1. U. T. System: Recommendation to Approve Docket No. 111

RECOMMENDATION

It is recommended that Docket No. 111 be approved.

It is requested that the Committee confirm that authority to execute contracts,
documents, or instruments approved therein has been delegated to appropriate
officials of the respective institution involved.

2. U. T. Board of Regents: Proposed Adoption of Twelfth Supplemental
Resolution to the Master Resolution Authorizing the Issuance of Board of
Regents of The University of Texas System Revenue Financing System
Bonds in One or More Installments in an Aggregate Principal Amount Not
to Exceed $635,000,000; Authorization for Officers of U. T. System to Com-
plete All Related Transactions; and Approval of Use of Revenue Financing
System Parity Debt, Receipt of Certificate, and Finding of Fact with Reqgard
to Financial Capacity

RECOMMENDATION

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

a. Adopt the Twelfth Supplemental Resolution to the Master
Resolution substantially in the form immediately following
this item, authorizing the issuance, sale, and delivery of
Board of Regents of The University of Texas System
Revenue Financing System Bonds in one or more
installments in an aggregate principal amount not to
exceed $635,000,000 through November 30, 2003, with
a final maturity not to exceed the Year 2035 for the pur-
pose of advance refunding certain outstanding Revenue
Financing System Bonds to produce present value debt
service savings; to refund a portion of the outstanding
Revenue Financing System Commercial Paper Notes,
Series A; to provide new money to fund construction and
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acquisition costs of projects in the Capital Improvement
Program; and to pay the costs of issuance and any original
issue discount

Authorize appropriate officers and employees of the U. T.
System as set forth in the Twelfth Supplemental Resolution
to take any and all actions necessary to carry out the inten-
tions of the U. T. Board of Regents, including determining
the method of sale and the selection of the underwriters,
within the limitations and procedures specified therein;
making certain covenants and agreements in connection
therewith; and resolving other matters incident and related
to the issuance, sale, security, and delivery of such bonds.

The Chancellor also concurs in the recommendation of the Executive Vice Chan-
cellor for Business Affairs that, in compliance with Section 5 of the Amended and
Restated Master Resolution Establishing The University of Texas System Revenue
Financing System (the "Master Resolution") adopted by the U. T. Board of Regents
on February 14, 1991, amended on October 8, 1993 and August 14, 1997, and
upon delivery of the Certificate of an Authorized Representative as set out on

Page 29, the U. T. Board of Regents resolves that:

a.

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

The component institutions, which are “Members” as such
term is used in the Master Resolution, possess the financial
capacity to satisfy their direct obligation as defined in the
Master Resolution relating to the issuance by the U. T.
Board of Regents of tax-exempt Parity Debt.

BACKGROUND INFORMATION

On February 14, 1991, the Board adopted a Master Resolution establishing the
Revenue Financing System to create a cost-effective, System-wide financing struc-
ture for component institutions of the U. T. System. Since that time, the Board has
adopted 11 supplemental resolutions to provide debt financing for projects that have
received the requisite approval by the U. T. System Board of Regents and the Texas
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Higher Education Coordinating Board. The proposed Twelfth Supplemental Reso-
lution has been reviewed by outside bond counsel and the U. T. System Office of
General Counsel.

Adoption of the Twelfth Supplemental Resolution would authorize the issuance

of Revenue Financing System Bonds in an aggregate principal amount not to
exceed $635,000,000 in one or more installments to refund a portion of the out-
standing Revenue Financing System Commercial Paper Notes, Series A, and to
provide new money to fund construction and acquisition costs of projects in the
Capital Improvement Program. Generally, commercial paper debt is issued to fund
projects during the construction phase and the debt is not amortized. Once con-
struction is complete, the commercial paper is refunded with bonds. With long-term
interest rates at relatively low levels, outstanding commercial paper and new money
for construction are being financed with fixed-rate bonds.

The Twelfth Supplemental Resolution would also authorize the advance refunding
of certain outstanding Revenue Financing System Bonds provided the refunding
exceeds a minimum 3% present value debt service savings threshold. An advance
refunding involves issuing bonds to refund outstanding bonds in advance of the call
date. Refunding bonds are issued at lower interest rates thereby producing debt
service savings.

The potential bonds to be refunded include up to $42,895,000 of the Revenue
Financing System Bonds, Series 1995A maturing 2008-2017; $18,660,000 of the
Revenue Financing System Bonds, Series 1996A and $55,215,000 of Revenue
Financing System Bonds, Series 1996B maturing 2011-2014; and $37,975,000 of
Revenue Financing System Bonds, Series 1998D maturing 2009-2015. Adoption
of this resolution will provide the flexibility to select the particular bonds to be
refunded depending on market conditions on the pricing date, provided the
refunding achieves the minimum 3% savings target.

This item was presented to the Finance and Planning Committee in October 2002.
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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
(the “Master Resolution”) adopted by the U. T. Board of Regents (“Board”) on Feb-
ruary 14, 1991, and amended on October 8, 1993 and August 14, 1997, do hereby
execute this certificate for the benefit of the Board pursuant to Section 5(a)(ii) of the
Master Resolution in connection with the authorization by the Board to issue “Parity
Debt” and do certify that to the best of my knowledge, the Board is in compliance
with and not in default of any terms, provisions, and conditions in the Master Reso-
lution, the First Supplemental Resolution Establishing the Revenue Financing Sys-
tem Commercial Paper Program (“First Supplemental”), the Second Supplemental
Resolution, the Third Supplemental Resolution, the Fourth Supplemental Resolu-
tion, the Fifth Supplemental Resolution, the Sixth Supplemental Resolution, the
Seventh Supplemental Resolution as amended, the Eighth Supplemental Resolu-
tion, the Ninth Supplemental Resolution as amended, the Tenth Supplemental
Resolution, and the Eleventh Supplemental Resolution.

EXECUTED this 16th day of October, 2002

/s/ Philip Aldridge
Assistant Vice Chancellor for Finance
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3. U. T. Board of Regents: Request for Adoption of Amended and Restated

Resolution Authorizing the Permanent University Fund Flexible Rate Notes,

Series A Program; Adoption of Liguidity Resolution Constituting a Credit

Agreement; and Authorization for Officers of U. T. System to Complete All

Transactions Related Thereto

RECOMMENDATION

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

a.

Adopt an Amended and Restated Resolution, substantially
in the form immediately following this item, amending the
Permanent University Fund Flexible Rate Notes, Series A
Program to increase the maximum amount of the program
to $400 million and to amend certain other terms and
provisions

Adopt a liquidity resolution constituting a credit agreement
covenanting to provide liquidity support for the Notes and
approving a note purchase agreement, substantially in the
form immediately following this item, with The University of
Texas Investment Management Company (UTIMCO)
relating to the Notes

Authorize appropriate officers and employees of U. T.

System to take any and all actions necessary to carry
out the intentions of the U. T. Board of Regents.

BACKGROUND INFORMATION

The Permanent University Fund (PUF) Flexible Rate Notes, Series A Program
provides interim financing for eligible projects. The PUF Note Program was estab-
lished in 1985 and has been amended periodically, most recently in May 2000. The
proposed Amended and Restated Resolution will increase the maximum amount of
notes that may be outstanding at any one time to $400 million and will make non-
substantive amendments such as titles and dates to certain other terms and pro-

visions.
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The increase in program authorization from $250 million to $400 million is needed
to facilitate the funding of construction costs of PUF projects reflected in the

FY 2002-2007 Capital Improvement Program. There is currently $175 million

of PUF notes outstanding and the current $250 million limit is expected to be met
during FY 2003.

Since 1985, liquidity for the PUF Note Program has been provided through an
external bank, with the PUF providing secondary liquidity in the event the external
bank could not perform. Liquidity support is currently provided by Bank One, NA.
The liquidity agreement with Bank One expires in May 2003.

In lieu of securing external liquidity support, the liquidity resolution would constitute
a credit agreement showing the U. T. Board of Regents' commitment to provide
internal liquidity support for the notes. UTIMCO has agreed to provide the liquidity
commitment for the PUF Note Program. The U. T. System will save an estimated
$400,000 annually by providing internal liquidity versus external bank liquidity. In
consideration for its commitment, the PUF will receive a commitment fee equal

to 0.10% per annum times the amount of the commitment.

The proposed Amended and Restated Resolution, Credit Agreement, and Note
Purchase Agreement have been reviewed by outside bond counsel and the U. T.
System Office of General Counsel.

This item was presented to the Finance and Planning Committee in October 2002.
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4, U. T. System: Recommended Approval of the System-wide Internal Audit
Plan for Fiscal Year 2003

RECOMMENDATION

The Internal Audit and Compliance Subcommittee and the Finance and Planning
Committee of the U. T. Board of Regents recommends that the proposed U. T.
System Internal Audit Plan for Fiscal Year 2003 be approved. Development of the
Internal Audit Plan is based on risk assessments performed at each component
institution. Implementation of the Audit Plan will be coordinated with the institutional
auditors. Copies of the U. T. System Administration and component institution Audit
Plans and the Summarized Audit Plan are on file in the Office of the U. T. Board of
Regents.

BACKGROUND INFORMATION

Institutional Audit Plans, compiled by the internal audit departments after input and
guidance from the System Audit Office and the institution’s management and Inter-
nal Audit Committee, were submitted to all Internal Audit Committees and institu-
tional presidents for review and comments.

The U. T. System Director of Audits provided feedback by conducting audit hearings
with each component institution. After the review process, each Internal Audit Com-
mittee formally approved its institution’s Plan. The Audit Plans were also reviewed
by the Chancellor, the Executive Vice Chancellor for Academic Affairs, the Execu-
tive Vice Chancellor for Business Affairs, the Acting Executive Vice Chancellor for
Health Affairs, the Vice Chancellor for Administration, and the System Director of
Audits.

The details of the Plan were presented to the Internal Audit and Compliance
Subcommittee and the Finance and Planning Committee in October 2002.
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The U. T. System Internal Audit Plan addresses the risks of the U. T. System by
planning audits as follows:

Audit Percent of

Auditable Area Hours Total Hours
Key Financial and Operating Information 24,252 18%
Institutional Compliance Audits 18,044 13%
Information Technology Audits 20,640 15%
Core Business Processes 35,992 28%
Projects 23,494 17%
Follow-up 5,788 4%
Change in Management Departmental Audits 6,985 5%
Total 135,195 100%
5. U. T. System: Report on Investments for the Fiscal Quarter Ended

August 31, 2002

REPORT

Pages 35 - 41 contain the Summary Reports on Investments for the fiscal quarter
ended August 31, 2002.

Item | on Pages 35 - 36 reports summary activity for the Permanent University

Fund (PUF) investments. The PUF’s net investment return for the quarter was
negative 8.00%. The PUF’s net investment return for marketable securities for
the quarter was negative 8.63% versus its composite benchmark return of neg-
ative 6.63%.

Item Il on Pages 37 - 39 reports summary activity for the General Endowment
Fund (GEF), the Permanent Health Fund (PHF), and Long Term Fund (LTF).

The GEF's net investment return for the quarter was negative 8.25%. The GEF’s
net investment return for marketable securities for the quarter was negative 8.66%
versus its composite benchmark return of negative 6.63%.

Item 11l on Page 40 reports summary activity for the Short Intermediate Term

Fund (SITF). Total net investment return on the SITF was .84% for the quarter
versus the SITF's performance benchmark of 2.51%.
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Item IV on Page 41 presents book and market value of cash, fixed income, equity,
and other securities held in funds outside of internal investment pools. Total cash
and equivalents, consisting primarily of component operating funds held in the
Dreyfus money market fund, increased by $195 million to $1,358 million during

the fourth quarter. Market values for the remaining asset types were fixed income
securities: $317 million versus $412 million at previous quarter-end; equities:

$137 million versus $155 million at previous quarter-end; and other investments

of $13 million versus $.6 million at previous quarter-end.

The report was reviewed and accepted by the Finance and Planning Committee in
October 2002.
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6. Permanent University Fund: Report on Investments for the Fiscal Year
Ended August 31, 2002

REPORT

Texas Education Code Section 66.05 requires that a report on Permanent University
Fund (PUF) investments be prepared by the U. T. Board of Regents and distributed
to the Governor, members of the Legislature, and other State Officials. The report is
prepared by The University of Texas Investment Management Company (UTIMCO)
at the direction of the Board of Regents and approved by the UTIMCO Board of
Directors’ Audit and Ethics Committee.

UTIMCO has prepared a report on PUF investments for the fiscal year ended
August 31, 2002, that includes the annual audited financial statements and addi-
tional schedules as required by Texas Education Code Section 66.05. The report
will be considered by the Audit and Ethics Committee of the UTIMCO Board on
October 31, 2002.

Due to timing constraints related to auditing of the statements, this item was not
presented to the Finance and Planning Committee for review in October 2002. The
72-page report immediately follows this item.

Upon acceptance of the report, it will be distributed as required by law.
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7. U. T. Arlington: Request for Determination of Necessity and Authorization to
Acquire Real Property Located at 851, 901, and 905 Oak Street, Arlington,
Tarrant County, Texas; Authorization to Take All Necessary Actions Needed
to Acquire the Above Property Through Purchase or Condemnation; and
Authorization to Execute All Documents Related Thereto

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, and President
Witt that the U. T. Board of Regents:

a. Determine that it is necessary for U. T. Arlington to acquire,
through condemnation proceedings, if necessary, the
real property located at 851, 901, and 905 Oak Street in
Arlington, Tarrant County, Texas, at a price not exceeding
its fair market value as determined by an MAI appraisal or
by the determination of the court

b. Authorize the Executive Vice Chancellor for Business Affairs
or the Executive Director of Real Estate to take all steps
necessary to acquire the subject property; to execute all
documents, instruments, and other agreements; to initiate a
condemnation action of the subject property, if necessary,
through the U. T. System Office of General Counsel and the
Office of the Attorney General of Texas; and to take all such
actions deemed necessary or desirable to carry out the
purpose and intent of the foregoing recommendations.

BACKGROUND INFORMATION

U. T. Arlington wishes to acquire the College Oaks Apartments property, which
consists of an approximately 1.03-acre site and a 47-unit apartment complex.

The subject apartment complex was built in phases between 1961 and 1967. The
property exists in a strategic location within the approved master plan acquisition
zone for the U. T. Arlington campus, and is needed to complete an assemblage of
property for expansion of existing on-campus student housing. After acquisition, the
improvements will be demolished to construct a parking lot for a new residence hall.

This item was reviewed by the Finance and Planning Committee in October 2002.
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8. U. T. Permian Basin: Request for Authorization to Acquire the Falcon’s Nest
Apartments Located at 4901 East University Boulevard in Odessa, Ector
County, Texas; Authorization to Submit a Request to the Coordinating Board
for Approval of the Transaction; Appropriation of Funds and Authorization of
Expenditure; Authorization to Execute All Documents Related Thereto; and
Approval of Use of Revenue Financing System Parity Debt, Receipt of Parity
Debt Certificate, and Finding of Fact with Regard to Financial Capacity

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, and President
Watts that authorization be granted by the U. T. Board of Regents, on behalf of

U. T. Permian Basin, to:

a. Acquire the Falcon’s Nest Apartments located at 4901 East
University Boulevard, Odessa, Ector County, Texas, from
the Odessa Housing Finance Corporation

b. Submit a request to the Texas Higher Education Coordi-
nating Board for approval of this transaction

C. Appropriate funds and authorize expenditure of up
to $1,000,000 from Revenue Financing System Bond
Proceeds

d. Authorize the Executive Vice Chancellor for Business
Affairs, the Executive Director of Real Estate, or the
Assistant Vice Chancellor for Finance to execute all docu-
ments, instruments, and other agreements and to take all
further actions deemed necessary or desirable to carry out
the purpose and intent of the foregoing recommendations.

The Chancellor also concurs in the recommendation of the Executive Vice Chan-
cellor for Business Affairs that, 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,
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and amended on October 8, 1993 and August 14, 1997, and upon delivery of the
Certificate of an Authorized Representative as set out on Page 47 , the U. T. Board
of Regents resolves that:

a. Parity Debt shall be issued to pay the project’s cost,
including any project costs prior to the issuance of such
Parity Debt

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

C. U. T. Permian Basin, which is a “Member” as such term
is used in the Master Resolution, possesses the financial
capacity to satisfy its direct obligation as defined in the Mas-
ter Resolution relating to the issuance by the U. T. Board of
Regents of tax-exempt Parity Debt in the aggregate amount
of up to $1,000,000

d. This resolution satisfies the official intent requirements set
forth in Section 1.150-2 of the Code of Federal Requlations.

BACKGROUND INFORMATION

The Falcon’s Nest Apartments were constructed by the Odessa Housing Finance
Corporation under a long-term ground lease to provide student housing on the U. T.
Permian Basin campus. U. T. Permian Basin currently leases the apartments from
the Odessa Housing Finance Corporation. The lease requires that U. T. Permian
Basin cannot construct additional student housing on campus unless it purchases
the Housing Finance Corporation's leasehold interest. U. T. Permian Basin is
requesting authority to purchase the apartments to expand and to place all student
housing on campus under University control.

The debt will be repaid with net revenues from U. T. Permian Basin’s housing
operations. The projected annual debt service on U. T. Permian Basin’s proposed
housing projects is $467,877. The debt service coverage on the proposed housing
projects is expected to be at least 1.3 times. The overall debt service coverage for
U. T. Permian Basin is expected to be at least 1.04 times. (The financing forecast
for this purchase is set out on Page 48 .)
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This item was reviewed by the Finance and Planning Committee in October 2002.

See related item on Page 108 to authorize partial institutional management of the
Student Housing Phase Il project.
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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
(the “Master Resolution”), adopted by the U. T. Board of Regents (“Board”) on Feb-
ruary 14, 1991, and amended on October 8, 1993 and August 14, 1997, do hereby
execute this certificate for the benefit of the Board pursuant to Section 5(a)(ii) of the
Master Resolution in connection with the authorization by the Board to issue “Parity
Debt” to finance the purchase of the Falcon’s Nest Apartments by U. T. Permian
Basin, and do certify that to the best of my knowledge, the Board is in compliance
with and not in default of any terms, provisions, and conditions in the Master Reso-
lution, the First Supplemental Resolution Establishing the Revenue Financing Sys-
tem Commercial Paper Program (“First Supplemental”), the Second Supplemental
Resolution, the Third Supplemental Resolution, the Fourth Supplemental Resolu-
tion, the Fifth Supplemental Resolution, the Sixth Supplemental Resolution, the
Seventh Supplemental Resolution as amended, the Eighth Supplemental Reso-
lution, the Ninth Supplemental Resolution as amended, the Tenth Supplemental
Resolution, and the Eleventh Supplemental Resolution.

EXECUTED this 8th day of October, 2002

/s/ Philip Aldridge
Assistant Vice Chancellor for Finance
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INFORMATIONAL REPORT

U. T. System: Progress Report for Fiscal Year 2002 on the Historically
Underutilized Business (HUB) Program

REPORT

Mr. Lewis Wright, Associate Vice Chancellor for Business Affairs, will present a
progress report for Fiscal Year 2002 on the U. T. System Historically Underutilized
Business (HUB) Program.

An executive summary of the report was reviewed by the Finance and Planning
Committee in October 2002 and immediately follows this item.
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