons under the foregoing provisions.

ARTICLE XII.

Aa used herein the term “Code” refers to the Internal Revenue Code of the 1986,
as amended, and future corresponding revenue laws of the United States.

ARTICLE XIIL

These Artidu may be  amended by the Board of Directon  of the Corporation with
the approval of the Board of Regents.

IN WENESS WHEREOF, I have hereunto set my hand this 14th day of
November, 1995.

4
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STATE OF TEXAS 9

COUNTY OF AUSTIN 8

I, notary public, do hereby certi@  that on this 14th day of November, 1995,

personally  appeared before me .Jerry  E. Turner, who, being by me fii duly sworn,

declared that he is the person who signed the foregoing document as incorporator, and

that the statements therein contained are true.

Given IN WITNESS WHEREOF, I have hereunto set my hand and seal  the day

and year above written.

- 120 -

,,

/



SECRETARY OF STATE

CERTIFICATE OF INCORPORATION
OF

THE UNIVERSlTY  OF TEXAS IMrEsTMENT  MANAGEMENT COMPANY
CHARTER NUMBER 0l377795-01

ACCORDDIGLY,  the unw, 15 Semtary of Site,  and by TMW  of the authority
vested  In  the Swetary  by law, hereby issues this  C- of Incoqmmtion.

Dfitd: November 15, 1!49S
Effcctfrc Novanber  lS, l99S
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Exhibit I

BYLAWS

OF

THE UNIVERSITY OF TEXAS INVESTMENT

MANAGEMENT COMPANY
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ARTICLE II
OFFICES

ARTICLE III
BOARD OF DIRECTORS

ARTICLE IV
COMMITTEES

-i-

- 123 -



Section 1. Number, Titles, and Term of Office. . . . . . . . . . . . . . . . . . . . . . . . . . 5
Section 2. Removal. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...6
Section 3. Vacancies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...6
Section 4. Powers and Duties of the Chairman of the Board. . . . . . . . . . . . . . . 6
Section 5. Powers and Duties of the President. . . . . . . . . . . . . . . . . . . . . . . . . . 6
Section 6. Powers and Duties of the Treasurer. . . . . . . . . . . . . . . . . . . . . . . . . . 6
Section 7. Powers and Duties of the Secretary. . . . . . . . . . . . . . . . . . . . . . . . . . 7

ARTICLE VI
MISCELLANEOUS PROVISIONS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.

FiscalYear. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...7
Seal. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...7
Notice and Waiver of Notice. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7
Resignations. . . . . . . . . . . . . . . . . . . . . . . . . . .*.  . . . . . . . . . . . . . . . . 7
Action Without a Meeting by Directors or Committees;
TelephoneMeetings.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...7

ARTICLE V
OFFICERS

ARTICLE VII
INDEMNIFICATION OF DIRECTORS AND OFFICERS

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.

Right to Indemnification. . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . 8
Advance Payment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Appearance as a Witness. . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Nonexclusivity of Rights. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Insurance...............................................g
SavingsClause.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..g

ARTICLE VIII
AMENDMENTS

Section 1. Amendment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9

-ii-

- 124 -



BYLAWS

O F

THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY

ARTICLE I
STRUCTURE AND PURPOSES

Section. Strucm.  The University of Texas Investment Management Company (the
“Corporation”) is a nonprofit corporation organized under the laws of the State of Texas, including the
Texas Non-Profit Corporation Act, Tex. Rev. Civ. Stat. Ann. Art. 1396 (the “Act”). The Articles of
Incorporation of the Corporation (as amended from time to time, the “Articles of Incorporation”) were
tiled in the office of the Secretary of the State of Texas on November 15, 1995.

Section. &J&X.  The Corporation shall have no members.

Section. m. The Corporation is organized and will be operated exclusively for
charitable and educational purposes. In accomplishment of such purposes, the Corporation will be
administered solely for the purpose of aiding, assisting, supporting and acting on behalf of The
University of Texas System (the “System”), an agency of the State of Texas, in the performance of its
essential governmental function of providing higher education in accordance with the laws of the State
of Texas authorizing and governing the System and the creation of the Corporation. The Corporation
shall have, without limitation, the following purposes:

(4 To invest funds under the control and management of the Board of Regents of the
System (the “Board of Regents”), including the permanent university fund, as designated by the
Board of Regents in accordance with the laws of the State of Texas; and

W To perform such other activities or functions that the Board of Directors of the
Corporation determines are necessary or appropriate for the accomplishment of the purposes of
the Corporation, provided, however, that the Corporation may not engage in any business other
than investing funds designated by the Board of Regents pursuant to a contract  with the System
for the investment of such funds.

Section. BOproval  by&&m.  Notwithstanding the powers delegated to the Board of
Directors of the Corporation, the Corporation may not contract with the Board of Regents to invest funds
under the control and management of the Board of Regents, including the permanent university fund,
unless and until the Board of Regents has approved (i) the Articles of Incorporation and Bylaws of the
Corporation; (ii) the investment policies of the Corporation; (iii) the audit and ethics committee of the
Corporation; and (iv) the code of ethics of the Corporation. Furthermore, the Board of Regents must
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approve (i) any amendments to the Articles of incorporation and Bylaws of the Corporation; (ii) any
changes to the investment policies of the Corporation; (iii) any changes in the audit and ethics committee
of the Corporation; and (iv) any changes in the code of ethics of the Corporation. The Corporation shall
file quarterly reports with the Board of Regents concerning such matters as required by the Board of
Regents.

ARTICLE II
OFFICES

Section. -Place  of Be. The principal place of business of the Corporation
shall be located at Claudia Taylor Johnson Hall, Second Floor, 210 West 6th Street, Austin, Texas
7870 1. The Corporation may have such other offices, either within or without the State of Texas, as the
Board of Directors may determine or as the affairs of the Corporation may require from time to time.

Section. &is&red  Qred Aa. The Corporation shall have and
continuously maintain in the State of Texas a registered offke and a registered agent whose offke is the
Corporation’s registered offke, as required by the Act. The registered offke may, but need not, be
identical with the principal ofice of the Corporation, in the State of Texas, and the address of the regis-
tered offke may be changed Erom  time to time by the Board of Directors in accordance with applicable
law.

ARTICLE III
BOARD OF DIRECTORS

Section. Pow-.The property, business, and affairs of the Corporation shall be managed
and controlled by the Board of Directors, and subject to the restrictions imposed by law, the Articles of
Incorporation, and these Bylaws, the Board of Directors shall exercise all of the powers of the
Corporation.

Section. m. The Board of Directors shall consist initially of the four (4) Directors
named in the Articles of Incorporation of the Corporation initially filed with the Secretary of State of
Texas. The number of Directors will automatically increase to nine (9) following appointment by the
Board of Regents of nine (9) Directors to replace the four (4) Directors named in the Articles of
Incorporation, provided that the Board of Regents may include any of the four (4) named Directors
among the nine (9) appointed Directors. Thereafter,  the number of Directors shall be determined by the
Board of Regents in compliance with applicable law.

Section. Band Except for those Directors named in the Articles of
Incorporation, Directors shall be appointed by the Board of Regents, except that the Chancellor of the
System shall serve as a Director so long as he remains Chancellor of the System. Until otherwise
changed by the Board of Regents in compliance with applicable law, the members of the Board of
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Directors shall include (i) the Chancellor of the System, (ii) at least three (3) persons then serving as
members of the Board of Regents (“Regental Directors”), and (iii) one or more persons selected by the
Board of Regents from  a list of candidates with substantial background and expertise in investments that
is submitted by the Board of Regents of The Texas A&M University System. The three (3) Regental
Directors shall serve for two-year terms that expire on the first day of February of each odd-numbered
year, except that the initially-appointed Regental  Directors shall serve until February 1, 1997. The
remaining Directors (other than the Chancellor of the System and the Regental Directors) shall serve
three-year staggered terms that expire on the first day of February of the appropriate year, except that
the term of one of the initially-appointed Directors shall end on February 1, 1997, the term of two (2)
initially-appointed Directors shall end on February 1, 1998, and the term of the remaining two (2)
initially-appointed Directors shall end on February 1, 1999; provided, however, that no such Director
(other than the Chancellor of the System or the Regental  Directors) shall serve more than three (3) full
three-year terms. Notwithstanding the foregoing, the Board of Regents may from time to time alter the
terms of the Directors. Each person serving as a Director shall serve until the earlier to occur of(i) the
expiration of such Director’s term or (ii) such Director’s death, resignation, or removal as provided in
these Bylaws.

Section. m. Any Director may be removed from office at any time, with or without
cause, by the Board of Regents.

Section. Vacancies.  Any vacancy occurring in the office of a Director, whether by death,
resignation, removal, increase in the number of Directors, or otherwise, shall be filled by the Board of
Regents.

S&Q&. Meetings  of Directors.  The Directors may hold meetings, maintain an office,
and keep the Corporation’s books and records at such place or places within or without the .State of
Texas as the Board of Directors may from time to time determine; provided, however, that in the
absence of any such determination, such place shall be the Corporation’s principal office in the State of
Texas.

Section.
.sMtttmns. The annual meeting of the Board of Directors (“Annual

Meeting”) shall be held at such time and place as shall be designated from  time to time by resolution of
the Board of Directors, or, if not so designated, on the fvst business day of the month of October of each
year at the Corporation’s principal of&e  for the purpose of(i) electing officers for the ensuing year, and
(ii) transacting such other business as may be properly brought before such Annual Meeting. Notice of
Annual Meetings shall be required.

Section. wMeetinPs. Regular meetings of the Board of Directors (“Regular
Meetings”) shall be held bi-monthly at such times and places as shall be designated from time to time
by resolution of the Board of Directors. Notice of Regular Meetings shall be required.

Section. &,&al  Met-.  Special meetings of the Board of Directors (“Special
Meetings”) shall be held at such times and places as shall be designated from time to time by the
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Chairman or, on the written request of any Director, by the Secretary or on the written request of the
Board of Regents. Notice of Special Meetings shall be required.

Notice m. The Secretary shall give notice of the time and place of each
Annual, Regular and Special Meeting to each Director in person, or by mail, telegraph, or telephone,
at least five (5) days before and not sooner than fifty (50) days before such meeting; provided, however,
that in the case of a Special Meeting called because of an emergency or urgent necessity, such notice
only need be provided at least two (2) hours before the meeting is convened. Unless otherwise indicated
in such notice, any and all matters pertaining to the Corporation’s purposes may be considered and acted
upon at such meeting. At any such meeting at which every Director shall be present even though
without notice, any matter pertaining to the Corporation’s purposes may be considered and acted upon.

Quorum. A majority of the then acting Directors shall constitute a quorum for
the consideration of any matters pertaining to the Corporation’s purposes. If at any meeting of the Board
of Directors there is less than a quorum present, a majority of those present may adjourn  the meeting
from time to time. The act of a majority of the Directors present at a meeting at which a quorum is
present shall be the act of the Board of Directors, unless the act of a greater number is required by law,
the Articles of Incorporation, or these Bylaws.

. Vot&.  To the extent permitted by applicable law, a Director may vote in person
or by proxy executed in writing by the Director. No proxy shall be valid a&r  three (3) months from the
date of its execution. Each proxy shall be revocable unless expressly provided therein to be irrevocable,
and unless otherwise made irrevocable by law.

of Bm. At meetings of the Board of Directors, matters pertaining
to the Corporation’s purposes shall be considered.

At all meetings of the Board of Directors, the Chairman of the Board shall preside, and in the
absence of the Chairman of the Board, a chairman shall be chosen by the Board of Directors from among
the Directors present.

The Secretary of the Corporation shall act as secretary of all meetings of the Board of Directors,
but in the absence of the Secretary, the chairman may appoint any person to act as secretary of the
meeting. The chairman of any meeting of the Board of Directors shall determine the order of business
and the procedure at the meeting, including, without limitation, conduct of the discussion and the order
of business.

14. of Jkec~. Persons serving as Directors shall not
receive any salary or compensation for their services as Directors. A Director shall be entitled to
reimbursement for reasonable expenses incurred by him in carrying out his duties as a Director.
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ARTICLE IV
COMMITTEES

Section. Board The Board of Directors may from time to time designate
members of the Board of Dmirectors to constitute committees that shall have and may exercise such
powers as a majority of the Board of Directors may determine in the resolution that creates the
committee. The Board of Directors may appoint individuals who are not members of the Board of
Directors to any committee; provided, however, that a majority of the committee members shall be
members of the Board of Directors if such committee exercises the authority of the Board of Directors
in the management of the Corporation.

Other committees, not having and exercising the authority of the Board of Directors in the
management of the Corporation, may be designated and members appointed by a resolution adopted by
the Board of Directors. Membership of such committees may, but need not, be limited to Directors.

Section. .e s :  M e - Any committee created by the Board of
Directors or these Bylaws, unless otherwise expressly provided herein, shall (i) have a chairman desig-
nated by the Board of Directors, (ii) fuc its own rules or procedures, (iii) meet at such times and at such
place or places as may be provided by such rules or by resolution of such committee or resolution of the
Board of Directors, and (iv) keep regular minutes of its meetings and cause such minutes to be recorded
in books kept for that purpose in the principal offtce  of the Corporation, and report the same to the Board
of Directors at its next succeeding meeting. At every meeting of any such committee, the presence of
a majority of all the members thereof shall constitute a quorum, and the affirmative  vote of a majority
of the members present shall be necessary for the adoption by it of any action, unless otherwise
expressly provided in the committee’s rules or procedures or these Bylaws or by the Board of Directors.

The Board of Directors may designate one or more Directors as alternate members of any
committee, who may replace any absent or disqualified member at any meeting of such committee. In
the absence or disqualification of a member of a committee, the member or members present at any
meeting of such committee and not disqualified from voting, whether or not constituting a quorum, may
unanimously appoint the designated alternate Director to act at that meeting in the place of the absent
or disqualified member.

ARTICLE V
OFFICERS

Secrion. Number.. The officers of the Corporation shall consist
of a Chairman of the Board, a President, a Secretary, a Treasurer, and such other officers and assistant
officers as the Board of Directors may from time to time elect or appoint. Such other officers and
assistant officers shall have such authority and responsibility as may be assigned to them by the Board
of Directors. Any two (2) or more offices may be held by the same individual, except the offices of
President and Secretary. Except for those officers elected at the organizational meeting (the “Organiza-

- 5 -

- 129 -



tion Meeting”), the term of o&e for each officer shall be until the next succeeding Annual Meeting at
which officers are elected. The term of office for those officers elected at the Organization Meeting
shall be that period of time beginning on the date of the Organization Meeting and ending on the date
of the first  Annual Meeting. In any event, a duly-elected offtcer shall serve in the office to which he or
she is elected until his or her successor has been duly elected and qualified.

Section. Removal. Any officer or agent or member of a committee elected or appointed
by the Board of Directors may be removed by the Board of Directors, but such removal shall be without
prejudice to the contract rights, if any, of the individual so removed. Election or appointment of an
officer or agent or member of a committee shall not of itself create contract rights.

Section. Vacancies.  Any vacancy occurring in any office of the Corporation may be filled
by the Board of Directors.

Section- aand The Chairman of the Board
shall preside at all meetings of the Board of Directors and shall have such other powers and duties as
may be assigned to such officer in these Bylaws or from  time to time by the Board of Directors. The
Chairman of the Board shall be appointed by the Board of Directors.

Section- Powers. The President shall be the Chief Executive
Officer of the Corporation. Subject to the control of the Board of Directors, the President shall have
general executive charge, management, and control of the properties, business, and operations of the
Corporation with all such powers as may be reasonably incident to such responsibilities; shall have the
authority to agree upon and execute all leases, contracts, evidences of indebtedness, and other
obligations in the name of the Corporation subject to the approval of the Board of Directors and the
Executive Committee, if any; and shall have such other powers and duties as may be designated in these
Bylaws and as may be assigned to such offtcer from time to time by the Board of Directors.

Section. eTm. The Treasurer shall have custody of all of
the Corporation’s funds and securities that come into such offtcer’s  hands. When necessary or proper,
the Treasurer may endorse or cause to be endorsed, in the name and on behalf of the Corporation,
checks, notes, and other obligations for collection and shall deposit or cause to be deposited the same
to the credit of the Corporation in such bank or banks or depositories and in such manner as shall be
designated and prescribed by the Board of Directors; may sign or cause to be signed all receipts and
vouchers for payments made to the Corporation either alone or jointly with such other offtcer as may
be designated by the Board of Directors; whenever required by the Board of Directors, shall render or
cause to be rendered a statement of the cash account; shall enter or cause to be entered regularly in the
Corporation’s books to be kept by such offtcer for that purpose full and accurate accounts of all moneys
received and paid out on account of the Corporation; shall perform all acts incident to the position of
Treasurer subject to the control of the Board of Directors; and shall, if required by the Board of
Directors, give such bond for the faithful discharge of such offtcer’s  duties in such form as the Board of
Directors may require.
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Section. POW-S  of &&Wry. The Secretary shall keep the minutes of all
meetings of the Board of Directors in books provided for that purpose; shall attend to the giving and
serving of all notices; in furtherance of the Corporation’s purposes and subject to the limitations
contained in the Articles of Incorporation, may sign with the President in the name and on behalf of the
Corporation and/or attest the signatures thereto, all contracts, conveyances, franchises, bonds, deeds,
assignments, mortgages, notes, and other instruments of the Corporation; shall have charge of the
Corporation’s books, records, documents, and instruments, except the books of account and financial
records and securities of which the Treasurer shall have custody and charge, and such other books and
papers as the Board of Directors may direct, all of which shall be open at reasonable times to the
inspection of any Director upon application at the Corporation’s office during business hours; and shall
in general perform all duties incident to the offtce of Secretary subject to the control of the Board of
Directors.

ARTICLE VI
MISCELLANEOUS PROVISIONS

&&n-L. mYear. The Corporation’s fiscal year shall be as determined from time to
time by the Board of Directors.

Section- &I. The Corporation’s seal, if any, shall be such as may be approved from  time
to time by the Board of Directors.

w. v. Whenever any notice is required to be given by
mail under the provisions of these Bylaws, such notice shall be deemed to be delivered when deposited
in the United States mail in a sealed postpaid wrapper addressed to the person or Board of Regents
entitled thereto at such person’s post office address, as such appears in the records of the Corporation,
and such notice shall be deemed to have been given on the date of such mailing. A waiver of notice in
writing signed by the person or persons entitled to such notice, whether before or after the time stated
therein, shall be deemed equivalent to notice.

M. w. Any Director or officer may resign at any time. Such resignation
shall be made in writing and shall take effect at the time specified therein, or, if no time be specified,
at the time of its receipt by the President or Secretary. The acceptance of a resignation shall not be
necessary to make it effective, unless expressly so provided in the resignation.

Section.  r.
To the extent permitted by applicable law, any action required by law or these Bylaws to be taken at a
meeting of the Board of Directors or any committee, or any action which may be taken at a meeting of
the Board of Directors or of any committee thereof may be taken without such a meeting if a consent
in writing, setting forth the action to be taken, shall be signed by all of the Directors or members of the
committee, as the case may be. Such consent shall have the same force and effect as a unanimous vote
at a meeting, and may be stated as such in any document or instrument filed with the Secretary of State.
Subject to the requirements of law for notice of meetings, unless otherwise restricted by the Articles of
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Incorporation or these Bylaws, members of the Board of Directors or members of any committee may
participate in and hold a meeting of such Board of Directors or committee, as the case may be, by means
of a conference telephone, or similar communications equipment by means of which all persons
participating in the meeting can hear each other, and participation in such meeting shall constitute
presence in person at such meeting, except where a person participates in the meeting for the express
purpose of objecting to the transaction of any business on the grounds that the meeting is not lawfully
called or convened.

ARTICLE VII
INDEMNIFICATION OF DIRECTORS AND OFFICERS

. .s&s&L.  m. Subject to any limitations and conditions in these
Bylaws, including, without limitation, this Article VII, each person who was or is made a party or is
threatened to be made a party to or is involved in any threatened, pending or completed action, suit or
proceeding, whether civil, criminal, administrative, arbitrative or investigative (a “Proceeding”), or any
appeal of such a Proceeding or any inquiry or investigation that could lead to a Proceeding, by reason
of the fact that he or a person of whom he is the legal representative, is or was a Director or officer of
the Corporation, or while a Director or officer of the Corporation is or was serving at the request of the
Corporation as a director, offtcer, partner, venturer, proprietor, trustee, employee, agent, or similar
functionary of another foreign or domestic corporation, partnership, joint venture, sole proprietorship,
trust, employee benefit plan or other enterprise, shall be indemnified by the Corporation to the fullest
extent authorized by the Act, as the same exists or may hereafter be amended (but, in the case of any
such amendment, only to the extent that such amendment permits the Corporation to provide broader
indemnification rights than said law permitted the Corporation to provide prior to such amendment),
against judgments, penalties (including excise and similar taxes), fines, settlements and reasonable
expenses (including, without limitation, attorneys’ fees) actually incurred by such person in connection
with a Proceeding, but if the Proceeding was brought by or in behalf of the Corporation, the
indemnification is limited to reasonable expenses actually incurred or suffered by such person in
connection therewith, and indemnification under these Bylaws shall continue as to a person who has
ceased to serve in the capacity which initially entitled such person to indemnity hereunder. In no case,
however, shall the Corporation indemnify any person, or the legal representatives of any person, with
respect to any matters as to which such person shall be finally adjudged in any such Proceeding to be
liable on the basis that personal benefit resulted from an action taken in such person’s official capacity,
or in which such person is found liable to the Corporation. Any person entitled to indemnification
pursuant to this Article VII is sometimes referred to herein as an “Indemnified Person.”

Section. we Pam.An Indemnified Person’s right to indemnification conferred
in this Article VII shall include the right to be paid or reimbursed by the Corporation the reasonable
expenses incurred by an Indemnified Person who was, is or is threatened to be made a named defendant
or respondent in a Proceeding in advance of the final disposition of the Proceeding; provided, however,
that the payment of such expenses incurred by an Indemnified Person in advance of the final disposition
of a Proceeding shall be made only upon delivery to the Corporation of a written afftrmation by such
Indemnified Person of his good faith belief that he has met the standard of conduct necessary for
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indemnification under this Article VII and a written undertaking by or on behalf of such Indemnified
Person to repay all amounts so advanced if it shall ultimately be determined that such Indemnified
Person is not entitled to be indemnified under this Article VII or otherwise.

Section. e as a Wm. Notwithstanding any other provision of this Article
VII, the Corporation may pay or reimburse expenses incurred by an Indemnified Person in connection
with his appearance as a witness or other participation in a Proceeding at a time when he is not a named
defendant or respondent in the Proceeding.

Section.
. .us~vltv of Rigi&% The right to indemnification and the advancement and

payment of expenses conferred in this Article VII shall not be exclusive of any other right which an
Indemnified Person may have or hereafter acquire under any law (common or statutory), the Articles
of Incorporation, the Bylaws, agreement, vote of disinterested Director or otherwise.

Section. Insurance.  The Corporation may purchase and maintain insurance, at its expense,
to protect itself or any Indemnified Person, whether or not the Corporation would have the power to
indemnify such person against such expense, liability or loss under this Article VIII.

Section. v. If this Article VII or any portion hereof shall be invalidated on
any ground by any court of competent jurisdiction, then the Corporation shall nevertheless indemnify
and hold harmless each Indemnified Person as to costs, charges and expenses (including attorneys’ fees),
judgments, fines, and amounts paid in settlement with respect to any action, suit or proceeding, whether
civil, criminal, administrative or investigative to the Ml extent permitted by any applicable portion of
this Article VII that shall not have been invalidated and to the fullest extent permitted by applicable law.

ARTICLE VIII
AMENDMENTS

Section. Amendment. These Bylaws may be altered., amended, or repealed by the Board
of Directors with the approval of the Board of Regents.

- 9 -

- 133 -



 
134 

          Exhibit J 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Members of the Audit 
and Ethics Committee  
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at a later date. 



SUMMARY

The Company, its directors and its employees shall
conduct themselves in a manner that ensures that
each of their actions and activities is honest, ethical,
legal, and proper in appearance, as well as in fact.
Directors and employees are responsible for bqth  the
integrity and consequences of their own actions, and
are expected to conduct themselves in accordance
with the above principles and standards of conduct,
as well as Company policies and procedures. Each
director and employee shall expect co-directors and
co-workers to do so as well. Directors and
employees are obligated to report violations of the
Company’s ethics and standards of conduct to their
management or other Company offtcials  in
accordance with Company policies and procedures.

After  reading the “Code of Ethics”, each director and
employee is required to sign a “Certificate of Receipt
and Acceptance”, which will be maintained in the
director’s or employee’s permanent tile.

Working together, we can assure through our conduct
that the Company will earn and maintain a reputation
for honesty and integrity.

Code of Ethics

The Company shall earn its reputation for
honesty and integrity by conducting its
business in accordance with the highest legal
and ethical standards of conduct and
obligating all its directors and employees to
meet these standards.



The Company’s Code of Ethics consists of the following
seven principles. The standards of conduct required of all
Company directors and employees are presented with each
principle below:

CODE OF ETHICS

1. Comply with all applicable laws and regulations

of the states and countries in which the Company

operates.

Directors and employees shall conduct the Company’s
business in strict compliance with the laws.
governmental requimrnents,  a n d contractuat
agnements  applicable to it and its business in the
states and countries in which the Company does
business.

2 . Provide the highest  qual i ty  services and products

to the Board of  Regents consistent with

contractual  agreements.

Directors and employees shall perform their
assignments to ensure that the services and products
delivered to the Board of Regents meet all formally
specified quantity and quality requirements, are
delivered on time, and are within the agreed upon cost
or budget.

3. Maintain a productive and professional work

environment.

Directors and employees shall conduct themselves in a
manner that maintains a professional business
environment that is conducive to high quality work.
Directors and employees shall perform their assigned
duties and responsibilities to the best of our abilities
and without distractions from unprofessional
influences. All directors and employees are expected
to adhere to assigned work schedules, maintain a good
attendance record, and work required overtime.
Directors and employees shall  accurately represent
their professional and educational qualifications.
Each employee is expected to not intimidate. coerce,
harass, or unlawfully discriminate against other

directors and employees,  prospective directors and
employees, suppliers or the Board of Regents; gamble
on Company premises or while on duty; use insulting
or obscene language; be involved with illegal drugs at
any time or place either on or off Company premises;
possess or use alcohol while on Company premises, or
while on duty without proper authorization, or be
under the influence of alcohol or other legal
substsncts  while on duty, on Company premises, or at
any time or place which can aff&t  the Company
adversely; solicit contributions or purchases on
Company pmperly  without proper  authorization; of
distribute or post petitions or other promotional or
campaign litcnture or material on Company premises
or while on duty unless  properly authorized.

4 .  Recognize and respond posit ively to our

obligations as good Company citizens of the

various communities in which we operate.

Directors and employees  are encouraged to contribute
their time or otherwise support civic, charitable. and
other worthy activities that are beneficial to the
communities in which these directors and employees
live or work.

5.  Honor the property rights and interests of the

Company, its directors and employees, clients.

suppl iers,  and others.

Directors  and employees UC  expected to be honest in
all  their dealings with  the company, the Board of
Regents, supplias,  dimctors  and employees. and
0th~~  Directors nd employees shall respect the
property rights  of the Company and others,  and not
misuse property. equipment (including “assigmd”
equipment such as tekphones).  or Company supplies
and/or others.  Directors and employees and fwmer
directors and employees shall not use or disclose
proprietary  and/or Company sensitive information for
other than Company purposes. Directors and
employees shall adhere to security procedures relating
to classified information, Company proprietary and/or
sensi t ive informat ion, and access to Company
facilities and information systems. Directors and
cmployecs  shall not remove or retain Company
reports, proposals, documents, pape.rs,  equipment, or
supplies without proper authorization.

6 .  Mainta in  “aml’s Icngth” husincss  rclaticmships

and avoid conllicts of interest.

Each employee has a duty of loyalty to the Company.
Directors and employees’ personal relat ionships or
interests outside the Company shall not influence the
Company’s business activities. Directors and
employees shall avoid activities. business
relationships, entertainment of or  from others. or
gratuities to or from others which create or appear to
create conflicts between their intcrcsts  or potential
interests and those of the Company, or which may
impair or appear to impair their decisions,  judgments.
job performance, or conduct. Directors and
employees shall notify management promptly if they,
tbcir  spouses, or other close family  members, have a
significant  intcrcst  in or are involved in a potential
conflict of interest with a current or prospective
supplier. investa.  or other entity having a business
relationship with the Company. Directors and
anployecs  shall deal fairly with the Company and not
usurp corporate opportunities for their personal
balelit.

7 .  A c c u r a t e l y  a n dfairly account for all

transactions, and for all funds and assets owned

by, or in the custody of, the Company.

Directors and employees shall accurately prepare time
re+~&  expense vouchers, and other claims for
reimbursement in accordance with Company policy.
Directors and employees shall represent facts honestly
and completely and shall not knowingly make false or

iwmper entr ies on any Company documents.



ATTACHMENT B
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m  Phone :  -I 3  -TO  I  TOO
Fdx: 713  TjtO  ijO1

Report of Independent Auditors

Board of Regents
The University of Texas System Permanent

University Fund

We have audited the accompanying Summary  of Investments as of August 3 1, 1995, and
the Summary of Investment Income  (Cash Basis) of the Permanent University Fund for
the year then ended. These summaries are the responsibility of management. Our
responsibility is to express an opinion on these summaries based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Summary of Investments and Summary of Investment Income (Cash Basis)
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the f%u~cial  statements. An audit also includes
assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation.

As described in Note 1, the Summary of Investment Income (Cash Basis) referred to
above has been prepared on the basis of cash receipts and disbursements. which is a
comprehensive basis of accounting other than generally accepted accounting principles.
Also as described in Note 1, both summaries refemd to above have been prepared for the
purpose of complying with Section 4 of Texas House Bill 1877 which requires a financial
audit of the Fund. These summari es are not intended to be a complete presentation of the
Permanent University Fund’s financial position or results of operations.

In our opinion, the Summary of Investments referred to above presents fairly, in all
material respects, investments of the Permane nt University Fund at August 31, 1995, in
conformity  with generally accepted accounting piinciples.

Also in our opinion, the Summary  of Lnvestment  Income (Cash Basis) refmrcd  to above
presents fairly, in all material respects, the investment income of the Permanent
University Fund for the year en&d August 31, 1995, on the basis of accounting described
in Note 1.

Our audit of the Summary of Investments was conducted for tlx  purpose of feting  an
opinion on such summary taken as a whole. The fair value information appearing in
conjunction with the book value information on the summary is presented for purposes  of
additional analysis. Such information has been subjected to the auditing procedures
applied in our audit of the Summary of Investments and, in our opinion, is fairly stated in
all material respects in relation to the summary  taken as a whole.

1
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aERNST&YOUNC  1lP

This report is intended solely for the use of the Board of Regents of the University of
Texas System Permanent University Fund and for filing with regulatory agencies. This
restriction is not intended to limit the distribution of this report, which upon filing is a
matter of public record.

October 20,1995

2
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Permanent University Fund

Summary of Investments

August 31.1995

Lgg$ermsti~tities.

U.S. government obligations:
Direct - treasuries
Guaranteed:

Mortgage-backed
Other

Total U.S. govemment obligations

U.S. govemment agencies (non-guaranteed):
Mortgage-backed

Total U.S:govemment  agencies (non-guaranteed)

Foreign government obligations
Municipal and county bonds
Corporate bonds
Total  debt securities

P r e f e r r e d  s t o c k s
Equity securities
Convertible preferred stocks
~dno~ocks  and other equities

Total equity  securities
Total long-term securities

Short-term securities
U.S. government (direct and guaranteed)
U .S . govemmcnt  agencies (non-guaranteed)
corpolatc  bonds
Total short-term securitiu

Cash and cash  quivaknts
Cash held at state treasury
Money markets
comrncrcial  paper
Total cash and cash quivalents
Total investments

Book Market
Value Value

Vn TbusMdr)

$ 347,577 $ 383,420

21,7W 23,077
28;14O 29,851

436J48

318358 334,662
35233 41307

353$91

;:gi
99,372
77,527

1,28%j!JO 1$%207
2211#6 239,423

doa, 9371

829z 1,085g
mm5 1$17,694

43,189 43,661

2?$
3,017

22324

80,459 80,459
4.406 4,406

See accompanying rates.
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Permanent University Fund

Summary of Investment Income (Cash Basis)

Year ended August 3 I,1995

Investment Income (Cash Basis) by Investment Type

Debt securities

Preferred stocks

Equity securities

Cash and cash equivalents

Other investment income

Total hwestment  income

$187,978,696

790,671

50,465,469

9,907,7&i

311537

$249534,119

see  accompanying notes.
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Permanent University Fund

Notes to Summary of Lnvestments and
Summary of Investment Income (Cash Basis)

August 31.1995

1,  &ganization

The Permanent University Fund (PUP) is a public endowment contributing to the support
of eligible institutions of The University of Texas System (UT System) and The Texas
A&M University System (A&M System). The UT System and the A&M System are
agencies of the State of Texas. Earnings from the PUP flow into the Available University
Fund (AUP).

The Summary of Investments has been prepared on the accrual basis of accounting. The
Summary of Investment Income (Cash Basis) has been prepared on the basis of cash
receipts and disbursements, which is a comprehensive basis of accounting other than
generally accepted accounting principles. The Summary of Investment Income (Cash
Basis) presents only gross investment income on a cash basis for the year ended
August 31.1995. Expenses Elated  to operation of the PUP are deducted after investment
income has been remitted to the AUF. The Summary of Investmnts  and the Summary of
Investment Income (Cash Basis) have been prepared for the purpose of complying witli
Section 4 of Texas House Bill 1877,  which requires a financial audit of the PUP.

2. Significant Accoimting  Policies

The investments of the PUP arc catried  at amortized cost (book value), with the exception
of the PUFs  2.1 million acres of West Texas land which is not included in tbis report.
Bond discount and premium is amortized over the life of the security using the interest
method.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash held at the State Treasury, money market
instruments, and conmmcial  pepcr.

Security vahlation

Investments are primarily valued on the basis of market valuations provided by
independent pricing services.

Fixed income securities directly held are valued based upon prices supplied by Merrill
Lynch Securities Pricing Service, external broker quotes, and internal pricing matrices.

5
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Permanent University Fund

Notes to Summary  of hvestments and
su~~~~~ary  of Investment Income (Cash Basis) (continued)

2. Si@imt  Accounting  Polkles  (continued)

me fair  values of equity investments are based on the New York Stock Exchange
composite closing prices, if available. If not available, the fair value is based on the
closing price on the primary exchange  on which the security is traded, the closing sale or
bid price on NASDAQ, other authoritative external  sources.  or an internal valuation
determined as specified by policies established by the Board of Regents.

Securities held  through index  funds arc  generally valued as follows:

l Stocks traded on security e⌧changes arc valued at closing market prices on the
valuation date.

l Stocks traded on the over-the-counter &et  are valued at the last reportable bid
price,  except for National Market System OTC stocks which are valued at their
closing market price.

l Fixed income securities are valued based upoo bid quotations obtained from major
market makers or security exchanges.

Foreign Currexy  TransMon

The accourlting  records of the  PUP  are main&Ed  in U.S. dollars. Purchrrsesandsalesof
securities and iname rcccipa  are  fxanslated into  U.S. dollars rrt  the  exchange r&e on  the
datesofthe -OTIS.

Investment income includes net re&zed and unrealized cumncy  gains and losses
recognized between accrual and payment dates.

Investment Iacome

Interest and dividend income  is rcccmkd  when received. Dividend and interest income is
recorded net of foreign taxes when recovery of such @xes  isnot  assured. Distributions of
investment income  to the AUF  is  on a cash basis as provided  by statute.

6
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Permanent University Fund

Notes to Summary of Investments and
Summary  of Investment Income (Cash Basis) (continued)

2. Signifkant  Accounting Policies (continued)

Security Transactions

Security transactions are accounted for in this report on a trade date basis. Gains and
iosses on securities sold are determined on the basis of average cost. A loss is recognized
if there is an impairment in the value of the security that is determined to be other than
temporary.

Federal Income Taxes

The PUF is not subject to federal  income tax.

3. Investment Activity

During the year ended August 31, 1995, the cost of purchases and proceeds from sales
and maturities of investments (excluding short-term investments) were $81 I million and
$700 million. respectively. Such transactions were made at cumnt  market prices on the
dates of the transactions.

4. Securities Lending

The PUF  loaned securities to certain brokers who paid the PUF negotiated lenders’ fees.
These fees are included  in investrpent  income. PUP receives U.S. Treasury obligations
and/or cash as collateral against the lwwkcurities  in an amount at least equal to 102%
of the market value of the loaned seckties. This c&te@  must be maintained during the
period of the loan. Thele  were no securities loaned as of August 31.1995.

5. Investment Commitments

Unsettled trades for security purchases and unfunded contra&al  commitnmts  for equity
private placements was $163 million at August 3LlS95.
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Permanent University Fund

Notes to Summary of Investments and
Summary of Investment Income (Cash Basis) (continued)

6. Index Funds

Market value of the index funds as of August 31, 1995 was approximately
$1,218 million. Included in these index funds are the Equity Index Fund B Lendable,
which is indexed against the S&P 500  Index, and the Mdcap Index Fund B Lendable.
which is indexed against the S&P Midcap  Index.  These index  funds are wholly owned by
the University  of Texas System’s Long-Term Fund as well as the PUF, and have been
accounted for using the equity method of accounting.
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          ATTACHMENT C 
 
 
Amendments to the Regents' Rules and Regulations 
 
 

a. Amended Part One, Chapter I, Section 7, Subsection 7.1 
 (Standing Committees) as set forth below: 

 
   7.1 Standing Committees.--The following committees 

shall be standing committees of the Board to 
consider policies for the government of all 
major areas:  (a) Executive Committee; 
(b) Business Affairs and Audit Committee; 
(c) Academic Affairs Committee; (d) Health 
Affairs Committee; (e) Facilities Planning 
and Construction Committee. 

  
b. Deleted Part One, Chapter I, Section 7, Subsection 7.19 
 (Duties of the Asset Management Committee) in its  
 entirety. 

 
c. Amended Part One, Chapter I, Section 8, Subsection 8.23 
 (Order of Business) as set forth below: 

 
   8.23  Consideration of approval of items con-

tained in reports of standing committees. 
     (a) Executive Committee 
     (b) Business Affairs and Audit 
         Committee 
     (c) Academic Affairs Committee 
     (d) Health Affairs Committee 
     (e) Facilities Planning and 
        Construction Committee 
 

d. Deleted Part One, Chapter I, Section 9 (Executive 
 Associate for Economic Affairs) in its entirety and 
 renumbered the remaining sections accordingly. 

 
e. Amended Part One, Chapter II, Section 6 (Executive Vice 
 Chancellor for Business Affairs), Subsections 6.2(10), 
 6.2(11), 6.2(14) and 6.2(15) (Duties and  
 Responsibilities) as set forth below: 

 
   6.2(10) Managing the operations of the offices 

listed below through such internal admin-
istrative organization as he/she deems to 
be appropriate: 

     Office of the Associate Vice 
     Chancellor for Business Affairs 
       Office of Historically 
      Underutilized Business 
      Development 
       Office of the Director of 
      Police 
     Office of the Assistant Vice 
     Chancellor and Controller 
       Budget Office 
       Office of Management 
      Information Systems 
       Office of Information 
      Services 
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       Office of Business and 
      Administrative Services 
       Director of Accounting 
      regarding System 
      Administration accounts 
     Office of the Assistant Vice 
     Chancellor for Finance 
       Office of Facilities Plan- 
      ning and Construction 
       Office of Finance 
     Real Estate Office regarding  
        gift and campus real estate 
     Office of Human Resources 
     Office of Employee Group 
        Insurance Program 
     Office of West Texas Lands 
       Management 
          University Lands 
         Accounting Office 
          Surface Interests 
          Oil, Gas & Mineral 
         Interests. 
   6.2(11) Supervising and coordinating the acquisi-

tion, disposition, and/or management of 
all gift and campus lands at the component 
institutions and the U. T. System, except 
for Permanent University Fund Lands, with 
a view toward maximizing the income to be 
realized from the operation and/or sale of 
these properties.  In discharging this 
responsibility, the Executive Vice Chan-
cellor for Business Affairs shall work 
closely with the appropriate Executive 
Vice Chancellor, the chief administrative 
officer of a component institution of the 
System and their delegates with regard to 
the management of trust lands and other 
non-campus real estate held by the Board 
of Regents for and on behalf of a particu-
lar institution.  He/She shall also estab-
lish procedures that assure effective 
coordination with the Director of Estates 
and Trusts with regard to the management 
of trust lands other than Permanent Uni-
versity Fund Lands. 

 
   6.2(14) Implementing policy for the receipt, dis-

bursement, and custody of non-investment 
funds and for terms of depository agree-
ments with banks. 

 
   6.2(15) Forwarding debt issues for approval by the 

Board of Regents. 
 
     f. Deleted Part One, Chapter II, Section 7 (Vice Chan 
  cellor for Asset Management) in its entirety and  
  renumbered the remaining sections accordingly. 
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g. Amended Part Two, Chapter III, Section 4 (Local  
 Institutional Funds), Subsections 4.11, 4.13, and 4.2  
 as set forth below: 

 
        4.11 Funds held in demand deposits, time 

deposits, or non-negotiable certificates 
of deposit shall be deposited or invested 
only in banks with which the Board has a 
depository agreement.  Depository and cus-
tody agreements may be negotiated and exe-
cuted by UTIMCO or the Executive Vice 
Chancellor for Business Affairs when such 
depository agreements are in substantially 
the same form as a standard depository 
agreement approved by the Board or, for 
other agreements, in a form approved by 
the Office of General Counsel and are with 
banks meeting the then current policies of 
the Board.  Each chief administrative 
officer and chief business officer of a 
component institution or the Executive 
Vice Chancellor for Business Affairs may 
negotiate and execute contracts for bank-
ing services with banks which have entered 
into a depository agreement with the Board 
if the contract has been approved by the 
Office of General Counsel and the Office 
of Business Affairs. 

    4.13 Operating funds, as defined by The Univer-
sity of Texas System Operating Funds 
Investment Policy, shall be invested in 
compliance with that investment policy 
statement.  Operating funds shall be 
invested in funds approved by UTIMCO based 
on, at a minimum, the criteria specified 
in The University of Texas System Operat-
ing Funds Investment Policy.  UTIMCO shall 
administer pooled investment funds for the 
investment of operating funds as autho-
rized by the Board.  The chief business 
officer of any component institution may 
add or withdraw operating funds of the 
component to or from (i) demand deposits, 
time deposits, or non-negotiable certifi-
cates of deposit as set forth in Subsec-
tion 4.11 of this Section, (ii) any common 
trust fund or money market fund approved 
by UTIMCO or (iii) any investment pool 
administered by UTIMCO for the investment 
of such operating funds on any established 
addition or withdrawal date of the pool. 

 
   4.2 Depository banks selected shall furnish ade-

quate surety bonds or securities to assure 
safety of these funds.  Such securities shall 
be delivered by the depository bank to an 
account in the name of the Board at a third-
party depository(ies), bank(s) or trust 
company(ies) approved and contracted with by 
the Executive Vice Chancellor for Business 
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    Affairs.  Local Funds shall be deposited in the 
depository banks or invested as soon as possi-
ble but in no event later than that provided by 
law.  Demand deposits and time deposits will be 
maintained in accordance with the current poli-
cies of the Board. 

 
h. Amended Part Two, Chapter IX (Matters Relating to  

  Investments, Trusts, and Lands) to read as set forth  
  below: 
 
   Sec. 1. Authority Regarding Assets. 
 
    1.1 Subject to the more specific provisions 

of other sections of the Regents' Rules 
and Regulations or specific Regental 
policies, the authority to manage and 
invest assets of or held by the U. T. 
System shall be as set forth below. 

 
    1.2 All assets, regardless of the nature of 

the asset, received through a bequest or 
through a distribution from an account 
held in trust by others shall be accepted 
and processed by the Office of Develop-
ment and External Relations and invested 
by UTIMCO, except for gift real property 
which shall be managed by the Real Estate 
Office until appropriate distribution may 
be made to the beneficiary institution or 
to an endowment fund, a fund functioning 
as an endowment, or a life income or 
annuity fund. 

 
    1.3 All assets of the Permanent University 

Fund, excluding the real property of the 
Permanent University Fund, shall be man-
aged by UTIMCO.  Real property of the 
Permanent University Fund shall be man-
aged by the Office of Business Affairs. 

 
    1.4 All assets, regardless of the nature of 

the asset, received for or held in an 
endowment fund (other than the Permanent 
University Fund), a fund functioning as 
an endowment, or a life income or annuity 
fund shall be managed by UTIMCO until 
such funds terminate. 

 
    1.5 All assets of Retirement of Indebtedness 

Funds, Bond Proceeds, Unemployment Com-
pensation Funds, Workers' Compensation 
Funds, the Medical/Dental Self-Insurance 
Fund, the Vision Services Fund, and the 
Medical Liability Self-Insurance Fund 
("consolidated System funds") shall be 
managed with respect to investment of 
such funds as set forth below: 

      1.51 The Office of Business Affairs 
shall invest the Retirement of 
Indebtedness Funds, Bond Proceeds, 
Unemployment Compensation Funds, 
Workers' Compensation Funds, the 
Medical/Dental Self-Insurance Fund, 
and the Vision Services Fund in the 
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        same manner that chief business 
officers may invest the operating 
funds of each component institu-
tion. 

      1.52 UTIMCO shall invest the Medical 
Liability Self-Insurance Fund 
in the Long Term Fund, Short/ 

        Intermediate Term Fund, and Short 
Term Fund as directed by the Vice 
Chancellor and General Counsel. 

 
    1.6 Except as provided in Subsection 1.2 of 

this Section, assets which are not a part 
of the Permanent University Fund, an 
endowment fund, a fund functioning as an 
endowment, or a life income or annuity 
fund or consolidated System funds shall 
be managed as set forth below: 

      1.61 Real property used for campus lands 
shall be managed by the chief 
administrative officer of the com-
ponent institution subject to 
review by the Office of Business 
Affairs prior to requesting Board 
approval to acquire the property. 
Otherwise, non-campus real property 
shall be managed by the Real Estate 
Office.  

      1.62 Tangible personal property shall be 
managed by the chief administrative 
officer of the component institu-
tion. 

      1.63 Intangible personal property con-
sisting of securities, interests in 
businesses, and equity interests in 
technology transfer firms as set 
out in the Regents' Intellectual 
Property Policy shall be managed by 
UTIMCO.  Other intangible personal 
property shall be managed by the 
chief administrative officer of the 
component institution. 

 
   Sec. 2. Authorizations Regarding Sales, Assignments, 

Conveyances, Receipt of Property, and 
Proxies. 

 
        2.1 Authority to Purchase, Exchange, and Sell 

Securities for and on Behalf of the Per-
manent University Fund (hereinafter some-
times referred to as "PUF") and the 
Board.--Pursuant to an Investment Manage-
ment Services Agreement, UTIMCO shall be 
authorized to purchase, exchange, and 
sell any and all securities of any 
description whatever and from any source, 
including gifts and bequests, for and on 
behalf of the PUF or the Board.  In addi-
tion, external investment managers 
appointed by UTIMCO may purchase, sell, 
or exchange securities, pursuant to writ-
ten agreement with UTIMCO. 
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    2.2 Authority to Transact Through Investment 
Dealers.--Sales, purchases, and exchanges 
by UTIMCO shall be effected through 
investment dealers or brokers in accor-
dance with the applicable Investment 
Policy Statement. 

 
    2.3 Authority to Assign and Transfer Securi-

ties Owned by the PUF and the Board.--
UTIMCO may assign and transfer any and 
all securities of any description what-
ever and from any source, including gifts 
and bequests, and execute any and all 
documents necessary to the consummation 
of any sale, assignment, or transfer of 
any securities registered in the name of 
the PUF or the Board, or in any other 
form of registration of such securities 
held for the account of the PUF or the 
Board in whatever manner, including all 
fiduciary capacities and including those 
registered in the names of trusts or 
foundations managed and controlled by 
said Board.  In addition, custodian banks 
appointed by UTIMCO may assign and trans-
fer securities and execute any and all 
documents necessary to the consummation 
of any sale, assignment, or transfer of 
any security owned by the Board. 

 
    2.4 Authority to Execute Instruments Relating 

to Land and Mineral Interests.--The 
authority to execute conveyances, deeds, 
surface and/or mineral leases, easements, 
rights-of-way, oil and gas division 
orders, and transfer orders, geophysical 
and material source permits, water con-
tracts, pooling and unitization agree-
ments, and any other instruments as may 
be necessary or appropriate from time to 
time, relating to the handling, manage-
ment, control, and disposition of any 
real estate or mineral interest held or 
controlled by the Board is hereby autho-
rized as follows: 

        Real Estate or Mineral Interests 
        held as part of the PUF, gift real 

estate or campus lands, and not 
held as part of an investment port-
folio managed by UTIMCO: 

        The Chancellor or his or her dele-
gate 

        The Executive Vice Chancellor for 
          Business Affairs or his or her  
          delegate. 
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    2.5 Authority to Receive and Collect Money 
and/or Property.-- 

      (i) UTIMCO is authorized and empowered 
        to ask, demand, collect, recover, 

and receive any and all sums of 
money, debts, dues, rights, 
property, effects, or demands, 
whatever, due, payable, or belong-
ing, or that may become due, pay-
able, or belonging to the PUF or 
the Board from investment transac-
tions, from any person or persons, 
whatever, and to execute any and 
all necessary or proper receipts, 
releases, and discharges therefor 
and any other instruments as may be 
necessary or appropriate from time 
to time, relating to the handling, 
management, and control and dispo-
sition of any investment.  

 
      (ii) The Office of Estates and Trusts is 
        authorized and empowered to ask, 

demand, collect, recover, and 
receive any and all sums of money, 
debts, dues, rights, property, 
effects, or demands, whatever, due, 
payable, or belonging, or that may 
become due, payable, or belonging 
to the PUF or the Board from gifts 
and bequests, from any person or 
persons, whatever, and to execute 
any and all necessary or proper 
receipts, releases, and discharges 
therefor and any other instruments 
as may be necessary or appropriate 
from time to time, relating to the 
handling, management, and control 
and disposition of any gift and 
bequest. 

 
    2.6 Authority to Execute Proxies and Consent 

to Modifications in Bond Indentures.--
UTIMCO is authorized to consent to 
modifications in bond indentures and 
to execute proxies within the approved 
investment policies. 

 
    2.7 Authority to Deliver and Maintain Securi-

ties in Book-Entry Form.--Securities 
owned by the PUF or the Board may be 
delivered and maintained by a custodian 
bank or a member bank of the Federal 
Reserve System in book-entry form subject 
to applicable law. 

 
   Sec. 3. Policy for Investment and Management of 
       the PUF. 
 
        3.1 The policies for the investment of funds 

for the Permanent University Fund shall 
be those outlined in The Permanent Uni-
versity Fund Investment Policy Statement. 
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        3.2 Reports Regarding Asset Management. 
      3.21 The investment performance of 

the PUF, as measured by an 
unaffiliated organization, shall 
be reported to the Board at least 
annually. 

      3.22 The nature and extent of any 
investments in or business trans-
acted with any firm with which a 
director, officer or employee of 
UTIMCO is affiliated will be 
reported to the Board annually. 

 
        3.3 UTIMCO is authorized to take any and all 

steps as may be considered necessary or 
advisable to protect the interest of 
the PUF in event of default or any other 
significant changes occurring with 
respect to any investment. 

 
    3.4 Policies with Respect to Stock Rights, 

Fractional Shares, and Proxies. 
      3.41 Exercise of or sale of stock rights 

and warrants is to be made at the 
discretion of UTIMCO. 

      3.42 Fractional shares which arise in 
connection with funds under control 
of UTIMCO shall be handled at its 
discretion. 

      3.43 As a general rule, voting stocks 
held are to be voted by UTIMCO pur-
suant to its proxy voting policy. 

 
   Sec. 4. Policy for Investment and Management of 
     U. T. Investment Pools. 
 
        4.1 The policies for the investment of funds 

for U. T. investment pools shall be those 
outlined in the applicable Investment 
Policy Statement. 

 
        4.2 The provisions of Sections 3.2, 3.3, 

and 3.4, with respect to the investment 
and management of the PUF, shall likewise 
apply to other U. T. investment pools. 

 
        4.3 The Operating Funds Short/Intermediate 

Term Fund shall be administered in a 
manner consistent with all provisions of 
The University of Texas System Operating 
Funds Short/Intermediate Term Fund Infor-
mation Memorandum. 

 
        4.4 The Medical Liability Self-Insurance Fund 

shall be administered in a manner consis-
tent with all provisions of the Plan for 
Professional Medical Liability Self-
Insurance. 

 
        4.5 Each pooled income fund established by 

U. T. shall be administered according to 
its trust indenture and applicable law. 
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   Sec. 5. Policy for Investment and Management 
     of Endowment and Trust Funds Invested Through 

or Separate from U. T. Investment Pools. 
 
        5.1 Endowment funds and funds functioning as 

endowments will be managed in a manner 
consistent with the U. T. System Gifts 
Policy Guidelines, prudent person invest-
ment standards, and the Uniform Manage-
ment of Institutional Funds Act 
(Title 10, Chapter 163, Texas Property 
Code).  These funds will be managed sepa-
rately and not commingled with the Long 
Term Fund if the terms of the instrument 
by which the fund was created preclude 
investment through the Long Term Fund.  
In addition, nonmarketable securities 
held by an endowment fund may be recorded 
as separately invested.  All other endow-
ment funds and funds functioning as 
endowments will be invested through the 
Long Term Fund. 

 
    5.2 Trust funds and other life income 

accounts will be invested and adminis-
tered consistent with the U. T. System 
Gifts Policy Guidelines, prudent person 
investment standards, and the Texas Trust 
Code (Title 9, Subtitle B, Texas Property 
Code). 

 
    5.3 The provisions of Sections 3.2, 3.3, 

and 3.4 with respect to the investment 
and management of the PUF, shall likewise 
apply to endowment and trust funds except 
that Subsection 3.21 shall be applied 
only when such funds are invested through 
a U. T. investment pool. 

 
i. Amended Part Two, Chapter XII (Intellectual Property), 
 Section 3 as set forth below: 

 
   Sec. 3. Institutional Intellectual Property Advi- 

      sory Committees, Office of General Counsel, 
and UTIMCO. 

 
        3.2 Office of General Counsel.--The Office of 

General Counsel will have responsibility 
for all legal matters relating to intel-
lectual property and will assist compo-
nent institutions with respect to such 
matters.  Among other responsibilities, 
the Office of General Counsel will secure 
protection for intellectual property when 
appropriate and will police infringe-
ments; maintain central databases and 
files of patent applications, issued 
patents, copyrights, licenses and agree-
ments; coordinate with component institu-
tions in negotiating and preparing 
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      license and other agreements; review and 
approve as to form all agreements relat-
ing to intellectual property; and coordi-
nate with and cooperate with UTIMCO in 
all such matters. 

 
    3.3 UTIMCO.--UTIMCO will assist component 

institutions in business and financial 
matters relating to intellectual prop-
erty; coordinate with component institu-
tions in evaluating royalty and/or equity 
transactions and review and approve 
agreements relating to equity transac-
tions; represent System on boards of 
directors of entities in which the Board 
holds equity and the right to a board 
position; serve as a repository for cer-
tificates of shares in entities in which 
the Board holds equity and represent the 
System's interest with respect thereto; 
and coordinate with and cooperate with 
the Office of General Counsel in all such 
matters. 

 
j. Amended Part Two, Chapter XII (Intellectual Property), 

  Section 9, Subsection 9.3 as set forth below: 
 
   Sec. 9. Approval of and Execution of Legal Docu- 
     ments Relating to Rights in Intellectual 

Property. 
 
    9.3 The Chancellor, the appropriate Executive 

Vice Chancellor, the Vice Chancellor and 
General Counsel or the authorized repre-
sentative of UTIMCO may execute, on 
behalf of the Board, legal documents 
relating to the Board's rights in intel-
lectual property, including, but not 
limited to, declarations, affidavits, 
powers of attorney, disclaimers, and 
other such documents relating to patent 
applications and patents; applications, 
declarations, affidavits, affidavits of 
use, powers of attorney, and other such 
documents relating to trademarks; appli-
cations for registration of and other 
such documents relating to copyrights; 
and license and assignment documents 
approved by the Board pursuant to Sub-
sections 9.1 or 9.2. 
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RECONVENE.--At 2:30 p.m., the Board reconvened as a committee 
of the whole to consider those items remaining on the agenda. 
 
 
 
 
 ITEM FOR THE RECORD 
 
 
U. T. Arlington:  Appointment of Special Committee for the 
Selection of a Chief Administrative Officer (President).-- 
The membership of the Special Committee for the Selection  
of a Chief Administrative Officer (President) for The Uni- 
versity of Texas at Arlington is herewith reported for the 
record.  This Special Committee, constituted pursuant to  
the Regents' Rules and Regulations, Part One, Chapter II, 
Section 13, Subsection 13.1, Subdivision 13.14, has the 
specific charge to advise the Board and evaluate a candi- 
date advanced for consideration by the Board. 
 
 
 Special Committee for the Selection 
 of a Chief Administrative Officer 
 for 
 The University of Texas at Arlington 
 
 
U. T. System Administration Representatives 
 
 Chancellor William H. Cunningham 
 Executive Vice Chancellor for Academic Affairs 
   James P. Duncan (Chairman) 
 
U. T. System Chief Administrative Officers  
 
 Dr. Juliet V. Garcia, President, The University of 
   Texas at Brownsville 
 Dr. Franklyn G. Jenifer, President, The University  
   of Texas at Dallas 
 
U. T. Arlington Alumni Representative 
 
 Mr. George Campbell 
 
Community/External Representatives  
             
 Mr. Nathan L. Robinett 
 Mr. Jenkins Garrett 
  
U. T. Arlington Deans' Representative 
 
 Dr. S. Peter Rosen, College of Science 
 
U. T. Arlington Faculty Representatives 
 
 Dr. John M. Beehler, College of Business  
   Administration 
 Dr. Robert Bing, College of Liberal Arts 
 Dr. Elinor Pape, College of Engineering 
 
Nonfaculty Representatives   
 
 Ms. Debbie McMahon, Human Resources 
 Mr. William Leslie, Physical Plant 
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Student Representatives 
 
 Ms. Reace Alvarenga, President, Student Congress 
 Ms. Melinda Stewart, President, Graduate Council 
 
See Page 159. 
 
 
 
 
  EXECUTIVE SESSION OF THE BOARD OF REGENTS 
 
 
Chairman Rapoport reported that the Board had met in Execu-
tive Session in Room 308 of the Geological Sciences Build- 
ing to discuss matters in accordance with Texas Government 
Code, Chapter 551, Sections 551.071, 551.072, and 551.074.   
In response to Chairman Rapoport's inquiry regarding the 
wishes of the Board, the following actions were taken: 
 
 
1. U. T. Health Science Center - Houston:  Settlement of 
 Medical Liability Litigation - Ricardo Garcia, Albert 
 Garcia, Simon Garcia, Carlos Garcia, Jose Luis Garcia, 

and Rose Mary Briagas.--Regent Deily moved that the 
Chancellor and the Office of General Counsel be autho- 
rized to settle on behalf of The University of Texas  
Health Science Center at Houston the medical liability 
litigation brought by Ricardo Garcia, Albert Garcia, 
Simon Garcia, Carlos Garcia, Jose Luis Garcia, and  

 Rose Mary Briagas in accordance with the proposal 
 presented in Executive Session. 
 
 Regent Evans seconded the motion which carried without 
 objection. 
 
 
2. U. T. Medical Branch - Galveston:  Acceptance of Gift 
  of St. Mary's Hospital Facilities from The Sealy & 
 Smith Foundation, Galveston, Texas, and Authorization 
 for Executive Vice President of the Institution to 
 Execute All Documents Related Thereto.--Upon motion  
 of Regent Temple, seconded by Regent Holmes, the  
 Board:  
 
 a. Acknowledged with deep and sincere appre- 
  ciation the willingness of The Sealy &  
  Smith Foundation, Galveston, Texas, to  
  make a gift of the St. Mary’s Hospital  
  facilities to The University of Texas  
  Medical Branch at Galveston by providing  
  the total funding necessary for this  
  acquisition 
 
 b. Authorized the Executive Vice President  
  of the U. T. Medical Branch - Galveston  
  or his delegate to execute all documents  
  relating to the acceptance of this gift  
  and the acquisition of the St. Mary's  
  Hospital facilities and assets following  
  approval by the Executive Vice Chancellor  
  for Health Affairs, the Executive Vice  
  Chancellor for Business Affairs, and  
  the Office of General Counsel. 
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3. U. T. M.D. Anderson Cancer Center:  Consideration of 
 Recommendation of Hearing Tribunal Regarding Termina- 
 tion of Sewa Legha, M.D., a Tenured Faculty Member 
 (Deferred).--Following prolonged and serious Execu- 
 tive Session consideration by the Board with regard  
 to the matter concerning the termination of Sewa  
 Legha, M.D., a tenured faculty member at The Uni- 
 versity of Texas M.D. Anderson Cancer Center, Regent 
 Loeffler moved that the Board express deep concern  
 over the issues related to compliance with rules and 
 regulations of the institution and the Board of  
 Regents and other matters identified in the record  
 of the hearing tribunal. 
 
 Regent Loeffler further moved that final action by  
 the Board on this matter be deferred to a later date  
 in order for counsel to consider implementation of  
 the recommendations of the hearing tribunal and  
 issues related to the appropriateness of continued 
 employment with a report back to the Board on or  
 before February 29, 1996. 
 
 Vice-Chairman Smiley seconded the motions which car- 
 ried by unanimous vote. 
 
 
4. U. T. Arlington:  Ratification of Executive Committee 
 Letter 96-9 Which Authorized the Chairman of the Board 
 to Appoint a Special Committee for the Selection of a 
 Chief Administrative Officer (President); Acceptance of 
 the Recommendation of the Special Committee to Appoint 
 Dr. Robert E. Witt as President; and Discharge of the 
 Special Committee.--Chairman Rapoport reported that 
 since the distribution of the Material Supporting the 
 Agenda an additional item related to the proposed 
 appointment of a President at The University of Texas  
 at Arlington had been posted with the Secretary of  
 State. 
 
 Upon motion of Regent Holmes, seconded by Regent  
 Temple, the Board: 
 
 a. Ratified its action in Executive Commit- 
  tee Letter 96-9 which authorized Chairman  
  Rapoport to appoint a Special Committee  
  to advise the Board on the presidency of  
  U. T. Arlington as permitted by the  
  Regents' Rules and Regulations, Part One,  
  Chapter II, Subsection 13.14   
 
 b. Accepted the recommendation of that Spe- 
  cial Committee that Dr. Robert E. Witt,  
  currently Interim President of U. T.  
  Arlington, be appointed the President of  
  that institution and in accordance with  
  Section 51.913 of the Texas Education 
  Code the Board gives public notice that  
  Dr. Robert E. Witt is the finalist for  
  the presidency of U. T. Arlington and  
  that the Board intends to meet on or  
  before March 1 to formalize the appoint- 
  ment of a President of U. T. Arlington 
 
 c. Discharged the Special Committee with  
  the sincere appreciation of the Board. 
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 Following a standing ovation, Dr. Witt expressed his 
 appreciation to the Board and Chancellor Cunningham  
 for this opportunity to serve U. T. Arlington. 
 
 See Page 157 related to the appointment of a Special 
 Committee for the Selection of a Chief Administrative 
 Officer (President) of U. T. Arlington. 
 
 
 
 
  REPORT OF BOARD FOR LEASE OF UNIVERSITY LANDS 
 
 
Regents Rapoport and Lebermann, as members of the Board for 
Lease of University Lands, submitted the following report 
on behalf of that Board: 
 
 
                           Report 
 
 
 The Board for Lease of University Lands met on  
 November 14, 1995, at the Center for Energy and  
 Economic Diversification in Midland, Texas, for  
 a general business meeting and to hold the Regu- 
 lar Oil and Gas Lease Sale No. 88 and the Fron- 
 tier Oil and Gas Lease Sale No. 88-A. 
 
 Following is a report on the results of the  
 lease sales: 
 
 a. Regular Oil and Gas Lease Sale No. 88:     

   44,628 acres of Permanent University  
  Fund lands were nominated for lease.   
  Bonuses in the amount of $3,602,287  
  were paid for leases covering  
  32,536 acres.  No bids were received  
  on 12,092 acres. 
 
 b. Frontier Oil and Gas Lease Sale No. 88-A:   
  All available Frontier acreage was  
  offered for lease.  Bonuses in the  
  amount of $90,015 were paid for leases  
  covering 3,884 acres. 
 
 c. Total bonuses paid were $3,692,302.   
  Total bonuses paid were higher than  
  for any sale since July 1987. 
 
 Following is a report on the general busi- 
 ness meeting: 
 
 a. Approved the Minutes of the Board for 
  Lease meeting of September 14, 1995 
 
 b. Approved the recommended procedures  
  and terms for Regular Oil and Gas  
  Lease Sale No. 89 and Frontier Oil  
  and Gas Lease Sale No. 89-A to be 
  held on May 14, 1996 
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 c. Received a report on the take in-kind  
  crude oil sale held September 21, 1995.   
  Estimated royalty enhancement will be  
  $0.92/barrel for approximately  
  3,475 barrels of oil per day.  Total  
  projected enhancement is approximately   
  $580,000 over a 6-month period. 
 
 d.   Approved all high bids received for  
  acreage offered in the Regular Oil and  
  Gas Lease Sale No. 88 and the Frontier  
  Oil and Gas Lease Sale No. 88-A. 
 
 
 
 
  REPORT OF SPECIAL COMMITTEES 
 
 
U. T. Board of Regents - Special Committee on Minorities 
and Women:  Report by Committee Chairman Holmes.--Chairman 
Rapoport reported that he had asked Regent Holmes to chair  
a Special Committee on Minorities and Women which will have  
a defined responsibility to advance The University of Texas 
System initiatives in these two important areas.  Chairman 
Rapoport then called on Regent Holmes who presented the  
following report: 
 
 
                       Report 
 
                                              

The Special Committee on Minorities and Women 
held its most recent meeting on Janu- 
ary 18, 1996, at The University of Texas 
System offices in Austin.  Regents Evans, 
Smiley, and I were present, and Chairman 
Rapoport joined us for the session.  Others 
present were Chancellor Cunningham, Executive 
Vice Chancellor Burck, and Vice Chancellor 
Perry, as well as the following members of 
the U. T. System administrative staff:  
Armando Diaz, Francie Frederick, Gwen 
Grigsby, Trennis Jones, Homer Pena, Steve 
Rung, Gerald Schroeder, and Lewis Wright. 
   
Much of the meeting focused on the review of 
a preliminary report on minorities and women 
in faculty and senior administrative posi- 
tions at each of the fifteen component insti- 
tutions.  The report also included narrative 
statements and explanatory notes by the chief 
administrative officers of the components on 
the environmental conditions which have an 
impact on an institution’s efforts to recruit 
and retain qualified minorities and women, 
outlined any special institutional strategies 
or initiatives which are underway to increase 
the number of minorities and women in faculty 
and senior administrative positions, and 
summarized any other information which would 
make the statistical information more mean- 
ingful and helpful.  Further, each component  
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provided a listing of the titles of execu- 
tive, administrative, and managerial posi- 
tions held by minorities and women.  Each 
member of the Committee agreed that a 
thorough review of each of these reports 
outside the meeting would be of enormous 
benefit to future discussions. 
 
Chancellor Cunningham indicated that salary 
information on tenure and tenure-track fac- 
ulty members organized by academic department 
and college or school will be developed by 
individual components, thereby permitting the 
Regental Committee to review data more accu- 
rately and with more understanding.  U. T. 
System staff members are currently working 
with designated administrators on each of the 
campuses in order that resulting data is 
accurate and reflects the unique structure 
and organization of the component.   
 
The Committee discussed the extraordinary 
complexity of comparing salary levels of 
persons holding executive, administrative, 
and managerial positions among the fifteen 
components.  Because job responsibilities 
vary so extensively, it is extremely diffi- 
cult to make comparisons within a single 
institution and also between campuses.  It 
was agreed that Chancellor Cunningham will 
ask a team with special expertise to explore 
the possibilities of developing a computer 
model which might provide a valid approach to 
such an analysis. 
 
Ms. Patti Ohlendorf, Vice Provost at The  
University of Texas at Austin and the Chair 
of the Committee on the Advancement of Women, 
provided an update on the work of that  
committee.  The group is in the process of 
refining its recommendations, and it is 
anticipated that a final report will be 
forwarded to the Chancellor during the 
current Spring Semester. 
 
The Special Committee continues its strong 
commitment to fulfilling its charge and to 
developing approaches which will advance the 
fundamental principles of equality and 
fairness throughout the U. T. System. 
 

In closing, Regents Smiley and Evans commended Regent Holmes 
on his very informative report. 



OTHER MATTERS

U. T. Svstem: Annual Renort  on the Activities of the Fac-
ulty Advisory Council. --Chancellor Cunningham introduced
Dr. Lynn M. Little, Chair of The University of Texas
System Faculty Advisory Council and Associate Professor
in the Department of Medical Laboratory Sciences at The
University of Texas Southwestern Medical Center at Dallas,
who presented the following report:

UT SYSTEM FACULTY ADVISORY COUNCIL
ANNUAL REPORT TO THE UT SYSTEM BOARD OF REGENTS

for 1994-95

LYNN M. LITTLE, Ph.D., CHAIR

Thank you, Chancellor Cunningham for that warm introduction.

Chairman Rapoport, Members of the Board, Chancellor Cunningham, and
distinguished guests.

Thank you for inviting me here today to report on the recent activities of the
University of Texas System Faculty Advisory Council. The Faculty Advisory Council
was established by the Board of Regents in 1989 to serve in an advisory capacity
for the Board of Regents, working with and through the Chancellor and the UT
System Administration, and to serve also as a conduit for flow of information to and
from the UT System Administration as well as the administrations and faculty of
the 15 respective component institutions.

The Faculty Advisory Council first met in April, 1990 and continues to meet four
times each year, principally in Austln. Members of the Faculty Advisory Council are
faculty leaders on their respective campuses who generally are selected for service
on the Council by their respective Faculty Senates, with Presidential approval.
These individuals then generally serve for a two-year term, unless elected to the
position of either Secretary or Chair-Elect.

The Faculty Advisory Council works through a committee system, and may discuss
in open forum any item considered to be of generai  relevance to faculty and general
interest to Council members. From time to time, the Council also may be asked to
take up matters suggested by the Chancellor or by the Board of Regents.

The Council’s deliberations may lead to formal recommendations made to the
Chancellor requesting his action or that of the Board, or it may result in Council
members taking recommendations back to their respective administrations or
faculties for consideration and implementation. The following is only a sampling of
the diverse issues considered over the past year by each of the four standing
committees.

Governance Committee

1. Conducted a thorough survey of faculty governance procedures at each
component institution, including assessment of: operating procedures, academic
program review procedures, faculty evaluation procedures, and workload policies.

2. Gained approval for the Chancellor and the Office of Governmental
Relations to consult with the Council’s Executive Committee, during the 1995
legislative session, on issues of importance to System faculty

- 163 -



3. Recommended changes in the wording of Regents’ Rules relating to a number of
issues, including faculty responsibilities, faculty liability, due process, and others.

Academic Affairs Committee

1. Conducted a survey of Teaching Effectiveness at all System components
with the collaboration of Dr. Arthur Hernandez of the University of Texas at San
Antonio. The final report from this survey now is in preparation.

2. Drafted an Administrative Policy Regarding Creation, Use and Distribution
of Telecourse Materials, with advice and counsel from Ms. Georgia Harper of the
Office of General Counsel.

3. Is serving as a review panel during the drafting of the Policy for the Use
and Protection of Information Resources, in consultation with Mr. Lewis Watkins,
Director of the Department of IInformation  Resources.

Facultv  Qualitv  Committee

1. Surveyed the status of faculty development programs at the respective
component institutions with the goal bf strengthening such programs.

2. Has begun to review salary-compression and salary-inequity issues across
the System as they relate to faculty credentials, tenure, rank, and years of-service.

3. Has begun work on an Exit-Interview instrument to assess the true causes
of resignation when faculty choose to leave their employment as members of UT
System component faculties.

Health Affairs Committee

1. Worked with Mr. Bob Molloy,  Director of the Employee Group Insurance
Program, in making improvements over the past year in the operations of the
System’s health and dental coverage carriers.

2. Worked with Mr. J.B. Pace, a System Analyst, in tracking and evaluating
proposed legislation that would impact  the health coverage of UT System faculty.

3. .Spent  many long hours discussing and planning how to survive in a
managed care environment within an academic health center.

As you may glean from the foregoing, the reach of the Faculty Advisory Council
extends across the entire spectrum of issues that may affect UT System faculty. I
know that I speak for every member of the Council when I say that we take our
charge very seriously and that each of us is honored and proud to be permitted to
serve both our fellow faculty members, the Chancellor, the Board, and the larger UT
System family in this manner. Thank you, again, for having me here today, and I
shall be happy to attempt to answer any of your questions at this time.
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SCHEDULED MEETING.--Chairman Rapoport announced that the  
next scheduled meeting of the U. T. Board of Regents  
would be held on May 9, 1996, at The University of Texas 
Health Science Center at Houston. 
 
 
 
 
ADJOURNMENT.--There being no further business, the meeting  
was adjourned at 2:50 p.m. 
 
 
 
 
 
       /s/ Arthur H. Dilly 
       Executive Secretary  
 
 
February 16, 1996 
 
 


