1. U. T. System: Recommendation to Approve Docket No. 110

RECOMMENDATION

It is recommended that Docket No. 110 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 Amendments to the Regents' Rules and
Regulations, Part Two, Chapter |ll, Section 11 (Insurance on Money and
Securities; Fidelity Bonds)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Acting
Executive Vice Chancellor for Health Affairs, and the Vice Chancellor and General
Counsel that the Regents’ Rules and Requlations, Part Two, Chapter Ill, Section 11,
relating to insurance on money and securities and fidelity bonds, be amended as set
forth below in congressional style:

Sec. 11. Insurance on Money and Securities; Fidelity Bonds

11.1 Insurance on Money and Securities

11.11 The [As-approved-by-the Board-the] System
carries a blanket System-wide crime insurance
policy insuring against loss of money or securities,
including loss caused by employee dishonesty,
at any of the component institutions. The terms
of the policy shall be negotiated by the U. T.
System Administration Director of Business and
Administrative Services. The purchase or renewal
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of the policy shall be approved by the Executive
Vice Chancellor for Business Affairs if the
premium is in excess of $100,000 [Fhe-premium
peuell .b5| eaehl |||st||tut|en IS sepanatel'ly elellnputeell
institution].

11.12 At the time any loss occurs at any institution, the
U. T. System Administration Director of Business
and Administrative Services [Executive-Vice
Chaneellor-for-Business-Affairs| shall be notified by
the appropriate chief business officer._The U. T.
System Administration Director of Business and
Administrative Services [and] shall approve all loss
claims and settlements up to $50,000. Any
settlement over $50,000 [$2;000] and up to
$500,000 [under-$10,000] shall be approved
by the Executive Vice Chancellor for Business
Affairs. Notification of the settlement will be given
to the Board at the discretion of the Executive Vice
Chancellor for Business Affairs. Settlements over
$500,000 and up to $1,000,000 shall be approved
by the Executive Vice Chancellor for Business
Affairs and shall be reported to the Board for
ratification. Settlements in excess [the-amount]
of $1,000,000 [$10;000-ermere] must have the
approval of the Board. [Meney-and-securities

. )
covel ageﬁ_ 'I“EP Iele GGII.]IIbllled with-the-blanket

11.13 If a loss is so extensive that partial settlements
in excess of $1,000,000 are necessary, the
Chancellor is delegated authority to execute all
documents related to the partial settlement or
adjustment. The Board will be notified by the
Chancellor of all partial settlements made in
excess of $500,000. Final settlement of claims
in excess of $1,000,000 will require approval by
the Board.

11.2 Fidelity Bonds
11.21 If the System discontinues its employee
dishonesty insurance coverage, [As-approved
by-the Beard;] the System may purchase, in
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11.22

11.23]

accordance with all applicable State laws, [shal
carry] a blanket position (fidelity) bond covering
[that-shall-cever] employees of all component
institutions. [AHl-employees-shallbe-covered-inthe
ameount-ofnetless-than-$5,000-each—For-total
State Auditor is necessary.|
[The Secretary of State and the State Comptroller
 Publi hall | b furnished wit

inal of the bomd.
The premium for the bond shall be [is] prorated

to the component institutions on the basis of

the number of employees covered for which a
premium charge is made and the excess coverage
thereon.

11.23 [13:24] At the time a loss occurs, the U. T. System

Administration Director of Business and
Administrative Services shall be notified by the
appropriate chief business officer. The U. T.
System Administration Director of Business

and Administrative Services shall approve all

loss claims and settlements up to $50,000. Any
settlement over $50,000 and up to $500,000 shall
be approved by the Executive Vice Chancellor for
Business Affairs. Notification of the settlement
will be given to the Board at the discretion of the
Executive Vice Chancellor for Business Affairs.
Settlements over $500,000 and up to $1,000,000
shall be approved by the Executive Vice
Chancellor for Business Affairs and shall be
reported to the Board for ratification. Settlements
in excess of $1,000,000 [the-Executive-\ice

£ ¥ fication. | i i
o£-$10,000-er-more] must have the approval of the
Board.

11.24 [13-25]If a loss is so extensive that partial settlements

in excess of $1,000,000 are necessary, the
Chancellor is delegated authority to execute all
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documents related to the partial settlement or
adjustment. The Board will be notified by the
Chancellor of all partial settlements made in
excess of $500,000. Final settlement of claims

in excess of $1,000,000 will require approval of the

Board [Fhe-blanketpositionfidelity-bond-coverage
I bined wit I h
coverage].

BACKGROUND INFORMATION

Currently, the U. T. System purchases a crime insurance policy covering losses of
money and securities. Coverage for losses arising from employee dishonesty has
been included in this insurance policy, making the purchase of a blanket position
fidelity bond unnecessary.

Part Two, Chapter Ill, Section 11 of the Regents’ Rules and Regulations specifies
the authority to purchase insurance on money and securities and to settle claims
made against that policy. The section also specifies purchase authority and claims
settlement procedures if U. T. System should decide to purchase a blanket position
fidelity bond in lieu of employee dishonesty insurance.

The proposed changes to Part Two, Chapter Ill, Section 11 of the Regents’ Rules
and Regqulations remove language regarding the purchase of bonds that is now
outdated due to recent statutory changes and make the policy and settlement
approval requirements consistent with those for other types of insurance as specified
in Part Two, Chapter VII, Section 3 of the Regents’ Rules and Regulations. Among
those requirements are provisions for large partial settlements, which may be
approved by the Chancellor.

16



3. U. T. System: Recommended Approval of Non-Personnel Aspects of the
Operating Budgets for the Fiscal Year Ending August 31, 2003, Including
Auxiliary Enterprises, Grants and Contracts, Designated Funds, Restricted
Current Funds, and Medical and Dental Services, Research and Development
Plans, and Authorization for the Chancellor to Make Editorial Corrections
Therein; and Approval of Permanent University Fund Bond Proceeds Reserve
Allocation for Library, Equipment, Repair and Rehabilitation Projects

RECOMMENDATION

The Chancellor, with the concurrence of the Executive Vice Chancellor for Academic
Affairs, the Executive Vice Chancellor for Business Affairs, the Acting Executive Vice
Chancellor for Health Affairs, and presidents of the U. T. System component
institutions, recommends that the non-personnel aspects of the U. T. System
Operating Budgets for the fiscal year ending August 31, 2003, including Auxiliary
Enterprises, Grants and Contracts, Designated Funds, Restricted Current Funds,
and Medical and Dental Services, Research and Development Plans, be approved.

It is further recommended that the Chancellor be authorized to make editorial cor-
rections therein and that subsequent adjustments be reported to the U. T. Board of
Regents through the institutional dockets.

It is requested that Permanent University Fund Bond Proceeds in the amount of
$30,000,000 be appropriated from reserves to fund Library, Equipment, Repair and
Rehabilitation Projects for Fiscal Year 2003. In addition, it is recommended that the
U. T. System component institutions be authorized to purchase approved equipment
items and library materials and to contract for repair and rehabilitation projects fol-
lowing standard purchasing and contracting procedures within approved dollar limits.
Substitute equipment purchases are to receive prior approval by the Chancellor and
the appropriate Executive Vice Chancellor and, where required, the U. T. Board of
Regents. Transfers by the U. T. System Administration of allocated funds to insti-
tutional control or to vendors will coincide with vendor payment requirements. Final
approval of specific repair and rehabilitation projects will be in accordance with pro-
cedures for construction projects established by the Board.

Fiscal Year 2003 funds from these reserves not expended or obligated by contract/

purchase order within six months after the close of Fiscal Year 2003 are to be avail-
able for future System-wide reallocation unless specific authorization to continue
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obligating the funds is given by the Executive Vice Chancellor for Business Affairs on
recommendation of the president of the component institution and the appropriate
Executive Vice Chancellor.

This item requires the concurrence of the Academic Affairs and Health Affairs
Committees.

BACKGROUND INFORMATION

Chancellor Burck gave a PowerPoint presentation at the July 2, 2002 Finance
and Planning Committee meeting and will summarize recommendations on the
Operating Budget at the August 7, 2002 meeting of the U. T. Board of Regents.

Personnel aspects of the Operating Budgets will be considered in Executive Session
(See Iltem 3a on Page 1).

The appropriation of Permanent University Fund Bond Proceed Reserves will be
presented in the Fiscal Year 2003 Library, Equipment, Repair and Rehabilitation
Budget. An allocation of $30,000,000 is being requested for Library, Equipment,
Repair and Rehabilitation Projects for Fiscal Year 2003. The allocation of these
reserves to the U. T. System component institutions was developed from prioritized
lists of projects submitted by the component institutions and reviewed by U. T.
System Administration staff.

As required by the Available University Fund (AUF) Spending Policy, a forecast of
revenues and expenses of the AUF for seven years, including the above allocation,
has been prepared and is set forth on Page _19 . The additional appropriation of
Permanent University Fund Bond Proceeds for this allocation is within the policy as
shown in the forecast.
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U. T. Board of Regents: Proposed Adoption of Eleventh Supplemental

Resolution to the Master Resolution Authorizing the Issuance of Board of

Regents of The University of Texas System Revenue Financing System

Refunding Bonds in One or More Installments in an Aggregate Principal

Amount Not to Exceed $215,000,000; Authorization for Officers of U. T.

System to Complete 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 Eleventh Supplemental Resolution to the Master
Resolution substantially in the form before the Board of
Regents, authorizing the issuance, sale, and delivery of
Board of Regents of The University of Texas System
Revenue Financing System Refunding Bonds in one or
more installments in an aggregate principal amount not to
exceed $215,000,000 with a final maturity not to exceed the
year 2020 for the purpose of refunding up to a maximum
amount of $190,840,000 of the outstanding Board of
Regents of The University of Texas System Revenue
Financing System Bonds, Series 1999A and Series 1999B,
maturing in the years 2010 through 2020 and to pay the
costs of issuance and any original issue discount, provided
the transaction produces net present value savings of at
least 5% of the refunded bonds

Authorize appropriate officers and employees of the U. T.
System as set forth in the Eleventh 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.
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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 23,
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

b. 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 10 supplemental resolutions following the Master Resolution format to
provide debt financing for projects that have received requisite approval by the U. T.
System Board of Regents and the Texas Higher Education Coordinating Board. The
proposed Eleventh Supplemental Resolution has been reviewed by outside bond
counsel and the U. T. System Office of General Counsel.

Adoption of the Eleventh Supplemental Resolution would authorize the issuance of
Revenue Financing System Refunding Bonds in an aggregate principal amount not to
exceed $215,000,000 in one or more installments to advance refund a portion of the
outstanding Revenue Financing System Bonds, Series 1999A and Series 1999B up
to a maximum amount of $190,840,000 maturing in the years 2010 through 2020.
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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 Series 1999A and Series 1999B Bonds were issued in September 1999 in the
aggregate amounts of $101,745,000 for the Series 1999A Bonds and $180,830,000
for the Series 1999B Bonds. The Series 1999A and Series 1999B Bonds are call-
able on August 15, 2009, or on any date thereafter at par. The callable bonds have
coupons ranging from 5.375% to 5.75%.

With interest rates at current levels, the net present value savings are approxi-
mately 4% assuming all of the callable Series 1999A and Series 1999B Bonds
are refunded. This translates into debt service savings of approximately $600,000
per year. A further decline in interest rates is necessary to achieve the minimum
5% savings target. Adoption of this resolution will provide the flexibility to execute
the transaction quickly should interest rates decline further.
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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 Resolu-
tion, the First Supplemental Resolution Establishing the Revenue Financing System
Commercial Paper Program (“First Supplemental”), the Second Supplemental Reso-
lution, the Third Supplemental Resolution, the Fourth Supplemental Resolution, the
Fifth Supplemental Resolution, the Sixth Supplemental Resolution, the Seventh
Supplemental Resolution as amended, the Eighth Supplemental Resolution, the
Ninth Supplemental Resolution as amended, and the Tenth Supplemental Resolu-
tion.

EXECUTED this 16th day of July, 2002

/s/ Philip Aldridge
Assistant Vice Chancellor for Finance
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5. U. T. System: Proposed Adoption of Resolution Amending the Amended and
Restated First Supplemental Resolution to the Master Resolution Establishing
the Revenue Financing System Commercial Paper Notes, Series A Program;
Request for Approval to Increase the Amount of Liquidity Provided Through
the Short Intermediate Term Fund; and Request for 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 a resolution substantially in the form set out on
Pages 26 - 35 amending the Amended and Restated First
Supplemental Resolution to the Master Resolution Estab-
lishing the Revenue Financing System Commercial Paper
Notes, Series A program to increase the maximum amount
of the interim financing program to $750 million and to pro-
vide for multiple commercial paper dealers

b. Approve the increase in the amount of liquidity provided
through the Short Intermediate Term Fund to $750 million,
subject to a daily maximum maturity amount of $75 million
plus accrued interest

C. 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 Revenue Financing System Commercial Paper Notes, Series A program was
established on April 12, 1990. The size of the program was increased on Febru-
ary 9, 1995 and November 13, 1997, up to the current authorization of $350 million
to meet the financing needs of the U. T. System.
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The increase in program authorization from $350 million to $750 million is needed to
facilitate the funding of construction costs of projects reflected in the FY 2002-2007
Capital Improvement Program, including $322 million of new tuition revenue bonds
authorized by the 77th Texas Legislature in House Bill 658. There is currently

$313 million of commercial paper notes outstanding and the current $350 million
limit is expected to be met by September 2002.

The resolution authorizing the program currently provides for a single commercial
paper dealer. Having multiple dealers on a $750 million program is beneficial by
providing broad distribution and creating competitive pricing without adversely
affecting investor liquidity. Approval of this item would delegate authority to select
one or more commercial paper dealers as provided in the resolution. The resolution
has been reviewed by outside bond counsel and the U. T. System Office of General
Counsel.

Since November 1993, liquidity for the commercial paper program has been pro-
vided through the Short Intermediate Term Fund. With the increase to $750 million,
The University of Texas Investment Management Company (UTIMCO) has agreed
to increase the liquidity commitment. In consideration for its commitment, the
Short Intermediate Term Fund will continue to receive a commitment fee equal to
0.10% per annum times the amount of the commitment.
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RESOLUTION
AMENDING THE AMENDED AND RESTATED
FIRST SUPPLEMENTAL RESOLUTION
TO THE MASTER RESOLUTION
ESTABLISHING THE REVENUE FINANCING SYSTEM
COMMERCIAL PAPER PROGRAM

WHEREAS, on April 12, 1990, the Board adopted a Master Resolution Establishing The
University of Texas System Revenue Financing System, as amended and restated on February 14,
1991 and further amended on October 8, 1993 and August 14, 1997 (referred to herein as the "Master
Resolution"); and

WHEREAS, unless otherwise defined herein, terms used herein shall have the meaning given
in the Master Resolution; and

WHEREAS, the Master Resolution establishes the Revenue Financing System (the
"Financing System") comprised of the institutions now or hereafter constituting components of The
University of Texas System which are designated "Members" of the Financing System by action of
the Board and pledges the Pledged Revenues attributable to each Member of the Financing System to
the payment of Parity Debt to be outstanding under the Master Resolution; and

WHEREAS, the Amended and Restated First Supplemental Resolution to the Master
Resolution Establishing the Revenue Financing System Commercial Paper Program was adopted by
the Board on February 9, 1995, as amended on November 13, 1997 (the "First Supplement") to
establish an interim financing program pursuant to which the Board has issued its Revenue Financing
System Commercial Paper Notes, Series A to provide interim financing for capital improvements
and to finance equipment purchases; and

WHEREAS, the First Supplement named the investment banking firm which was to serve as
the dealer to sell and place the commercial paper notes to be issued thereunder; and

WHEREAS, the Board deems it necessary to amend the First Supplement to increase the
aggregate principal amount of Notes which may be outstanding and, pursuant to Section 3.04 of the
First Supplement, to provide authority for the U.T. System Representative to select, evaluate and
replace investment banking firms to serve as commercial paper dealers with respect to the Notes in
order to achieve the most efficient marketing of the Notes and therefor the lowest cost of borrowing,

NOW THEREFORE, BE IT RESOLVED BY THE BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM THAT:

Section 1. In addition to the definitions set forth in the preamble of this Resolution, the terms
used in this Resolution and not otherwise defined shall have the meanings given in the Master
Resolution or in Exhibit "A" to the First Supplement.

reso re CP Amendment 2002-] ].doc 1
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Section 2. Sections 2.01 and 4.01 of the First Supplement are hereby amended by
substituting the amount "$750,000,000" in place of "$350,000,000" each time that $350,000,000
currently appears in such sections. The amendment to the First Supplement shall take effect
immediately pursuant to Section 5.01(a)(v) of the First Supplement since it increases the amount of
Notes which may be Outstanding pursuant to Section 4.01 of the First Supplement.

Section 3. The Office of Finance has solicited and reviewed the qualifications of investment
banking firms interested in serving as a commercial paper Dealer for the Notes and is hereby
authorized and directed to select up to four Dealers based upon such review. The number of Dealers
to be selected, which Dealers to select and the amount of Notes for which each Dealer is responsible
should be based upon a determination that the selection is expected to result in the lowest overall
cost of the commercial paper program after taking into account not only the fees to be paid to the
Dealers but the expectations as to the performance of each Dealer in providing broad distribution of
the Notes and creating competitive pricing without adversely affecting investor liquidity. The U.T.
Systemn Representative, acting for and on behalf of the Board, is authorized to enter into and carry
out a Dealer Agreement with each Dealer for the fees and with and subject to such terms as
determined by the U.T. System Representative. Each Dealer Agreement shall be substantially in the
form and substance presented to the Board in connection with the consideration of this Resolution
with such changes as are acceptable to the U.T. System Representative.

The U.T. System Representative is further authorized and directed from time to time to
review the Note program and the performance of each Dealer and to periodically solicit and review
the qualifications of investment banking firms, including the Dealer, interested in serving as Dealer.
Based upon that review and the determinations made pursuant to the first paragraph of this Section,
the Dealers may be changed and additional or different Dealers may be selected and new Dealer
Agreements entered into as authorized by the preceding paragraph.

Section 4. The Chairman of the Board, the Vice Chairman of the Board, the Counsel and
Secretary to the Board of Regents of The University of Texas System, the U.T. System
Representatives, and the other officers, employees, and agents of the Board are hereby authorized
and directed, jointly and severally, to do any and all things and to execute and deliver any and all
documents which they may deem necessary or advisable in order to effectuate the purposes of this
Resolution. In addition, the Chairman of the Board, the Vice Chairman of the Board, the Chancellor,
the Executive Vice Chancellor for Business A ffairs, the Assistant Vice Chancellor for Finance or the
Director of Finance, with the advice of Bond Counsel, are hereby authorized to approve, subsequent
to the date of the adoption of this Resolution, any technical amendments to this Resolution as may be
required by Fitch Investors Service, L.P., Moody's Investors Service, Inc., or Standard & Poor's
Ratings Group, a Division of McGraw-Hill, Inc. as a condition to the granting or maintenance of a
rating on the Notes acceptable to a U.T. System Representative, or as may be required by the
Attorney General's office in connection with the approval of this Resolution.

Section 5. The recitals set forth in the preamble to this Resolution are hereby incorporated
into this Resolution and made a part hereof for all purposes.

reso re CP Amendment 2002-1[.doc 2

27




Section 6. It is hereby found and determined that each of the officers and members of the
Board was duly and sufficiently notified officially and personally, in advance, of the time, place, and
purpose of the Meeting at which this Resolution was adopted, and that this Resolution would be
introduced and considered for adoption at said meeting; that said meeting was open to the public, and
public notice of the time, place, and purpose of said meeting was given, all as required by
Chapter 551, Texas Government Code.

PASSED AND ADOPTED, this

ATTEST:

Counsel and Secretary to the Chairman, Board of Regents
Board of Regents of of The University of Texas System
The University of Texas System

(SEAL)

reso re CP Amendment 2002-11.doc 3
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TAX EXEMPT COMMERCIAL PAPER DEALER AGREEMENT

Between

THE BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

and

CP DEALER

Dated , 2002

Relating to
Board of Regents of The University of Texas System Revenue Financing System
Commercial Paper Notes, Series A
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TAX EXEMPT COMMERCIAL PAPER DEALER AGREEMENT

20

Attention:

Re:  Board of Regents of The University of Texas System
Revenue Financing System Commercial Paper Notes Series A, $750,000,000

Ladies and Gentlemen:

This letter agreement (the "Agreement”) sets forth our understanding of the basis on
which ("Dealer") proposes to work with the Board of
Regents of The University of Texas System (the "Board"), the governing body of The University
of Texas System (the "System"), in connection with the issuance and sale by the Board of its
above captioned commercial paper notes (the "Notes"). The Note Resolution provides for the
appointment of up to four commercial paper dealers, ,
and , being the initial commercial paper Dealers, to perform certain duties,
including the offering and sale from time-to-time of the Notes on behalf of the Board.

The Board has requested Dealer to act as commercial paper dealer in connection with the
sale of the Notes in the public debt markets, and Dealer has indicated its willingness to act in
such capacity on the terms and conditions contained herein. The Notes will be represented by
either individual note certificates ("Certificated Notes") or a master note of the Board
substantially in the forms appended as Exhibit C to the Board's Amended and Restated First
Supplemental Resolution to the Master Resolution Establishing the Revenue Financing System
Commercial Paper Program, adopted on February 9, 1995, as amended on November 13, 1997,
and August _ , 2002, relating to the Notes (the "Note Resolution"), Notes represented by a
master note shall be referred to herein as "Book-Entry Notes". The Notes are to be issued
pursuant to an Amended and Restated Commercial Paper Issuing and Paying Agent Agreement
dated March 1, 1995, (the "Issuing and Paying Agent Agreement") between the Board and
Bankers Trust Company (the "Issuing Agent"). Terms used herein and not otherwise defined
shall have the meaning given in the Note Resolution.

1. The Notes are not currently supported by a line or letter of credit. The Board will
notify Dealer and the holders of outstanding Notes prior to entering into a Credit Agreement to
provide the Board with liquidity with regard to its obligations under the Notes. In addition, no
such liquidity facility will be entered into with respect to or supporting then outstanding Notes.
In the event a Credit Agreement is entered into with respect to the Notes, the Board will notify
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Dealer and the holders of outstanding Notes prior to substituting a new a Credit Agreement or
terminating the then existing Credit Agreement.

2. Since the date of the Board's most recent statement of financial condition, there
has not occurred, and prior to any sale of Notes hereunder there will not have occurred any
material adverse change in the financial condition or general affairs of the Board.

3. The Notes have been rated A-1+, and F-1+ by Standard and Poor's Ratings Group,
and Moody's Investors Service, Inc. and Fitch Investors Service L.P., respectively. Prior to the
initial purchase or placement by Dealer of Notes hereunder, Dealer shall have received such
legal opinions and certifications as Dealer may reasonably require.

4. The Dealer shall act as non-exclusive Dealer with respect to the Notes. The
Dealer acknowledges that the Board may enter into agreements with other Dealers in connection
with the offering and sale of the Notes on behalf of the Board as set forth in the Note Resolution.
The U.T. System Representative shall notify the Dealer, in writing with a copy to the Issuing
Agent, of the principal amount of Notes allocated to the Dealer. This allocation may be changed
by the U.T. System Representative from time to time with written notice to the Dealer and the
Issuing Agent.

5. The Notes will be issued by the Board pursuant to the Note Resolution and the
laws of the State of Texas, particularly Chapter 55, Texas Education Code and Chapter 1371,
Texas Government Code. The Notes will have a maturity at the time of issuance of not more
than 270 days and will not contain any provision for automatic "rollover”. In addition, the Notes
will be issued in an aggregate principal amount not to exceed at any one time outstanding
$750,000,000, and shall be issued in principal amounts of $100,000 or in integral multiples of
$1,000 in excess thereof and will bear such interest rates (if interest bearing), as shall mutually
be agreed to by the Board and Dealer at the time of each proposed purchase or placement as
provided in the Note Resolution. In addition, the Notes allocated to the Dealer shall not be sold
in principal amounts, which would result in more than $25,000,000 in principal of Notes coming
due on any one date.

6. (a) On the date of a proposed issuance of Notes, a designated representative of
Dealer, acting on behalf of Dealer, shall confer with the U. T. System Representative as to the
principal amounts, maturities and denominations and the applicable interest rates at which Notes
are to be issued, as deemed necessary by the U.T. System Representative.

(b) All transactions in Notes between the Dealer and the Board shall be in
accordance with the Note Resolution, the Issuing and Paying Agent Agreement, this Agreement,
and with the customs and practices in the commercial paper market regarding settlement and
delivery formally adopted in writing from time to time by the New York Clearinghouse, to the
extent not inconsistent with the Note Resolution. As early as possible, but not later than 10:30
a.m. (New York City time) on the day on which any Notes are maturing, the Dealer shall notify
the Board of the difference, if any, between the amount of maturing Notes and the amount of
Notes which the Dealer has arranged to sell or believes will be sold on that day. As early as
possible on the day on which any Notes are to be issued, the Dealer shall notify the Board of the
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proposed final maturities, prices and interest rates (which interest rates shall not exceed 15% per
annum) at which the Dealer will purchase or cause the purchase of the Notes, and provide the
Board with any other information as required for delivery of such Notes. Except as described
below, the Dealer shall not be obligated to purchase or cause the purchase of any Notes unless
and until agreement has been reached in each case on the foregoing points and the Dealer has
agreed to such purchase. Not later than 12:30 p.m. (New York City time) on the date of each
transaction the Dealer shall either (a) confirm each transaction made with or arranged by it or (b)
notify the Board and the Issuing Agent of the difference, if any, between the amount of maturing
Notes and the amount of Notes which the Dealer has arranged to sell or has agreed to purchase.
Such confirmations and notifications shall be given by telephone (or by other
telecommunications medium acceptable to the Issuer) and in writing to the Issuer and the Issuing
Agent.

(c) When agreement is reached on the foregoing, (i) if the Notes are evidenced by
Certificated Notes, the Board will instruct the Issuing Agent or another issuing agent designated
by the Board in a written notice to Dealer to deliver executed and countersigned Certificated
Notes to S , , New York, New York ,
Attention: or such other address as provided to the Board by Dealer prior to 12:30
p.m., New York City time, on the date of issuance and (ii) if the Notes are to be Book-Entry
Notes, the issuance of and payment for such Notes will be governed by a letter agreement
between the Board and The Depository Trust Company dated March 2, 1995, and Dealer
covenants to comply with such provisions.

(d) Following Dealer's receipt of duly and properly completed Certificated Notes
(when certificated Notes are to be used), Dealer or its agent will transfer by the close of business
on such day immediately available funds to the Issuing Agent or to such other bank as may be
designated in writing by the Board to Dealer in an amount equal to the proceeds of the
Certificated Notes.

7. The Board understands that, in connection with the sale of the Notes, one or more
of the following relating to the Board may be prepared: (i) annual informatton reports,
(i1) interim information reports, and (iii) other reports or offering materials (all of the foregoing
being hereinafter called the "Offering Materials"), which may be distributed to account
executives of Dealer, as well as to purchasers and prospective purchasers of the Notes. To
provide a basis for the preparation of the Offering Materials and to assist Dealer' normal credit
review procedures, the Board shall provide Dealer (a) annual financial statements within 120
days of the end of each of its fiscal years, and (b) with any reports provided to any rating agency
and any information generally supplied in writing to security analysts that are materially adverse
to the holders. The Board will notify each Dealer when the Comprehensive Annual Financial

Report of the State of Texas for each year has become available online through the Texas
Comptroller's Office.

8. (a) Dealer agrees to furnish all Offering Materials to the Board for its written
approval prior to the use thereof in offering the Notes. No other written information, circulars or
statements will be distributed by Dealer. If, at any time during the term of this Agreement, any
event occurs or circumstances exist as a result of which any then current Offering Materials
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would include such an untrue statement or omission, the Board will promptly notify Dealer and
provide to Dealer revised information that corrects such untrue statement or omission. The
Board agrees that the obligations of the Dealer under this Agreement are conditioned upon
Dealer being able to provide such Offering Materials to purchasers or potential purchasers as
Dealer in its reasonable judgment deems appropriate.

(b) The Board will use the proceeds of Notes for authorized purposes as
described in the Note Resolution.

(c) The Board covenants to take all actions as are necessary in the opinion of
McCall, Parkhurst & Horton L.L.P. to maintain the exclusion from gross income of interest on
the Notes for Federal income tax purposes.

9. The Board represents that (i) the System is an institution of higher education
operating under the laws of the State of Texas, (ii) it has taken all necessary action and has full
power (A) to enter into this Agreement, the Issuing and Paying Agency Agreement and all other
agreements applicable to the issuance of the Notes and (B) to issue and deliver the Notes and to
carry out its obligation thereunder and hereunder and (jii) the Notes when issued will constitute
the legal, valid and binding obligations of the Board and shall be enforceable in accordance with
their terms.

10.  Each sale of Notes by the Board hereunder shall be deemed to be a representation
by it that:

) the representations, warranties and covenants of the Board contained in
this Agreement are true and correct on and as of the date of such sale;

(i)  no event has occurred and is continuing, or would result from such sale,
which constitutes or would constitute an event of default, or which would constitute an event of
default but for the requirement that notice be given or time elapse or both, under any of the
Board's indebtedness secured with the Pledged Revenues of the Board; and

(iii)  there has been no material adverse change in the financial condition or
operations of the System since the date of the most recent Offering Materials, which has not been
disclosed to Dealer in writing.

11.  Dealer hereby names of Dealer as the designated
representative of Dealer in the performance of its duties and obligations under this Agreement.
In the event that the person or persons so acting as the designated representative of Dealer are
not able to perform the duties and obligations set forth in this Agreement, the Board may contact
the individual named in Section 12 of this Agreement with respect to the performance by Dealer
of its duties and obligations under this Agreement.

12.  All notices required or permitted under the terms and provisions hereof shall be in
writing (which shall include electronic transmission) and shall, unless otherwise provided herein,
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be effective when received at the address specified below or at such other address as shall be
specified in a notice furnished hereunder.

If to the Board:

Board of Regents of The University of Texas System

221 West 6th Street, Suite 1700

Austin, Texas 78701

Attention: Philip Aldridge, Assistant Vice Chancellor for Finance
Tel. No.: (512) 225-1692

Facsimile No.: (512) 225-1698

email: paldridge@utsystem.edu

If to Dealer:

Attention:
Tel: No.:
Facsimile No.:
email:

13.  This Agreement is to be delivered and performed, and shall be construed and
enforced in accordance with, and the rights of the parties shall be governed by, the laws of the
State of Texas.

14.  The Board agrees to reimburse Dealer for the actual fees and expenses of any
outside counsel utilized by Dealer in connection with the execution and delivery of this
Agreement; such fees and expenses, however shall not exceed $2,000.

15.  For the services to be performed by Dealer under this Agreement, the Board
agrees to pay a fee calculated in the manner set forth in the addendum to this Agreement. Such
addendum may be amended from time to time upon the mutual agreement of the U.T. System
Representative and the representative of Dealer.

16.  This Agreement may be terminated by either party, at any time upon thirty (30)
days notice to such effect to the other party. Any such termination, however, shall not affect the
obligation of the Board under Sections 9, 10, 14 or 15 hereof or the rights or responsibilities of
the parties arising prior to the termination of this Agreement.
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If the foregoing is in accordance with your understanding of this Agreement, please sign
and return to us a counterpart hereof, whereupon this letter agreement along with all counterparts
will become a binding agreement between us in accordance with its terms.

Very truly yours,

THE UNIVERSITY OF TEXAS SYSTEM

By:

Assistant Vice Chancellor for Finance

Accepted and agreed to this

[DEALER]

By:

Authorized Signatory
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6. U. T. System: Request to Approve an Aggregate Amount of Equipment
Financing for Fiscal Year 2003 and Approve the Use of Revenue Financing
System Parity Debt, Receipt of Certificate, and Finding of Fact with Regard
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 approve an aggregate amount of
$49,368,000 in equipment to be purchased in Fiscal Year 2003 under the Revenue
Financing System Equipment Financing Program as follows:

U. T. Arlington $ 4,000,000
U. T. Austin $ 2,500,000
U. T. El Paso $ 2,030,000
U. T. Southwestern Medical Center — Dallas $ 8,125,000
U. T. Medical Branch - Galveston $10,000,000
U. T. Health Science Center - San Antonio $ 1,000,000
U. T. M. D. Anderson Cancer Center $20,000,000
U. T. Health Center - Tyler $ 1,513,000
U. T. System Administration $ 200,000

TOTAL $49,368,000

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 38 ,
the U. T. Board of Regents resolves that:

a. Parity Debt shall be issued to pay the cost of equipment
including costs incurred 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
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Annual Debt Service Requirements of the Financing System,
and to meet all financial obligations of the Board relating to
the Financing System

C. The component institutions and U. T. System Administration,
which are “Members” as such term is used in the Master
Resolution, possess the financial capacity to satisfy their
direct obligation as defined in the Master Resolution relating
to the issuance by the U. T. Board of Regents of tax-exempt
Parity Debt in the aggregate amount of $49,368,000 for the
purchase of equipment

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

BACKGROUND INFORMATION

At the April 14, 1994 meeting, the U. T. Board of Regents approved the use of
Revenue Financing System debt for equipment purchases in accordance with the
Guidelines Governing Administration of the Revenue Financing System. The guide-
lines specify that the equipment to be financed must have a useful life of at least
three years. The debt is amortized twice a year with full amortization not to exceed
10 years.

This agenda item requests approval of an aggregate amount of $49,368,000 for
equipment financing for Fiscal Year 2003, of which $927,000 represents the
carryover of equipment authorized for purchase during FY 2002 by U. T. El Paso.

For FY 2002, the Board approved $31,715,000 of equipment financing, of which
$17,129,000 has been issued as of June 30, 2002. An additional $13,000,000 is
expected to be issued by the end of the fiscal year.

With the issuance of all requested equipment financing debt, the debt service
coverage for the U. T. System is projected to range from 2.0 to 3.0 times from
FY 2003 to FY 2007. Further details on the equipment to be financed and debt
coverage ratios for individual component institutions can be found on Page _39 .
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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 equipment costs at U. T. Arlington, U. T. Austin, U. T. El Paso,
U. T. Southwestern Medical Center - Dallas, U. T. Medical Branch - Galveston, U. T.
Health Science Center - San Antonio, U. T. M. D. Anderson Cancer Center, U. T.
Health Center - Tyler, and U. T. System Administration, 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 Resolution, the First Supplemental
Resolution Establishing the Revenue Financing System Commercial Paper Program
(“First Supplemental”), the Second Supplemental Resolution, the Third Supplemen-
tal Resolution, the Fourth Supplemental Resolution, the Fifth Supplemental Resolu-
tion, the Sixth Supplemental Resolution, the Seventh Supplemental Resolution as
amended, the Eighth Supplemental Resolution, the Ninth Supplemental Resolution
as amended, and the Tenth Supplemental Resolution.

EXECUTED this 12th day of July, 2002

/s/ Philip Aldridge
Assistant Vice Chancellor for Finance
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7. U. T. System: Request for Approval to Exceed the Full-Time Equivalent
Limitation on Employees Paid from Appropriated Funds as Required by
the General Appropriations Act of the 77th Texas Leqislature, Article 1X,
Section 6.14

RECOMMENDATION

The Chancellor concurs in the recommendation of the U. T. System Executive
Officers and the presidents of certain U. T. System component institutions that

the U. T. Board of Regents approve those institutions, as set forth in the table on
Page 41 , to exceed the number of full-time equivalent (FTE) employees for Fiscal
Year 2003 that are authorized in Article Il of the General Appropriations Act. Also,
as required by Article IX, Section 6.14 of the General Appropriations Act, it is rec-
ommended that the U. T. Board of Regents submit a request to the Governor’s
Office and the Legislative Budget Board to grant approval for these institutions to
exceed the authorized number of FTE employees paid from Appropriated Funds.

BACKGROUND INFORMATION

The General Appropriations Act places a limit on the number of FTE employees paid
from Appropriated Funds that an institution may employ without written approval of
the Governor and the Legislative Budget Board. In order to exceed the FTE
limitation, a request must be submitted by the governing board and must include the
date on which the board approved the request, a statement justifying the need to
exceed the limitation, the source of funds to be used to pay the salaries, and an
explanation as to why the functions of the proposed additional FTEs cannot be
performed within current staffing levels.
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The University of Texas System
REQUEST TO EXCEED FULL-TIME EQUIVALENT (FTE) LIMITATION
ON EMPLOYEES PAID FROM APPROPRIATED FUNDS
(Article IX, Section 6.14 of the General Appropriations Act)

Fiscal Year 2003

Requested
Increase
FTE FTE Positions in Number
Component Limitation Requested of FTEs
U. T. System Administration 223.80 258.40 34.60
U. T. Arlington 1,921.50 2,047.00 125.50
U.T. Brownsville 294.20 759.90 465.70
U. T. Dallas 1,163.50 1,304.80 141.30
U. T. El Paso 1,510.60 1,604.22 93.62
U. T. Pan American 1,257.00 1,394.35 137.35
U. T. Permian Basin 248.50 262.10 13.60
U. T. San Antonio 1,638.30 1,753.30 115.00
U. T. Tyler 353.30 393.30 40.00
U. T. Southwestern Medical 1,669.50 1,739.50 70.00
Center - Dallas
U. T. Health Science 2,248.10 2,351.90 130.80
Center - San Antonio
U. T. M. D. Anderson 7,861.40 8,859.40 998.00

Cancer Center

Office of the Controller
U. T. System
July 2002
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8. U. T. Board of Regents: Request to Allocate Available University Fund
Monies to the Comprehensive Property Protection Program (CPPP)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Business Affairs that the U. T. Board of Regents allocate $5.5 million of Available
University Fund monies to the Comprehensive Property Protection Program (CPPP)
to offset the cost of self-insurance fund contributions to the U. T. System component
institutions for the first year under the new CPPP structure.

BACKGROUND INFORMATION

The CPPP was established in 1995 as a means of financing catastrophic property
losses. The program combines a $5 million self-insurance fund that was initially
funded by the U. T. Board of Regents and a commercial property insurance policy.
Major losses that have been reported under this program are the Welch Hall fire

of 1996 at U. T. Austin, the Recreation Center fire of 2001 at U. T. Health Science
Center - Houston, and damage at U. T. Health Science Center - Houston and U. T.
M. D. Anderson Cancer Center from Tropical Storm Allison in 2001. The current
CPPP fund balance is $2.8 million.

U. T. System Administration and the Risk Management Advisory Committee
have explored alternate program structures that would establish a mechanism

to finance wind and flood losses that are currently uninsured, reduce insurance
premiums, and reduce U. T. System’s vulnerability to insurance market cycles.
In cooperation with Office of Finance staff, U. T. System Administration created
a financial model that evaluated several deductible options using loss projections
developed by the actuarial firm of Rudd & Wisdom, Inc.

The new structure of the CPPP consists of two distinct programs. One is a total
self-insurance program that covers losses caused by named windstorms and
flood. To protect the self-insurance fund, U. T. System component institutions
in the Tier 1 wind zone and/or Flood Zone A would purchase Texas Windstorm
Association and/or National Flood Insurance Program policies. Because these
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policies provide an underlying layer of protection for the program, the institutions
that purchase these policies would receive direct credit to offset their annual fund
contributions.

The second program would cover fire and all other perils, excluding named
windstorm and high hazard flood. This program includes insurance, but with

a significant deductible. To finance the self-insurance portion of this program,
component institutions would make annual contributions to a self-insurance fund
in addition to paying insurance premiums.

Allocation of the $5.5 million of Available University Fund monies will follow prec-
edent and will offset the first year fund contributions to provide relief to the institu-
tions who faced significant premium increases last year.

9. U. T. System: Report on Investments for the Fiscal Quarter Ended
May 31, 2002

REPORT

Pages 45 - 51 contain the Summary Reports on Investments for the fiscal quarter
ended May 31, 2002.

Item | on Pages 45 - 46 reports summary activity for the Permanent University
Fund (PUF) investments. The PUF’s net investment return for the quarter
was 2.47%. The PUF’s net investment return for marketable securities for

the quarter was 2.98% versus its composite benchmark return of 1.92%.

Item Il on Pages 47 - 49 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 2.61%. The GEF's net
investment return for marketable securities for the quarter was 3.05% versus
its composite benchmark return of 1.92%.

Item Il on Page 50 reports summary activity for the Short Intermediate Term

Fund (SITF). Total net investment return on the SITF was 0.63% for the quarter
versus the SITF’s performance benchmark of 0.93%.
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Item IV on Page 51 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, decreased by $140 million to $1,163 million during
the third quarter. Market values for the remaining asset types were fixed income
securities: $412 million versus $110 million at previous quarter-end; equities:

$155 million versus $160 million at previous quarter-end; and other investments

of $0.6 million versus $1 million at previous quarter-end.
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10. U. T. Board of Regents: Request for Approval of the Annual Budget and
Management Fee Schedule for The University of Texas Investment Man-
agement Company (UTIMCO)

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in
the recommendation of the Board of Directors of The University of Texas Invest-
ment Management Company (UTIMCO) that the U. T. Board of Regents approve
UTIMCO's Annual Budget and Management Fee Schedule for the fiscal year end-
ing August 31, 2003, as set forth on Page 53 .

BACKGROUND INFORMATION

The Investment Management Services Agreement by and between the U. T. Board
of Regents and UTIMCO requires that UTIMCO submit its annual budget and
management fee schedule to the U. T. Board of Regents for approval. The annual
budget consists of UTIMCO’s management fee and a budget for direct expenses of
the funds managed by UTIMCO.

The total budget for the fiscal year ending August 31, 2003, is $33,320,032, an
increase of $1,351,185 or 4.2% from 2002. UTIMCO’s management fee for the
fiscal year ending August 31, 2003, will increase by $2,904,225 from $6,698,276
to $9,602,501. Budgeted direct expenses will decrease by $1,553,040 from
$25,270,571 to $23,717,531. The UTIMCO Board of Directors approved the
proposed budget and management fees on June 18, 2002.
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11. U. T. System: Proposed Increases in the Annual Distributions from the
Permanent University Fund, the Permanent Health Fund, and the Long
Term Fund

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in
the recommendation of The University of Texas Investment Management Com-
pany (UTIMCO) and the UTIMCO Board of Directors that:

a. The fiscal year distribution from the Permanent University
Fund (PUF) to the Available University Fund (AUF) be
increased by 7.3% from $338,433,636 to $363,022,043
effective September 1, 2002

b. The distribution rate for the Permanent Health Fund (PHF)
remain at its current rate per unit of $0.047

C. The distribution rate for the U. T. System Long Term

Fund (LTF) be increased from $0.251 per unit to $0.258
per unit effective November 30, 2002.

BACKGROUND INFORMATION

For comparative purposes, the recommended distributions from the PUF, PHF, and
LTF represent 5.10%, 5.06%, and 4.94%, of the respective funds’ market value as of
February 28, 2002.

The PUF Investment Policy states that the annual distribution from the PUF to the
AUF shall be an amount equal to 4.75% of the trailing 12-quarter average of the net
asset value of the Fund for the quarter ending February of each fiscal year. Per this
formula, the amount to be distributed from the PUF for FY 2002-2003 is $363,022,043
as calculated in the chart on the following page.
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Quarter Ended

Net Asset Value

5/31/99 $ 7,437,047,422

8/31/99 7,465,560,698

11/30/99 7,697,888,965

2/29/00 7,924,756,395

5/31/00 7,910,907,663

8/31/00 8,452,335,867

11/30/00 7,652,556,843

2/28/01 7,686,874,230

5/31/01 7,749,573,154

8/31/01 7,540,148,091

11/30/01 7,079,157,437

02/28/02 7,114,025,229

$ 91,710,831,994

Number of quarters 12
Average Net Asset Value $ 7,642,569,333
Distribution Percentage 4.75%
FY 2002-03 Distribution $ 363,022,043

Article VII, Section 18 of the Texas Constitution requires that the amount of distri-
butions to the AUF be determined by the U. T. Board of Regents in a manner
intended to provide the AUF with a stable and predictable stream of annual distri-
butions and to maintain over time the purchasing power of PUF investments and
annual distributions to the AUF. The Constitution further limits the U. T. Board of
Regents’ discretion to set annual PUF distributions to the satisfaction of three tests:

1. The amount of PUF distributions to the AUF in a fiscal year must be not
less than the amount needed to pay the principal and interest due and
owing in that fiscal year on PUF bonds and notes. The proposed distribu-
tion of $363,022,043 is substantially greater than PUF Bonds debt service
of $148,502,000 projected for FY 2002-2003.

System Debt Service
U.T. $ 94,200,000
TAMU 54,302,000
Total $ 148,502,000
Sources: U. T. System Office of Finance
Texas A&M University System
Office of Treasury Services
2. The U. T. Board of Regents may not increase annual PUF distributions to the

AUF (except as necessary to pay PUF debt service) if the purchasing power
of PUF investments for any rolling 10-year period has not been preserved.
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As the schedule below indicates, the U. T. Board of Regents may increase
the FY 2001-02 distribution of $338,433,636 by 7.3%, as proposed, because
the average annual increase in the rate of growth of the value of PUF invest-
ments (net of expenses, inflation, and distributions) for the trailing 10-year
period ended February 28, 2002, was 1.91%.

Average Annual Percent
Rate of Total Return 9.57%
Expense Rate (.05)% (1)
Inflation Rate (2.52)%
Distribution Rate (5.09)%
Net Real Return 1.91%

Paid from AUF until 1/01/00

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

Proposed
Distribution
as a % of Maximum
Value of PUF Proposed Value of PUF Allowed
Investments (1) Distribution Investments Rate
$7,642,569,333 $363,022,043 4.75% 7.00%

(1) Source: UTIMCO

The spending formula under the PHF Investment Policy and the LTF Investment
Policy increases distributions at the rate of inflation subject to a distribution range
of 3.5% to 5.5% of the average market value of the PHF assets and LTF assets for
each Fund'’s respective trailing 12 fiscal quarters.

The recommendation for the PHF rate of $.047 per unit to remain unchanged

for FY 2003 is based on the PHF's net asset value of $848.8 million at Febru-

ary 28, 2002, being less than the original PHF contributions of $915.0 million. The
PHF's average distribution rate since inception is 4.5%, within the range of 3.5%
to 5.5% set forth in the PHF Investment Policy. The recommended distribution
rate of $.047 per unit was approved by the UTIMCO Board on February 19, 2002.
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The 2.8% increase in LTF distribution rate from $0.251 per unit to $0.258 is
recommended based on the investment policy to increase the distribution by the
average rate of inflation for the trailing 12 fiscal quarters. The consumer price index
for the prior three years as of November 30, 2001, was 2.7%. The increase of 2.8%
above results from rounding the per unit rate as provided in the investment policy.
The recommended distribution rate of $.258 per unit was approved by the

UTIMCO Board on February 19, 2002.

INFORMATIONAL REPORT

U. T. System: Discussion of the June 2002 Monthly Financial Report

REPORT

Mr. Kerry L. Kennedy, Executive Vice Chancellor for Business Affairs, will discuss
the June 2002 Monthly Financial Report for the U. T. System.
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