MATERIAL SUPPORTING THE AGENDA
VOLUME XXXVI1Ib
This volume contains the Material Supporting the Agenda furnished

to each member of the Board of Regents prior to the meetings held
on

February 8, 1990
April 12, 1990

The material is divided according to the standing committees and
the meetings that were held and is color coded as follows:

White paper - for documentation of all items that
were presented before the deadline date.

Blue paper - all items submitted to the Executive
Session and distributed only to the Regents, Chan-
cellor and Executive Vice Chancellors of the System.

Yellow paper - emergency items distributed at the
meeting.

Material distributed at the meeting as additional documentation
is not included in the bound volume, because sometimes there is
an unusual amount and other times some people get copies and
some do not get copies. If the Executive Secretary was fur-
nished a copy, then that material goes into the appropriate sub-
ject file.
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Meeting of
the Board




AGENDA FOR MEETING
OF
BOARD OF REGENTS
OF
THE UNIVERSITY OF TEXAS SYSTEM

Date: Thursday, April 12, 1990
Time: 9:00 a.m. Convene in Open Session with
recess to Executive Session
as per the agenda
Place: Auditorium, Room 119 (Open Session) and Con-
ference Room 117 (Executive Session), Biomedical
Research Building, U. T. Health Center - Tyler
A. CALL TO ORDER
B. WELCOME BY DIRECTOR HURST
C. APPROVAL OF MINUTES OF REGULAR MEETING HELD
FEBRUARY 8, 1990
D. SPECIAL ITEMS

1. U. T. Board of Regents: Recommendation for Ratifica-

tion of Cash Defeasance of $86,630,000 in Aggregate

Principal Amount of Permanent University Fund Refund-

ing Bonds, Series 1985, Maturing July 1, 2005;

Authorization of the Execution and Delivery by the

Executive Vice Chancellor for Asset Management of an

Escrow Agreement Relating to the Cash Defeasance; and

Call for Redemption Prior to Maturity of Bonds Being

Defeased.--

RECOMMENDATION

The Chancellor concurs in the recommendation of the Execu-
tive Vice Chancellor for Asset Management and the Pricing

Committee that the U. T. Board of Regents:

a. Ratify the cash defeasance of $86,630,000
in aggregate principal amount of the Board
of Regents of The University of Texas
System Permanent University Fund Refunding
Bonds, Series 1985, maturing July 1, 2005

b. Authorize the execution and delivery by the
Executive Vice Chancellor for Asset Manage-
ment of the Escrow Agreement and related
Exhibits set out on Pages B of R 3 - 38

c. Call for redemption prior to maturity on
July 1, 1995, the bonds being defeased.




BACKGROUND INFORMATION

On July 1, 1995, in accordance with Section 7 of the Resolu-
tion for the Permanent University Fund Refunding Bonds,
Series 1985, the bonds of this Series may be redeemed prior
to their scheduled maturities at a redemption price equal to
par plus accrued interest.

At the October 1989 meeting, the U. T. Board of Regents
approved the defeasance in whole or in part of the Permanent
University Fund Refunding Bonds, Series 1985, maturing

July 1, 2005, subject to appropriate market conditions and
appointed the Executive Committee as a Pricing Committee to
approve the transaction and determine the price of the securi-
ties. On March 9, 1990, market conditions were favorable and
the Pricing Committee approved the transfer of $89,996,607
from Available University Fund (AUF) balances to Ameritrust
Texas, N. A., Austin, Texas, the Escrow Agent, to purchase

the escrowed securities. The escrowed securities have been
deposited with Ameritrust Texas, N. A., for deposit in the
Escrow Fund.




ESCROW AGREEMENT

THIS ESCROW AGREEMENT, dated as of March 16, 1990 (herein,
together with all exhibits and attachments hereto and any
amendments or supplements hereto, called the "Agreement"), is
entered into by and between the BOARD OF REGENTS OF THE UNIVERSITY
OF TEXAS SYSTEM (herein called the "Board") and AMERITRUST TEXAS
NATIONAL ASSOCIATION, AUSTIN, TEXAS, as escrow agent (herein,
together with any successor in such capacity, called the "Escrow
Agent"). The addresses of the Board and the Escrow Agent are shown
on Exhibit "A" attached hereto and made a part hereof.

WITNESSETH:

WHEREAS, the Board heretofore has issued its $345,970,000
Permanent University Fund Refunding Bonds, Series 1985 (the
"Bonds"); and

WHEREAS, when firm banking arrangements have been made for the
payment or redemption of all principal and interest of a portion
of the Bonds maturing on July 1, 2005, as described in Exhibit "B"
attached hereto (the "Defeased Obligations"), then the Defeased
Obligations shall no longer be regarded as outstanding except for
the purpose of receiving payment from the funds provided for such
purpose; and

WHEREAS, Vernon's Ann. Tex. Civ. St. Article 717k, as amended,
authorizes the Board to deposit any available funds or resources,
directly with any place of payment (paying agent) for any of the
Defeased Obligations, and such deposit, if made before such payment
dates and in sufficient amounts, shall constitute the making of
firm banking and financial arrangements for the discharge and final
payment of the Defeased Obligations; and

WHEREAS, Article 717k further authorizes the Board to enter
into an escrow agreement with any such paying agent for any of the
Defeased Obligations with respect to the safekeeping, investment,
administration and disposition of any such deposit, upon such terms
and conditions as the Board and such paying agent may agree,
provided that such deposits may be invested only in direct
obligations of the United States of America, including obligations
the principal of and interest on which are unconditionally
guaranteed by the United States of America, and which may be in
book entry form, and which shall mature and/or bear interest
payable at such times and in such amounts as will be sufficient to
provide for the payment or redemption of principal of and interest
on the Defeased Obligations; and
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WHEREAS, the Escrow Agent is a place of payment (paying agent)
for the Defeased Obligations and this Agreement constitutes an
escrow agreement of the kind authorized and required by said
Article 717k; and

WHEREAS, Article 717k makes it the duty of the Escrow Agent
to comply with the terms of this Agreement and timely make
available to the other places of payment (paying agents) for the
Defeased Obligations the amounts required to provide for the
payment or redemption of the principal of and interest on such
obligations, and in accordance with their terms, but solely from
the funds, in the manner, and to the extent provided in this
Agreement; and

WHEREAS, The University of Texas System has funds available
in the Available University Fund for the purpose of providing for
the payment of the principal of the Defeased Obligations wupon
maturity or redemption and interest on the Defeased Obligations
when due; and

WHEREAS, the Board desires that the certain available funds
of the Board within the Available University Fund shall be applied
to purchase certain direct obligations of the United States of
America hereinafter defined as the "Escrowed Securities" for
deposit to the credit of the Escrow Fund created pursuant to the
terms of this Agreement and to establish a beginning cash balance
(if needed) in such Escrow Fund; and

WHEREAS, the Escrowed Securities shall mature and the interest
thereon shall be payable at such times and in such amounts so as
to provide moneys which, together with cash balances from time to
time on deposit in the Escrow Fund, will be sufficient to pay
interest on the Defeased Obligations as it accrues and becomes
payable and the principal of the Defeased Obligations upon
redemption or maturity; and

WHEREAS, to facilitate the receipt and transfer of proceeds
of the Escrowed Securities, particularly those in book entry form,
the Board desires to establish the Escrow Fund at the corporate
trust office of the Escrow Agent shown on Exhibit "A"; and

WHEREAS, the Escrow Agent is a party to this Agreement to
acknowledge its acceptance of the terms and provisions hereof;

NOW, THEREFORE, in consideration of the mutual undertakings,
promises and agreements herein contained, the sufficiency of which
hereby are acknowledged, and to secure the full and timely payment
of principal of and the interest on the Defeased Obligations, the
Board and the Escrow Agent mutually undertake, promise, and agree
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for themselves and their respective representatives and successors,
as follows:

(END OF RECITALS)
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ARTICLE I
DEFINITIONS AND INTERPRETATIONS

. Unless the context clearly
indicates otherwxse, the following terms shall have the meanings
assigned to them below when they are used in this Agreement:

"Code" means the Internal Revenue Code of 1954, as amended,
and the rules and regulations thereunder.

"Escrow Fund" means the fund created by this Agreement to be
administered by the Escrow Agent pursuant to the provisions of this
Agreement.

"Escrow Funding Date" means the date on which the Escrowed
Securities and cash are deposited with the Escrow Agent, as
described in Section 2.01 hereof.

"Escrowed Securities" means the noncallable United States
Treasury obligations to be purchased with funds other than bonds
of the Board, as more fully described on pages 4 and 7 of the
Report, together with all reinvestments of the proceeds thereof as
contemplated and required by the provisions of this Escrow
Agreement and the Report.

"Legal Defeasance Date" means the date on which the Board (a)
ratifies the execution of this Agreement and the call for
redemption of the Defeased Obligation and (b) Vinson & Elkins, as
special defeasance counsel to the Board, delivers its opinion to
the Board to the effect that firm banking arrangements have been
made for the payment or redemption of the Defeased Obligations.

"Paying Agent for the Defeased Obligations" means Ameritrust
Texas National Association and any successor to its duties under
the resolution of the Board authorizing the issuance of the Bonds.

"Report" means the verification report prepared by Ernst &
Young, independent certified public accountants, relating to the
defeasance of the Defeased Obligations, a copy of which is attached
hereto as Exhibit "cC".

. The terms "Agreement,"
"Board," ”Defeased Obligations," "Bonds" and "Escrow Agent " when
they are used in this Agreement, shall have the meanings assigned
to them in the preamble to this Agreement.

. The titles and headings of

the articles and sections of this Agreement have been inserted for
convenience and reference only and are not to be considered a part
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hereof and shall not in any way modify or restrict the terms
hereof. This Agreement and all of the terms and provisions hereof
shall be liberally construed to effectuate the purposes set forth
herein and to achieve the intended purpose of providing for the
defeasance of the Defeased Obligations in accordance with
applicable law.

[END OF ARTICLE I
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ARTICLE II

DEPOSIT OF FUNDS
AND ESCROWED SECURITIES

. . On the Escrow
Funding Date, the Board shall deposit, or cause to be deposited,
with the Escrow Agent, for deposit in the Escrow Fund, the funds
and Escrowed Securities described on pages 4 and 7 of the Report,
and the Escrow Agent shall, upon the receipt thereof, acknowledge
such receipt to the Board in writing.

[(END OF ARTICLE II)
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ARTICLE III

CREATION AND OPERATION OF ESCROW FUND

W . The Escrow Agent has created on
its books a spec1a1 trust fund and irrevocable escrow to be known
as the Board of Regents of The University of Texas System Permanent
University Fund Refunding Bonds, Series 1985 (July 1, 2005
Maturity) Escrow Fund (the "Escrow Fund"). The Escrow Agent hereby
agrees that upon receipt thereof it will deposit to the credit of
the Escrow Fund the funds and the Escrowed Securities described on
pages 4 and 7 of the Report. Such deposit, all proceeds therefrom,
and all cash balances from time to time on deposit therein
(a) shall be the property of the Escrow Fund, (b) shall be applied
only in strict conformity with the terms and conditions of this
Agreement, and (c) are hereby irrevocably pledged to the payment -
of the principal of and interest on the Defeased Obligations, which
payment shall be made by timely transfers of such amounts at such
times as are provided for in Section 3.02 hereof; provided,
however, that nothing contained in this Section 3.01 shall prohibit
the transfer to the Board of any income or increment earned from
the reinvestments of the proceeds of Escrowed Securities, as
provided in Section 4.02 of this Agreement. When the final
transfers have been made for the payment of such principal of and
interest on the Defeased Obligations, any balance then remaining
in the Escrow Fund shall be transferred to the Board, and the
Escrow Agent thereupon shall be discharged from any further duties
hereunder.

. (a) The
Escrow Agent is hereby irrevocably instructed to transfer from the
cash balances from time to time on deposit in the Escrow Fund, the
amounts required to pay the principal of the Defeased Obligations,
when due at their stated maturity or upon the redemption date shown
on page 8 of the Report, and interest on the Defeased Obligations
when due, in the amounts and at the times shown on page 8 of the
Report.

(b) Money transferred in accordance with the provisions
hereof shall be held by the Paying Agent for the Defeased
Obligations as a separate trust fund for the account of the
respective holders of the Defeased Obligations in connection with
which such money is held; provided, however, that money so held
remaining unclaimed by the owners of such Defeased Obligations for
ten (10) years after the dates on which payment thereon was due,
payable and available for payment shall be paid to the Board to be
used for any lawful purpose. Thereafter, neither the Board, the
Escrow Agent, the Paying Agent for the Defeased Obligations nor any
other person shall be liable or responsible to any holders of such
Defeased Obligations for any further payment of such unclaimed
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money or on account of any such Defeased Obligations. On and after
the Legal Defeasance Date, the Paying Agent for the Defeased
Obligations shall maintain books of registration and for the
Defeased Obligations separate from those otherwise maintained for
the Bonds and shall establish such requlations as may be necessary
to ensure that (i) owners of Defeased Obligations, at the time of
any transfer or exchange thereof are provided notice, through a
separate CUSIP identification number and otherwise, of the
defeasance of, and redemption date established for, the Defeased
Obligations and (ii) no merger is effected between the Defeased
Obligations and any Bonds remaining outstanding after the Legal
Defeasance Date and subject to the lien established under the
Resolution authorizing the Bonds.

(c) Except as provided in Section 3.06 hereof, the Board
hereby covenants and agrees that it will not exercise any right
that it may have to redeem any of the Defeased Obligations prior
to their scheduled maturity.

W . The Board
represents (based on the Report) that the successive receipts of
the principal of and interest on the Escrowed Securities will
assure that the cash balance on deposit from time to time in the
Escrow Fund will be at all times sufficient to provide moneys for
transfer to the Paying Agent at the times and in the amounts
required to pay the interest on the Defeased Obligations as such
interest comes due and the principal or redemption price of the
Defeased Obligations as the Defeased Obligations mature or are
redeemed, all as more fully set forth on page 8 of the Report.
If, for any reason, at any time, the cash balances on deposit or
scheduled to be on deposit in the Escrow Fund shall be insufficient
to transfer the amounts required by each place of payment (paying
agent) for the Defeased Obligations to make the payments set forth
in Section 3.02 hereof, the Board shall timely deposit in the
Escrow Fund, from any funds that are lawfully available therefor,
additional funds in the amounts required to make such payments.
Notice of any such insufficiency shall be given promptly as
hereinafter provided, but the Escrow Agent shall not in any manner
be responsible for any insufficiency of funds in the Escrow Fund
or the Board's failure to make additional deposits thereto.

Trust Fund. The Escrow Agent shall hold at all
times the Escrow Fund, the Escrowed Securities and all other assets
of the Escrow Fund, wholly segregated from all other funds and
securities on deposit with the Escrow Agent; it shall never allow
the Escrowed Securities or any other assets of the Escrow Fund to
be commingled with any other funds or securities of the Escrow
Agent; and it shall hold and dispose of the assets of the Escrow
Fund only as set forth herein. The Escrowed Securities and other
assets of the Escrow Fund shall always be maintained by the Escrow




Agent as trust funds for the benefit of the owners of the Defeased
Obligations; and a special account thereof shall at all times be
maintained on the books of the Escrow Agent. The owners of the
Defeased Obligations shall be entitled to the same preferred claim
and first lien upon the Escrowed Securities, the proceeds thereof,
and all other assets of the Escrow Fund to which they are entitled
as owners of the Defeased Obligations. The amounts received by the
Escrow Agent under this Agreement shall not be considered as a
banking deposit by the Board, and the Escrow Agent shall have no
right to title with respect thereto except as a constructive
trustee and Escrow Agent under the terms of this Agreement. The
amounts received by the Escrow Agent under this Agreement shall not
be subject to warrant, drafts or checks drawn by the Board or,
except to the extent expressly herein provided, by the Paying
Agent. .

.05. o . Cash balances from
time to time on deposit in the Escrow Fund shall, to the extent not
insured by the Federal Deposit Insurance Corporation or its
successor, be continuously secured by a pledge of direct
obligations of, or obligations unconditionally guaranteed by, the
United States of America, having a market value at least equal to
such cash balances.

. [e)
The Board will, on the Legal Defeasance Date, irrevocably exercise
its option to call the Defeased Obligations for redemption prior
to maturity on July 1, 1995. Such optional redemption shall be
carried out in accordance with the resolution authorizing the
issuance of the Bonds. The Escrow Agent is hereby authorized to
provide funds therefor as set forth in Section 3.02(a) hereof.

. o scrow

. (a) Oon the Escrow Funding Date, the Board, at its

option, may substitute cash or non-interest bearing direct

obligations of the United States Treasury (i.e., Treasury

obligations which mature and are payable in a stated amount on the

maturity date thereof, and for which there are no payments other

than the payment made on the maturity date) for non-interest

bearing Escrowed Securities, if any, listed on pages 4 and 7 of the

Report, but only if such cash and/or substituted non-interest
bearing direct obligations of the United States Treasury -

(i) are in an amount, and/or mature in an amount, which,
together with any cash substituted for such
obligations, is equal to or greater than the amount
payable on the maturity date of the obligation
listed on pages 4 and 7 of the Report for which such
obligation is substituted, and




(ii) mature on or before the maturity date of the
obligation listed on pages 4 and 7 of the Report
for which such obligation is substituted.

If any such cash and/or obligations are so substituted for any
Escrowed Securities, the Board may, at any time thereafter,
substitute for such cash and/or obligations the same Escrowed
Securities for which such cash and/or obligations originally were
substituted. :

[END OF ARTICLE III]




ARTICLE IV

LIMITATION ON INVESTMENTS
Section 4.01. Limitation on Disposition and Substitution of
Escrowed Securities. Except as otherwise expressly provided

herein, the Escrow Agent shall not have any power or duty to invest
or reinvest any money held hereunder, or to make substitutions of
the Escrowed Securities, or to sell, transfer, or otherwise dispose
of the Escrowed Securities.

Agent. The Escrow Agent is hereby authorized and directed to
reinvest the proceeds of the Escrowed Securities including interest
received and maturing principal, in direct obligations of the
United States of America maturing no later than the date on which
the proceeds are needed for transfer to the Paying Agent for the
Defeased Obligations, as contemplated by the Report, all as set out
in, and in accordance with, written instructions to the Escrow
Agent from the Board. Any income or increment earned from such
reinvestment which is not required according to the schedules
contained in the Report for the payment of the Defeased Obligations
(that is, any amount which on any payment date, after making all
required transfers to the Paying Agent for the Defeased
Obligations, is in excess of the amount shown in the "Ending
Balance" column on page 6 of the Report as the ending balance for
such date) shall be transferred to the Board.

For purposes of this Section 4.02, the term Report shall
include any supplement to the Report, if such supplement is
accompanied by the opinions described in clauses (a) and (b) of
Section 4.03.

Substitutjon of Securities. At the written

request of the Board, and upon compliance with the conditions
hereinafter stated, the Escrow Agent shall sell, transfer,
otherwise dispose of or request the redemption of all or any
portion of the Escrowed Securities and apply the proceeds therefrom
to purchase Defeased Obligations or direct obligations of, or
obligations the ©principal of and interest on which are
unconditionally guaranteed by, the United States of America and
which do not permit the redemption thereof at the option of the
obligor. Any such transaction may be effected by the Escrow Agent
only if (a) the Escrow Agent shall have received a written opinion
from a recognized firm of certified public accountants that such
transaction will not cause the amount of money and securities in
the Escrow Fund to be reduced below an amount which will be
sufficient, when added to the interest to accrue thereon, to
provide for the payment of principal or redemption price of and
interest on the remaining Defeased Obligations as they become due,




and (b) the Escrow Agent shall have received the unqualified
written legal opinion of nationally recognized bond counsel or tax
counsel acceptable to the Board and the Escrow Agent to the effect
that such transaction will not cause any of the Defeased
Obligations to be an "arbitrage bond" within the meaning of
Section 103(c) of the Code.

Arbitrage. The Board hereby covenants and
agrees that it shall never request the Escrow Agent to exercise any
power hereunder or permit any part of the money in the Escrow Fund
or proceeds from the sale of Escrowed Securities to be used
directly or indirectly to acquire any securities or obligations if
the exercise of such power or the acquisition of such securities
or obligations would cause any Defeased Obligations to be an
"arbitrage bond" within the meaning of Section 103 (c) of the Code.

(END OF ARTICLE IV]
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ARTICLE V

APPLICATION OF CASH BALANCES

Section 5.01. In General. Except as provided in Sections
3.02, 4.02, and 4.03 hereof, no withdrawals, transfers, or
reinvestment shall be made of cash balances in the Escrow Fund.

[END OF ARTICLE V]
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ARTICLE VI

RECORDS AND REPORIS
Section 6.01. Records. The Escrow Agent will keep books of

record and account in which complete and correct entries shall be
made of all transactions relating to the receipts, disbursements,
allocations and application of the money and Escrowed Securities
deposited to the Escrow Fund and all proceeds thereof, and such
books shall be available for inspection at reasonable hours and
under reasonable conditions by the Board and the owners of the
Defeased Obligations.

Reports. While this Agreement remains in
effect, the Escrow Agent annually shall prepare and send to the
Board a written report summarizing all transactions relating to
the Escrow Fund during the preceding year, including, without
limitation, credits to the Escrow Fund as a result of interest
payments on or maturities of the Escrowed Securities and transfers
from the Escrow Fund for payments on the Defeased Obligations or
otherwise, together with a detailed statement of all Escrowed
Securities and the cash balance on deposit in the Escrow Fund as
of the end of such period.

[END OF ARTICLE VI)




ARTICLE VII
CONCERNING THE PAYING AGENT AND ESCROW AGENT

Section 7.01. Representatijons. The Escrow Agent hereby
represents that it is a Paying Agent for the Defeased Obligations,

that it has all necessary power and authority to enter into this
Agreement and undertake the obligations and responsibilities
imposed upon it herein, and that it will carry out all of its
obligations hereunder.

Section 7.02. Limitation on Liability. The liability of the

Escrow Agent to transfer funds for the payment of the principal of
and interest on the Defeased Obligations shall be limited to the
proceeds of the Escrowed Securities and the cash balances from time
to time on deposit in the Escrow Fund. Notwithstanding any
provision contained herein to the contrary, neither the Escrow
Agent nor the Paying Agent shall have any liability whatsoever for
the insufficiency of funds from time to time in the Escrow Fund or
any failure of the obligors of the Escrowed Securities to make
timely payment thereon, except for the obligation to notify the
Board promptly of any such occurrence.

The Escrow Agent makes no representations as to the value,
conditions or sufficiency of the Escrow Fund, or any part thereof,
or as to the title of the Board thereto, or as to the security
afforded thereby or hereby, and the Escrow Agent shall not incur
any liability or responsibility in respect to any of such matters.

It is the intention of the parties hereto that the Escrow
Agent shall never be required to use or advance its own funds or
otherwise incur personal financial liability in the performance of
any of its duties or the exercise of any of its rights and powers
hereunder.

The Escrow Agent shall not be liable for any action taken or
neglected to be taken by it in good faith in any exercise of
reasonable care and believed by it to be within the discretion or
power conferred upon it by this Agreement, nor shall the Escrow
Agent be responsible for the consequences of any error of judgment;
and the Escrow Agent shall not be answerable except for its own
action, neglect or default, nor for any loss unless the same shall
have been through its negligence or want of good faith.

Unless it is specifically otherwise provided herein, the
Escrow Agent has no duty to determine or inquire into the happening
or occurrence of any event or contingency or the performance or
failure of performance of the Board with respect to arrangements
or contracts with others, with the Escrow Agent's sole duty
hereunder being to safeguard the Escrow Fund, to dispose of and
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deliver the same in accordance with this Agreement. If, however,
the Escrow Agent is called upon by the terms of this Agreement to
determine the occurrence of any event or contingency, the Escrow
Agent shall be obligated, in making such determination, only to
exercise reasonable care and diligence, and in event of error in
making such determination the Escrow Agent shall be liable only for
its own misconduct or its negligence. In determining the
occurrence of any such event or contingency, the Escrow Agent may
request from the Board or any other person such reasonable
additional evidence as the Escrow Agent in its discretion may deem
necessary to determine any fact relating to the occurrence of such
event or contingency, and in this connection may make inquiries of,
and consult with, among others, the Board at any time.

Section 7.03. Compensation. On the Escrow Funding Date, the

Board shall pay to the Escrow Agent, as a fee for performing the
services hereunder and for all expenses incurred or to be incurred
by the Escrow Agent in the administration of this Agreement, the
sum of $ , the sufficiency of which is hereby acknowledged
by the Escrow Agent. The Escrow Agent shall not require
compensation or renumeration in addition to the sum stated in this
Section 7.03 for fees or expenses that may be incurred during the
term of this Agreement relating to the performance of its services
as Escrow Agent hereunder or as Paying Agent for the Defeased
Obligations. 1In the event that the Escrow Agent is requested to
perform any extraordinary services hereunder, the Board hereby
agrees to pay reasonable fees to the Escrow Agent for such
extraordinary services and to reimburses the Escrow Agent for all
expenses incurred by the Escrow Agent in performing such
extraordinary services, and the Escrow Agent hereby agrees to look
only to the Board for the payment of such fees and reimbursement
of such expenses. The Escrow Agent hereby agrees that in no event
shall it ever assert any claim or lien against the Escrow Fund for
any fees for its services, whether regular or extraordinary, as
Escrow Agent, or in any other capacity, or for reimbursement for
any of its expenses.

(b) Upon receipt of the aforesaid specific sums stated in
subsection (a) of this Section 7.03 for Escrow Agent and paying
agency fees, expenses and services, the Escrow Agent shall
acknowledge such receipt to the Board in writing.

Section 7.04. Successor Escrow Adgents. If at any time the

Escrow Agent or its legal successor or successors should become
unable, through operation of law or otherwise, to act as escrow
agent hereunder, or if its property and affairs shall be taken
under the control of any state or federal court or administrative
body because of insolvency or bankruptcy or for any other reason,
a vacancy shall forthwith exist in the office of Escrow Agent
hereunder. In such event the Board, by appropriate action,
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promptly shall appoint an Escrow Agent to fill such vacancy. If
no successor Escrow Agent shall have been appointed by the Board
within 60 days, a successor may be appointed by the owners of a
majority in principal amount of the Defeased Obligations then
outstanding by an instrument or instruments in writing filed with
the Board, signed by such owners or by their duly authorized
attorneys-in-fact. If, in a proper case, no appointment of a
successor Escrow Agent shall be made pursuant to the foregoing
provisions of this section within three months after a vacancy
shall have occurred, the owner of any Defeased Obligation may apply
to any court of competent jurisdiction to appoint a successor
Escrow Agent. Such court may thereupon, after such notice, if any,
as it may deem proper, prescribe and appoint a successor Escrow
Agent.

Any successor Escrow Agent shall be a corporation organized -
and doing business under the laws of the United States or the State
of Texas, authorized under such laws to exercise corporate trust
powers, having its principal office and place of business in the
State of Texas, having a combined capital and surplus of at least
$5,000,000 and subject to the supervision or examination by federal
or State authority.

Any successor Escrow Agent shall execute, acknowledge and
deliver to the Board and the Escrow Agent an instrument accepting
such appointment hereunder, and the Escrow Agent shall execute and
deliver an instrument transferring to such successor Escrow Agent,
subject to the terms of this Agreement, all the rights, powers and
trusts of the Escrow Agent hereunder. Upon the request of any such
successor Escrow Agent, the Board shall execute any and all
instruments in writing for more fully and certainly vesting in and
confirming to such successor Escrow Agent all such rights, powers
and duties. The Escrow Agent shall pay over to its successor
Escrow Agent a proportional part of the Escrow Agent's fee
hereunder.

[END OF ARTICLE VII])




ARTICLE VIII
MISCELLANEOQOUS
Section 8.01. Notjce. Any notice, authorization, request,

or demand required or permitted to be given hereunder shall be in
writing and shall be deemed to have been duly given when mailed by
registered or certified mail, . postage prepaid addressed to the
Board or the Escrow Agent at the address shown on Exhibit "a"
attached hereto. The United States Post Office registered or
certified mail receipt showing delivery of the aforesaid shall be
conclusive evidence of the date and fact of delivery. Any party
hereto may change the address to which notices are to be delivered
by giving to the other parties not less than ten (10) days prior
notice thereof.

io i i S. Upon the
taking of all the actlons as described herein by the Escrow Agent,
the Escrow Agent shall have no further obligations or
responsibilities hereunder to the Board, the owners of the Defeased
Obligations or to any other person or persons in connection with
this Agreement.

. This Agreement shall be
binding upon the Board and the Escrow Agent and their respective
successors and legal representatives, and shall inure solely to the
benefit of the owners of the Defeased Obligations, the Board, the
Escrow Agent and their respective successors and 1legal
representatives.

Section 8.04. Severability. 1In case any one or more of the

provisions contained in this Agreement shall for any reason be held
to be invalid, illegal or unenforceable in any respect, such
invalidity, illegality or unenforceability shall not affect any
other provisions of this Agreement, but this Agreement shall be
construed as if such invalid or illegal or unenforceable provision
had never been contained herein.

Sectjon 8.05. Texas Law Governs. This Agreement shall be

governed exclusively by the provisions hereof and by the applicable
laws of the State of Texas.

Section 8.06. Time of the Essence. Time shall be of the

essence in the performance of obligations from time to time imposed
upon the Escrow Agent by this Agreement.

2. Effective Date of Adreement. This Agreement

shall be effective on the Escrow Funding Date upon receipt by the
Escrow Agent of the cash described in the Report and the Escrowed
Securities, together with the specific sums stated in subsections




(a) and (b) of section 7.03 for Escrow Agent and Paying agency
fees, expenses and services.

(END OF ARTICLE VIII]
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EXECUTED as of the date first written above.

BOARD OF REGENTS OF THE UNIVERSITY
OF TEXAS SYSTEM

By: /Q%/ EE?_ ZC;%X .:: T

Executive Vice Chancellor for
Asset Management

AMERITRUST TEXAS NATIONAL ASSOCIATION
AUSTIN, TEXAS

By: _5%;;;;£imx 4?413/
Titde: g, <ot Vice [eside~t

\UNIg18\58003\ESCROW. AGT




EXHIBIT "A"

ADDRESSES OF THE BOARD AND
ESCROW AGENT

The Board of Regents of The University of Texas System
210 West 6th Street
Austin, Texas 78701
Attn: John A. Roan

Ameritrust Texas, N.A.
P.O. Box 149036

Austin, Texas 78714-9036
Attn: Peterson Foster
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EXHIBIT "B"

BONDS MATURING ON JULY 1, 2005

Certificate Numbe

4608
5120
5480
5793
4709
4879
5313
5078
5880
6027
4511
4512
4513
4514
4516
4594
4904
5266
5424
5514
5517
6048
5811
5858
5902
5904
5908
5948
5965
5966
5967
5968
5971
5972
5973
5974
5975
5976
5977
5978
5979

$

Principal Amount

—of Certificate

150,000.00
50,000.00
50,000.00
10,000.00
20,000.00
25,000.00
50,000.00
25,000.00

100,000.00
15,000.00

9,000,000.00
9,000,000.00
9,000,000.00
9,000,000.00
9,000,000.00
175,000.00
7,900,000.00
3,600,000.00
3,100,000.00
1,000,000.00
1,000,000.00
2,700,000.00

175,000.00

1,800,000.00
2,950,000.00
5,000.00
3,000,000.00
50,000.00
8,460,000.00
50,000.00
50,000.00
50,000.00
50,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
10,000.00
10,000.00
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Principal Amount

Defeased

$

95,000.00
35,000.00
45,000.00
5,000.00
15,000.00
20,000.00
25,000.00
20,000.00
55,000.00
5,000.00
5,880,000.00
5,780,000.00
6,010,000.00
5,965,000.00
6,005,000.00
115,000.00
5,140,000.00
2,430,000.00
2,045,000.00
685,000.00
670,000.00
1,780,000.00
120,000.00
1,135,000.00
2,000,000.00
5,000.00
2,035,000.00
35,000.00
5,685,000.00
35,000.00
35,000.00
25,000.00
35,000.00
10,000.00
25,000.00
10,000.00
20,000.00
15,000.00
20,000.00
10, 000.00
5,000.00




Principal Amount Principal Amount

—of Certifjcate — Defeased

Certificate Number

5980 10,000.00 5,000.00
5983 10,000.00 10,000.00
6005 100, 000.00 60,000.00
6049 10,000.00 10,000.00
6487 50,000.00 45,000.00
6030 11,000,000.00 7,420,000.00
6490 300,000.00 205,000.00
6475 390,000.00 310,000.00
6031 50,000.00 40,000.00
6478 1,110,000.00 820,000.00
6034 30,000.00 20,000.00
6492 85,000.00 70,000.00
6481 1,000,000.00 665,000.00
6465 6,000,000.00 3,970,000.00
6482 10,000.00 10,000.00
6016 175,000.00 125,000.00
6036 17,000,000.00 11,190,000.00
5117 25,000.00 15,000.00
5856 100,000.00 75,000.00
5857 100,000.00 65,000.00
6011 100,000.00 75,000.00
6008 100,000.00 70,000.00
4708 5,000.00 5,000.00
5153 100,000.00 75,000.00
5154 100,000.00 75,000.00
5155 100,000.00 80,000.00
5156 100,000.00 65,000.00
5157 100,000.00 55,000.00
5158 100, 000.00 60,000.00
5159 100,000.00 75,000.00
5160 100, 000.00 70,000.00
5161 100,000.00 65,000.00
5162 100,000.00 45,000.00
5115 10,000.00 5,000.00
5229 10,000.00 10,000.00
5481 50,000.00 30,000.00
6032 15,000.00 5,000.00
6477 90,000.00 65,000.00
6344 25,000.00 20,000.00
6345 25,000.00 15,000.00
6346 25,000.00 20,000.00
6347 25,000.00 25,000.00
6348 25,000.00 25,000.00
6349 25,000.00 25,000.00
6350 25,000.00 25,000.00
6351 25,000.00 15,000.00
6352 25,000.00 20,000.00
6353 25,000.00 15,000.00
6354 25,000.00 15,000.00
6356 25,000.00 15,000.00
6357 25,000.00 15,000.00




Cer

ca Number

6358
6359
6360
6361
6362
6363
6364
6365
6366
6367
6368
6369
6370
6371
6372
6373
6374
6375
6376
6377
6378
6379
6380
6381
6382
6383
6384
6385
6386
6387
6388
6389
6390
6391
6392
6393
6394
6395
6396
6397
6398
6399
6400
6401
6402
6403
6404
6405
6406
6407
6408

Principal Amount

of Certificate

25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
25,000.00
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Principal Amount

Defeased

20,000.00
15,000.00
15,000.00
20,000.00
25,000.00
20,000.00
15,000.00
20,000.00
5,000.00
15,000.00
25,000.00
15,000.00
15,000.00
20,000.00
25,000.00
20,000.00
20,000.00
10, 000.00
20,000.00
10,000.00
20,000.00
15,000.00
20,000.00
15,000.00
15,000.00
25,000.00
15,000.00
15,000.00
20,000.00
15,000.00

5,000.00
20,000.00
25,000.00
15,000.00
10,000.00
20,000.00
15,000.00
10,000.00
25,000.00
15,000.00
10,000.00
20,000.00
15,000.00
10,000.00
15,000.00
25,000.00
25,000.00
15,000.00
15,000.00
25,000.00
15,000.00




Principal Amount Principal Amount

Certificate Number —of Certificate . Defeased
6409 25,000.00 25,000.00
6410 25,000.00 15,000.00
6411 25,000.00 20,000.00
6412 25,000.00 20,000.00
6413 25,000.00 10,000.00
6414 25,000.00 25,000.00
6415 25,000.00 10,000.00
6416 25,000.00 15,000.00
6417 25,000.00 15,000.00
6418 25,000.00 10,000.00
6419 25,000.00 20,000.00
6420 25,000.00 10,000.00
6421 25,000.00 10,000.00
6422 25,000.00 20,000.00
6423 25,000.00 15,000.00
6424 25,000.00 25,000.00
6425 25,000.00 10,000.00
6426 25,000.00 20,000.00
6427 25,000.00 25,000.00
6428 25,000.00 20,000.00
6429 25,000.00 10,000.00
6430 25,000.00 15,000.00
6431 25,000.00 10,000.00
6432 25,000.00 20,000.00
6433 25,000.00 15,000.00
6434 25,000.00 10,000.00
6435 25,000.00 20,000.00
6436 25,000.00 20,000.00
6437 25,000.00 20,000.00
6438 25,000.00 15,000.00
6439 25,000.00 20,000.00
6440 25,000.00 10,000.00
6441 25,000.00 25,000.00
6442 25,000.00 20,000.00
6443 25,000.00 20,000.00
6444 25,000.00 20,000.00
6445 25,000.00 20,000.00
6446 25,000.00 15,000.00
6447 25,000.00 20,000.00
6448 25,000.00" 25,000.00
6449 25,000.00 10,000.00
6450 25,000.00 15,000.00
6451 25,000.00 20,000.00
6452 25,000.00 15,000.00
6453 25,000.00 10,000.00
6454 25,000.00 20,000.00
6455 25,000.00 15,000.00
6456 25,000.00 15,000.00
6457 25,000.00 15,000.00
6458 25,000.00 20,000.00
6459 25,000.00 15,000.00
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Principal Amount Principal Amount

Certifjcate Numbe —of certifjcate — Defeased =
6460 25,000.00 15,000.00
6461 25,000.00 20,000.00
6462 25,000.00 15,000.00
6464 10,000.00 10,000.00
6001 100, 000.00 85,000.00
5312 100,000.00 50,000.00
6483 25,000.00 20,000.00
6015 100,000.00 55,000.00
6473 30,000.00 15,000.00
6472 25,000.00 15,000.00
5243 25,000.00 15,000.00
5523 50,000.00 50,000.00
5524 50,000.00 20,000.00
5874 10,000.00 5,000.00
4522 50,000.00 10,000.00
4909 35,000.00 20,000.00
6471 50,000.00 35,000.00
5479 50,000- 00 30,000.00
6485 275,000.00 190,000.00
6480 40,000.00 25,000.00
5370 10,000.00 5,000.00
5315 20,000.00 15,000.00
6006 100,000.00 65,000.00
5232 45,000.00 35,000.00
6489 20,000.00 15,000.00
5995 25,000.00 15,000.00
5963 25,000.00 20,000.00
5906 10,000.00 10,000.00
4915 65,000.00 50,000.00
6023 25,000.00 15,000.00
5456 50,000.00 35,000.00
5072 10,000.00 5,000.00
4679 1,000,000.00 680,000.00
4680 1,000,000.00 695,000.00
4681 1,000,000.00 690,000.00
4682 1,000,000.00 685,000.00
5119 35,000.00 25,000.00
5435 10,000.00 5,000.00
5079 75,000.00 40,000.00
5432 25,000.00 20,000.00
5116 20,000.00 20,000.00
6476 20,000.00 20,000.00
5314 20,000.00 15,000.00
5274 100,000.00 80,000.00
4921 100,000.00 70,000.00
4922 100,000.00 80,000.00
4923 100,000.00 60,000.00
4924 50,000.00 30,000.00
5419 10,000.00 10,000.00
5076 20,000.00 15,000.00
5073 50,000.00 30,000.00
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Certificate Numb

4593
6491
6033
5854
5233
6493
6051
5792
5077
5810
4598

TOTAL

Principal Amount
oﬁ ; !.EQ !

25,000.00
25,000.00
20,000.00
25,000.00
100,000.00
15,000.00
15,000.00
40,000.00
10,000.00
25,000.00
25,000.00

Principal Amount

Defeased

10, 000.00
20,000.00
10,000.00
15,000.00
85,000.00
15,000.00
15,000.00
35,000.00
5,000.00
20,000.00

20,000.00

$ 86,630,000.00




EXHIBIT "C"

SCHEDULE OF DEBT SERVICE ON DEFEASED OBLIGATIONS

The University of Texas
Austin, Texas

Vinson & Elkins
Austin, Texas

J.P. Morgan Securities Inc.
New York, New York

Ve have completed our engagement to verify the mathematical accuracy of
certain computations contained in schedules prepared on behalf of the
Board of Regents of the University of Texas System by J.P. Morgan
Securities Incorporated and provided to us by that firm. The bond issue
to be defeased (the "Defeased Bonds") is as follows:

$345,970,000
Board of Regents of the University of Texas System
Permanent University Fund Refunding Bonds,
Series 1985

Principal
Amount Principal
Dated Date Issued to be Defeased Description
October 15, 1985 $§345,970,000 §86,630,000 Term Bonds due on and

after July 1, 2004

The scope of our engagement consisted of verification of the mathematical
accuracy of:

(1) the computations contained in such schedules to determine that the
anticipated receipts from the United States Treasury Notes and United
States Treasury STRIPS (collectively, the "Open-Market Securities")
will be sufficient to pay, when due, the principal, at early
redemption, and the related interest requirements of the Defeased
Bonds; and




Board of Regents of the University of Texas System
Vinson & Elkins
J.P. Morgan Securities Inc.

(2) the computations contained in such schedules to determine that the
*yield", on the Open Market Securities does not exceed the yield on
the Series 1985 Bonds of 8.90287% as shown in our special report
dated November 21, 1985.

The term "yield”, as used herein, means that yield which, when used in
computing the present worth of all payments of principal and interest to
be paid on an obligation, produces an amount equal to, in the case of the
Open Market Securities, the purchase price.

We were provided by J.P. Morgan Securities Incorporated with the Trade
Confirmations for the purchase of the Open-Market Securities and the
Official Statement for the Defeased Bonds. We compared the information
contained in the schedules provided to us and used in the preparation of
such schedules by J.P. Morgan Securities Incorporated with information set
forth in such documents with respect to principal maturity dates and
amounts, coupon rates, interest payment dates, dated dates, mandatory and
early redemption provisions and purchase prices. We found that the
information provided to us and used in the preparation of such schedules
by J.P. Morgan Securities Incorporated was in agreement with the above-
aentioned information set forth in such documents.

In the course of our verification of the mathematical sccuracy of the
computations contained in the schedules provided to us by J.P. Morgan
Securities Incorporated, ve prepared similar schedules based upon the
information and assumptions provided to us by that firm. The schedules
ve prepared are included with this reporec.

Certain assumptions used in preparation of the schedules are described in
the Sunmary of Assumptions.

In our opinion, the computations contained in the schedules provided to
us by J.P. Morgan Securities Incorporated are mathematically accurate.
The schedules provided to us by J.P. Morgan Securities Incorporated, and
those prepared by us as part of our engagement to verify the mathematical
accuracy of the computations contained in such schedules, reflect that:

(1) the anticipated receipts froa the Open-Market Securities will be
sufficient to pay, when due, the principal, at early redemption, and
the related interest requirements of the Defeased Bonds.

(2) cthe yield on the Open-Market Securities is 8.70413%s.
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Board of Regents of the University of Texas System
Vinson & Elkins
J.P. Morgan Securities Inc.

Ve express no opinion as to the reasonableness of the assumptions used in
preparing such schedules. The terms of our engagement are such that we
have no obligation to update this report because of events occurring, or
data or information coming to our attention, subsequent to the date of
this report.

Tucson, Arizona
March 16, 1990




SUMMARY OF ASSUMPTIONS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

1. For cash flow purposes, all receipts and payments are assumed to be
received or paid, respectively, on the scheduled due date, except
that:

- Defeased Bonds due on and after July 1, 2004 are assumed to be
redeemed on July 1, 1995 at a redemption price equal to the
principal amount and accrued interest thereon.

2. The folloving information was used to compute the purchase price of
the Open-Market Securities placed in the..es¢row on March 16, 1990:

Description

Principel

Maturity Coupon ARt

Date

flate

Purchased

Price

Purchese

Price

Acerued
{nterest

Totel

sesevovacacans P LYY I YT LYY R Y Y Y Y LY T T Yy Y Y Yy L Y Y R Y P Y Y Y Y Y Y P Y P Y T Y I Y TR P Y Y LD Y LR YT R Y PPN

Teessury Notes
Tressury Notes
Tressury Notes
Treasury fiotes
Tressury Netes
Treasury liotes
Treasury dates
sTRIPS
STRIPS
sSTRIPS

30790
13/
4/30/9
12731/

$/18/%
11715/%
$/15/9%

7.8502
6.623%
8.230%
7.625%

9.125%
8.125%
7.628%
0.000%
0.000%x

$2,847,000.00
$2,968,000.00
$3,070,000.00
53, 195,000.00
£3,313,000.00
£3,450,000.00
13,607,000.00
£3,733,000.00
$3,898,000.00
£3,898,000.00

$12¢,549,000.00

”.67T8TSX
98.703125%
.671873%
98.437500%
99.312500%
101.201250%
98.593730%
6. 781280%
70. 134000%
67.211000%
&4 .345000%

$2,857,592.66
$2,929,508.75
$3,059,926.56
£3,145,078.13

$43,064.40
$40,738.26
$52,4746.10
$49,127.54
$56,627.%9
$65,223.38
$60,718.66
$87,738.31

$0.00

$0.00

$0.00

$425,712.64

£2,900,457.06
£2,970,247.01
£3,112,400.66
$3,19¢,205.67
$3,346,850.72
$3,559,426.71
$3,616,995.22
$3,691,874.25
$2,733,823.32
$2,619,884.78
$58,250,241.80

3. No reinvestment interest earnings are assumed on cash held in the
escrov from receipt date until used to pay debt service requirements
on the Defeased Bonds.

4, Sources and usss of funds are assumed to be as shown on the schedule
entitled "Sources and Uses of Funds".
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SOURCES AND USES OF FUNDS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
March 16, 1990
SOURCES

Amount to be made available by the University
of Texas $89,996,607.00

USES
Purchase price of the Open-Market Securities $§89,996,607.00




CASH FLOW

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

Total Debt
. Service
Total Requirements
Receipts From of the
Beginning the Open-Market Defeased Ending
Date Balance Securities Bonds Balance
7/01/90 $0.00 $3,898,524.06 $3,898,350.00 $174.06
1/01/91 174.06 3,898,523.14 3,898,350.00 347.20
7/01/91 347.20 3,902,208.14 3,898,350.00 4,205.3¢4
1/01/92 4,205.34 3,900,570.64 3,898,350.00 6,425.98
7/01/92 6,425.98 3,896,761.26 3,898,350.00 4,837.2¢4
1/01/93 4,837.24 3,897,100.01 3,898,350.00 3,587.25
7/01/93 3,587.25 3,896,693.76 3,898,350.00 1,931.01
1701794 1,931.01 3,898,159.38 3,898,350.00 1,740.39
7/01/96 1,740.39 3,898,000.00 3,898,350.00 1,390.39
1/01/95 1,390.39 3,898,000.00 3,898,350.00 1,040.39
7/01/95 1,040.39 90,528,000.00 90,528,350.00 690.39

$129,512,540.

39

$129,511,850.

00

(1) Actual recefipt dates are as shown on our schedule entitled
"Receipts from the Open-Market Securities".




RECEIPTS FROM THE OPEN-MARKET SECURITIES

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

Total Receipt

from the
Receipt Coupon Open-Market

Date Rate Principal Interest Securities
6/30/90 7.250% $2,867,000.00(1)$1,031,524.06 $3,898,524.06
12/31/90 6.625% 2,968,000.00(1) 930,523.14 3,898,523.14
6/30/91 8.250% 3,070,000.00(1) 832,208.14 3,902,208.14
12/31/91 7.625% 3,195,000.00(1) 705,570.64 3,900,570.64
6/30/92 8.250% 3,313,000.00(1) 583,761.26 3,896,761.26
12/31/92 9.125% 3,450,000.00(1) 447,300.01 3,897,100.01
6/30/93 8.125% 3,607,000.00(1) 289,693.76 3,896,693.76
12/31/93 7.625% 3,755,000.00(1) 143,159.38 3,898,159.38
5/15/94 0.000%s 3,898,000.00(2) 0.00 3,898,000.00
11/15/94 0.0008% 3,898,000.00(2) 0.00 3,898,000.00
5/15/95 0.000s 90,528,000.00(2) 0.00 90,528,000.00
$124,549,000.00 $4,963,540.39 $129,512,540.39

(1) United States Treasury Notes.
(2) United States Treasury STRIPS.

B of R - 36




DEBT SERVICE REQUIREMENTS QF THE DEFEASED BONDS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

Defeased Bonds

$345,970,000 Issue Total Debt
Debt Dated October 15, 1985 Service
Service Requirements
Payment Coupon of the
Date Rate Principal Interest Defesased Bonds
7/01/90 $3,898,350.00 $3,898,350.00
1/01/91 3,898,350.00 3,898,350.00
7/01/91 3,898,350.00 3,898,350.00
1/01/92 3,898,350.00 3,898,350.00
7/01/92 3,898,350.00 3,898,350.00
1/01/93 3,898,350.00 3,898,350.00
7/01/93 3,898,350.00 3,898,350.00
1/01/94 3,898,350.00 3,898,350.00
7/01/94 3,898,350.00 3,898,350.00
1/01/95 3,898,350.00 3,898,350.00
7/01/95 (1) $86,630,000.00 3,898,350.00 90,528,350.00
$86,630,000.00 $42,881,850.00 §129,511,850.00
Mandatory
Redemption Coupon Principal
Date Rate Amount
7/01/04 9.00% $37,685,000.00
7/01/05 9.00% 48,945,000.00
$86,630,000.00
(1) Early redemption provisions are as shown in the Summary of

Assunptions,

Original principal mandatory redemption dates,

amounts, and coupon rates are as shown above.




COMPUTATION OF YIELD ON THE OPEN-MARKET SECURITIES

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

Present Value of

Total - Future Receipts
Receipts at March 16, 1990,
from the Using a Semiannually
Receipt Open-Market . Compounded Yield of
Date Securities 8.70413%
6/30/90 $3,898,524.06 $3,803,739.11
12/31/90 3,898,523.14 3,644,238.44 -
6/30/91 3,902,208.14 3,496,381.64
12/31/91 3,900,570.64 3,348,364.37
6/30/92 3,896,761.26 3,206,343.86
12/31/92 3,897,100.01 3,072,161.29
6/30/93 3,896,693.76 2,944,424 .82
12/31/93 3,898,159.38 2,822,019.11
S$/15/94 3,898,000.00 2,733,815.41
11/15/94 3,898,000.00 2,619,799.99
5/15/95 90,528,000.00 58,305,318.96
$129,512,540.39 $89,996,607.00
The present value of the
future receipts is equal
to the purchase price of
the Open-Market Securities $89,996,607.00
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2. U. T. Board of Regents: Recommendation to Adopt Master
Resolution Establishing The University of Texas System
Revenue Financing System; Adopt Supplemental Resolution
Approving and Authorizing Issuance of Commerclal Paper
Notes 1in an Aggregate Principal Amount at Any One Time
Outstanding Not to Exceed $100,000,000 (Except for a
Promissory Note Under the Credit Agreement); Approval of
a Credit Agreement with Morgan Guaranty Trust Company of
New York, New York; Appointment of McCall, Parkhurst &
Horton, Dallas, Texas, as Bond Counsel, Goldman Sachs &
Co., New York, New York, as Dealer/Remarketing Agent,
and Morgan Guaranty Trust Company of New York, New York,
as Paying Agent/Registrar; and Authorization for Officers
of U. T. System to Complete Transactions.--

RECOMMENDAT ION

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

a. Adopt the Master Resolution substantially in the
form set out in the supplemental material

(1) Establishing a new System-wide financing
structure for all revenue supported capi-
tal improvement projects

(2) Pledging, subject to prior encumbrances,
all of the revenues and fund balances
now or hereafter lawfully available to
the U. T. Board of Regents for payments
on debt service including the Tuition
Fee and the General Fee but not includ-
ing (a) the interest of the U. T. System
in the Available University Fund;

(b) HEAF funding available to U. T. Pan
American; (c) general appropriations;
(d) MSRDP; and (e) the building use fee
pledged to the U. T. Austin Building
Revenue Refunding Bonds, Series 1986

(3) Providing for the use of supplemental
resolutions for the authorization and
sale of parity debt under the Resolution

(4) Providing for the release and admission
of Members of the financing system

(5) Providing for certain covenants and
agreements and resolving other matters
related to the establishment of the
financing system.

b. Adopt the Supplemental Resolution set out in the
supplemental material

(1) Authorizing the issuance of commercial
paper notes in an aggregate principal
amount at any one time outstanding
not to exceed $100,000,000 except for
a promissory note under the credit
agreement to finance principal and
accrued interest which may not exceed
$108,000,000
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(2) Authorizing the Executive Vice Chancellor
for Asset Management to act on behalf of
the Board in the selling and delivery of
such commercial paper notes and to
approve and execute (a) the Credit Agree-
ment (Exhibit A to Supplemental Resolu-
tion) between the U. T. Board of Regents
and Morgan Guaranty Trust Company of New
York for up to $108,000,000 to provide a
credit facility to cover principal and
interest on outstanding commercial paper
notes; (b) the Dealer Agreement (Exhibit B
to Supplemental Resolution) with Goldman
Sachs & Co., New York, New York, providing
for the sale and remarketing of commercial
paper; and (c) the Paying Agent/Registrar
Agreement (Exhibit C to Supplemental Reso-
lution) with Morgan Guaranty Trust Company
of New York providing for payment of prin-
cipal and interest on commercial paper

(3) Providing for certain covenants and agree-
ments and resolving other matters related
to the establishment of the commercial
paper program

c. Appoint McCall, Parkhurst & Horton, Dallas, Texas,
as Bond Counsel

d. Appoint Goldman Sachs & Co., New York, New York,
as Dealer/Remarketing Agent

e. Appoint Morgan Guaranty Trust Company of New York,
New York, as Paying Agent/Registrar

f. Authorize certain officers and employees of the
U. T. System to take any and all steps necessary
to carry out the intentions of the U. T. Board
of Regents to establish the Revenue Financing
System as provided in the Master Resolution and
the Supplemental Resolution.

Note: The Master Resolution and the Supplemental
Resolution are being developed and will be
distributed on yellow paper as supplemental
material in advance of the Board meeting.

BACKGROUND INFORMATION

At the October 1989, December 1989, and February 1990 meetings
of the U. T. Board of Regents, the Executive Vice Chancellor
for Asset Management briefed the U. T. Board of Regents regard-
ing the creation of a new financing program for revenue sup-
ported capital improvement projects. 1In 1986, the General
Revenue Financing program was established which initiated the
concept of a combined pledge of revenues by the U. T. System
component institutions in revenue bond financing. Currently,
$105.8 million in revenue bond financing has been approved as
part of $153.8 million of Capital Improvement Program (CIP)
projects. The present revenue bond financing program is not
structured to finance projects such as research buildings since
they are not auxiliary enterprises. The new program expands
the pledge to include all legally available revenues and fund
balances and is designed to provide for reduced costs and




2.

SPECIAL ITEM
SUPPLEMENTAL MATERIAL

APRIL 12, 1990

U. T. Board of Regents: Recommendation to Adopt Master
Resolution Establishing The University of Texas System
Revenue Financing System; Adopt Supplemental Resolution
Approving and Authorizing Issuance of Commercial Paper
Notes in an Aggregate Principal Amount at Any One Time
Outstanding Not to Exceed $100,000,000 (Except for a
Promissory Note Under the Credit Agreement); Approval of
a Credit Agreement with Morgan Guaranty Trust Company of
New York, New York; Appointment of McCall, Parkhurst &
Horton, Dallas, Texas, as Bond Counsel, Goldman Sachs &
Co., New York, New York, as Dealer/Remarketing Agent,
and Morgan Guaranty Trust Company of New York, New York,
as Paying Agent/Registrar; and Authorization for Officers
of U. T. System to Complete Transactions.--

Set forth on the following pages are the Master Resolu-
tion and the Supplemental Resolution and Exhibits A, B
and C relating to The University of Texas System Revenue
Financing System.
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MASTER RESOLUTION ESTABLISHING THE UNIVERSITY OF
TEXAS SYSTEM REVENUE FINANCING SYSTEM
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MASTER RESOLUTION ESTABLISHING THE UNIVERSITY OF
TEXAS SYSTEM REVENUE FINANCING SYSTEM

WHEREAS, the Board of Regents of The University of Texas
System, through the authorization of its Board of Regents of
The University of Texas System General Revenue Refunding
Bonds, Series 1986, established a System-wide financing
structure combining all of its institutions and branches under
one revenue financing system; and

WHEREAS, it is now deemed necessary and desirable to
establish a new System-wide financing structure for revenue
supported indebtedness which will provide reduced costs and
increased borrowing capacity to the components of the System,
additional security to the credit markets, and greater
financial flexibility to the Board of Regents; and

WHEREAS, the terms used in this Resolution and not
otherwise defined shall have the meaning given in Exhibit A
to this Resolution attached hereto and made a part hereof;

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

Section 1. ESTABLISHMENT OF FINANCING SYSTEM AND
ISSUANCE OF PARITY DEBT. There is hereby established The
University of Texas System Revenue Financing System for the
purpose of providing a financing structure for revenue
supported indebtedness of components of The University of
Texas System included as Members of the Financing System.
This Resolution is intended to establish a master plan under
which revenue supported indebtedness of the Financing System
can be incurred. Each Supplement shall provide for the
authorization, issuance, sale, delivery, form,
characteristics, provisions of payment and redemption, and
security of each issue or series of Parity Debt and any other
matters related to Parity Debt not inconsistent with the
Constitution and laws of the State of Texas or the provisions
of this Resolution.

Section 2. SECURITY AND PLEDGE; (a) Pledge. Subject to
the provisions of the resolutions authorizing Prior Encumbered
Obligations, Parity Debt shall be secured by and payable from
a lien on the Pledged Revenues, and the Board hereby assigns
and pledges the Pledged Revenues to the payment of the
principal of and interest on Parity Debt, and the Pledged
Revenues are further pledged to the establishment and
maintenance of any funds which may be provided to secure the
repayment of Parity Debt in accordance with this Resolution
and any Supplement.

(b) Addition embers. As provided in Section 7 of this
Resolution, institutions which are not now Members of the
Financing System may hereafter become Members and such
institutions may, at such time, have outstanding obligations
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secured by the Prior Encumbered General Fee, the Prior
Encumbered Revenues, the Prior Encumbered Tuition Fee and/or
the Prior Encumbered Practice Plan Funds and that, therefore,
the lien on and pledge of the Pledged Revenues established
pursuant to this Resolution and effective when such
institutions become Members of the Financing System will be
subject and subordinate only to such

institutions' outstanding Prior Encumbered Obligations.

(c) Restriction on Issuance o dditional Debt o
Parity with Prior Encumbered Obligations. Except as provided
in Section 4(g), no additional bonds or obligations may be
issued or incurred by the Board on a parity with any Prior
Encumbered Obligations.

Section 3. RATE COVENANT: PLEDGED GENERAL FEE. (a)
Rate Covenant. "In each Fiscal Year, the Board shall
establish, charge, and use its reasonable efforts to collect
at each Member the Pledged Tuition Fee, the Pledged General
Fee, the Pledged Practice Plan Funds (but only to the extent
that the Practice Plan Funds are pledged to secure Parity
Debt) and other rates, fees, and charges for goods and
services furnished by, and for the use of, properties of the
Financing System which, if collected, would be sufficient to
meet all financial obligations of the Board relating to the
Financing System including all deposits or payments due on or
with respect to Outstanding Parity Debt for such Fiscal
Year.

(b) Pled nera e. Subject to the provisions of
the resolutions authorizing Prior Encumbered Obligations and
to the other provisions of this Resolution and any Supplement,
the Board covenants and agrees at all times to fix, levy,
charge, and collect at each Member the Pledged General Fee
from each student (excepting, with respect to each series or
issue of Parity Debt, any student in a category which, at the
time of the adoption of the Supplement relating to such Parity
Debt, is exempt by law from paying fees) enrolled at each
Member, respectively, at each regular fall and spring semester
and at each term of each summer session, for the use and
availability of such institution or branch thereof,
respectively, in such amounts, without any limitation
whatsoever, as will be at least sufficient at all times,
together with other legally available funds, including other
Pledged Revenues, to provide the money, to make or pay the
principal of, interest on, and other payments or deposits with
respect to Outstanding Parity Debt when and as required. The
Pledged General Fee shall be adjusted, if and when permitted
or required by this Resolution or any Supplement, to provide
Pledged Revenues sufficient to make when due all payments and
deposits in connection with Outstanding Parity Debt. The
Board may fix, levy, charge, and collect the Pledged General
Fee in any manner it may determine within its discretion, and
in different amounts from students enrolled in different
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Members, respectively, and in addition it may totally suspend
the collection of the Pledged General Fee from the students
enrolled in any Member, so long as total Pledged Revenues are
sufficient, together with other legally available funds, to
meet all financial obligations of the Board relating to the
Financing System including all payments and deposits in
connection with Outstanding Parity Debt. All changes in the
Pledged General Fee shall be made by a resolution of the
Board, but such procedure shall not constitute or be regarded
as an amendment of this Resolution or any Supplement, but
merely the carrying out of the provisions and requirements
hereof.

(c) Annual Obljgation. If, in the judgment of the Board,
any Member has been or will be unable to satisfy its Annual

Obligation, the Board shall fix, levy, charge, and collect the
Pledged General Fee at such Member effective at the next
succeeding regular semester or semesters or summer term or
terms, in amounts sufficient, without limit (subject to the
provisions of (e) below), together with other legally
available funds, including other Pledged Revenues attributable
to such Member, to enable it to make its Annual Obligation
payments.

(d) Anticipated Deficit. If the Board determines, for
any reason whatsoever, that there are not anticipated to be

sufficient 1legally available funds, including Pledged
Revenues, to meet all financial obligations of the Board
relating to the Financing System including the deposits and
payments due on or with respect to Outstanding Parity Debt as
the same mature or come due, or that any Member will be unable
to pay its Annual Direct Obligation in full, then the Board
shall fix, levy, charge, and collect the Pledged General Fee
at each Member, effective at the next succeeding regular
semester or semesters or summer term or terms, in such
amounts, without any limitation whatsoever (other than as
provided in (e) below), as will be at least sufficient to
provide, together with other legally available funds,
including Pledged Revenues, the money for making when due all
financial obligations of the Board relating to the Financing
System including all payments and deposits due on or with
respect to Outstanding Parity Debt when and as required by
this Resolution or any Supplement.

(e) Economic Effect of Adjustments. Any adjustments in
the rate of the Pledged General Fee at any of the Members
pursuant to (c) or (d) above will be based upon a certificate
and recommendation of a U.T. System Representative, delivered
to the Board, as to the rates and anticipated collection of
the Pledged General Fee at the various Members (after taking
into account the anticipated effect the proposed adjustments
in the Pledged General Fee would have on enrollment and the
receipt of Pledged Revenues and other funds at each Member)
which will be anticipated to result in (i) Pledged Revenues

3
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attributable to each Member being sufficient (to the extent
possible) to satisfy the Annual Obligation of such Member and
(ii) Pledged Revenues being sufficient, together with other
legally available funds, to meet all financial obligations of
the Board relating to the Financing System including all
deposits and payments due on or in connection with Outstanding
Parity Debt when and as required by this Resolution and any
Supplement.

Section 4. = GENERAL COVENANTS. The Board further
represents, covenants and agrees that while Parity Debt or
interest thereon is Outstanding:

(a) Payment of Parjty Debt. On or before each payment
date it shall make available to the Paying Agent for such
Parity Debt or to such other party as required by a
Supplement, money sufficient to pay the interest on, principal
of, and premium, if any, on the Parity Debt as will accrue or
mature, or be subject to mandatory redemption prior to
maturity, on such date.

(b) Performance. It will faithfully perform at all times
any and all covenants, undertakings, stipulations, and
provisions contained in this Resolution and in each
Supplement, and in each and every Parity Debt or evidence
thereof.

(c) Redemption. It will duly cause to be called for
redemption prior to maturity, and will cause to be redeemed
prior to maturity, all Parity Debt which by its terms is
mandatorily required to be redeemed prior to maturity, when
and as so required.

(d) Lawful] Title. It lawfully owns, has title to, or is
lawfully possessed of the lands, buildings, and facilities
now constituting The University of Texas System, and it will
defend said title and title to any lands, buildings, and
facilities which may hereafter become part of the Financing
System, whether by the addition to the Financing System of a
new institution or institutions, or otherwise, for the benefit
of the owners of Parity Debt against the claims and demands
of all persons whomsoever.

(e) Lawful Authority. It is lawfully qualified to pledge
the Pledged Revenues herein pledged in the manner prescribed
herein, and has lawfully exercised such right.

(f) Preservation of Lien. Subject to the conditions set
forth in Sections 5, 6, and 7 of this Resolution, it will not
do or suffer any act or thing whereby the Financing System
might or could be impaired, and that it will at all times
maintain, preserve, and keep the real and tangible property
of the Financing System and every part thereof in good
condition, repair, and working order and operate, maintain,

4
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preserve, and keep the facilities, buildings, structures, and
equipment pertaining thereto in good condition, repair, and
working order.

(g) No Additional Encumbrance. ' It shall not incur

additional Debt secured by the Pledged Revenues in any manner,
except as permitted by this Resolution in connection with
Parity Debt, unless said Debt is made junior and subordinate
in all respects to the liens, pledges, covenants, and
agreements of this Resolution and any Supplement.
Notwithstanding anything to the contrary contained herein, and
in addition to the right hereunder to refund the Prior
Encumbered Obligations with Parity Debt, the Board reserves
the right to issue bonds to refund any Prior Encumbered
Obligations and to secure the refunding bonds with the same
source or sources securing the Prior Encumbered Obligations
being refunded. Upon the defeasance of the refunded Prior
Encumbered Obligations, the refunding bonds will be Prior
Encumbered Obligations (unless the refunding bonds are made
Parity Debt in accordance with the terms of this Resolution)
under this Resolution and any Supplement for all purposes.

(h) Investments and Securjty. It will invest and secure

money in all accounts and funds established pursuant to this
Resolution and any Supplement in the manner prescribed by law
for such funds and in accordance with written policies adopted
by the Board.

(i) Records. It will keep proper books of record and
account ir which full, true, and correct entries will be made
of all deaiings, activities, and transactions relating to The
University of Texas System. Each year while Parity Debt is
Outstanding, the Board will cause to be prepared from such
books of record and account an annual financial report of The
University of Texas System and shall furnish such report to
the principal municipal bond rating agencies and any owner of
Parity Debt who shall request same. In addition, the Board
shall submit such financial report and other information
required by law for examination in connection with financial
compliance and other audits required to be conducted by the
office of the Auditor of the State of Texas.

(J) Inspection of Books. It will permit any owner or

owners of twenty-five per centum (25%) or more of the then
Outstanding Principal Amount, at all reasonable times to
inspect all records, accounts, and data of the Board relating
to The University of Texas System.

(k) Annual and Direct Obligations. In establishing the
annual budget for each Member, it shall provide for the
satisfaction by each Member of its Annual Obligation. The
Direct Obligation shall represent the financial responsibility
of each Member with respect to Outstanding Parity Debt. Each
Member's Direct Obligation and Annual Obligation shall be

5
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evidenced by a financing agreement between the Board and each
Member.

Section 5. ISSUANCE OF PARITY DEBT.

(a) Parity Debt. The Board reserves and shall have the
right and power to issue or incur Parity Debt for any purpose
authorized by 1law pursuant to the provisions of this
Resolution and a Supplement to be hereafter authorized. The
Board may incur, assume, guarantee, or otherwise become liable
in respect of any Parity Debt if the Board shall have
determined, that it will have sufficient funds to meet the
financial obligations of The University of Texas Systen,
including sufficient Pledged Revenues to satisfy the Annual
Debt Service Requirements of the Financing System and to meet
all financial obligations of the Board relating to the
Financing System.

In addition, the Board shall not issue or incur Parity
Debt unless (i) it shall determine that the Member or Members
for whom the Parity Debt is being issued or incurred possess
the financial capacity to satisfy their respective Direct
Obligations after taking into account the then proposed
additional Parity Debt, and (ii) a U.T. System Representative
shall deliver to the Board an Officer's Certificate stating
that, to the best of his or her knowledge, the Board is in
compliance with all covenants contained in this Resolution and
any Supplement, and is not in default in the performance and
observance of any of the terms, provisions, and conditions
hereof or thereof.

(b) Non- e ordinate ebt.
Non-Recourse Debt and Subordinated Debt may be incurred by the
Board without limitation.

Section 6. DISPOSITION OF ASSETS ATTRIBUTABLE TO
FINANCING SYSTEM MEMBERS.

The Board may convey, sell, or otherwise dispose of any
properties of the Board attributable to a Member of the
Financing System provided:

(a) Ordinary Course. Such conveyance, sale, or
disposition shall be in the ordinary course of business
of a Member of the Financing System which uses, operates,
owns, or is otherwise responsible for such properties;
or

(b) Disposition Upon Board Determination. The Board

shall determine that after the conveyance, sale, or other
disposition of such properties, the Board shall have
sufficient funds during each Fiscal Year during which
Parity Debt is to be Outstanding to meet the financial
obligations of The University of Texas System, including

6
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sufficient Pledged Revenues to satisfy the Annual Debt
Service Requirements of the Financing System and to meet
all financial obligations of the Board relating to the
Financing Systemn.

Section 7. COMBINATION, DIVISION, RELEASE, AND ADMISSION
OF FINANCING SYSTEM MEMBERS. (a) Combination and Division.
Notwithstanding anything to the contrary contained herein, it
is recognized that certain Members or institutions which may
be made Members of the Financing System may be combined or
divided and that so 1long as such combined or divided
institutions continue to be governed by the Board such action
shall not be in violation of the provisions of this Resolution
or require any amendments of the provisions hereof.

(b) Release. Subject to the conditions set forth below,
any Member or portion thereof may be closed and abandoned by
law or may be removed from the Financing System (thus deleting
the revenues, income, funds, and balances attributable to said
Member or portion thereof from Pledged Revenues) without
violating the terms of this Resolution provided:

(1) the Board approves an Officers' Certificate to
the effect that, to the best of his knowledge, after the
release of the Member or portion thereof, the Board will
have sufficient funds during each Fiscal Year in which
Parity Debt shall thereafter be Outstanding to meet the
financial obligations of The University of Texas Systen,
including sufficient Pledged Revenues to satisfy the
Annual Debt Service Requirements of the Financing System
and to meet all financial obligations of the Board
relating to the Financing System; and

(2) a U.T. System Representative shall have
delivered to the Board an Opinion of Counsel which shall
state that such release will not affect the status for
Federal 1Income Tax purposes of interest on any
Outstanding Parity Debt and that all conditions precedent
provided in this Resolution or any Supplement relating
to such release have been complied with; and

(3) (A) if the Member or portion thereof to be
released from the Financing System is to remain under the
governance and control of the Board of The University of
Texas System, the Board must either (i) provide, from
lawfully available funds, including Pledged Revenues
attributable to said withdrawing Member, for the payment
or discharge of said Member's Direct Obligation; or
(ii) pledge to the payment of Parity Debt, additional
resources not then pledged in an amount sufficient to
satisfy such withdrawing Member's Direct Obligation; or

(B) if the Member or portion thereof to be released
from the Financing System is to no longer be under the
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governance and control of the Board of The University of
Texas System, the Board must enter into a binding
obligation with the new governing body of the withdrawing
institution or the portion thereof being withdrawn,
obligating said governing body to make payments to the
Board at the times and in the amounts equal to said
Member's Annual Obligation or to pay or discharge said
Member's Direct Obligation, or, in the case of a portion
of a Member being withdrawn, the proportion of the
Member's Annual Obligation or Direct Obligation, as the
case may be, attributable to the withdrawing portion of
the Member.

(c) Admission of Members. If, after the date of the
adoption of this Resolution, the Board desires for a component
of The University of Texas System to become a Member of the
Financing System, it may include said institution in the
Financing System with the effect set forth in this Resolution
by the adoption of a Supplement to this Resolution.

Section 8. WAIVER OF CERTAIN COVENANTS. The Board may
omit in any particular instance to comply with any covenant
or condition set forth in Sections 3 through 7 hereof if
before or after the time for such compliance the Holders of
the same percentage in principal amount of all Parity Debt
then Outstanding, the consent of which would be required to
amend the provisions hereof to permit such noncompliance,
shall either waive such compliance in such instance or
generally waive compliance with such covenant or condition,
but no such waiver shall extend to or affect such covenant or
condition except to the extent so expressly waived and, until
such waiver shall become effective, the obligations of the
Board and the duties of the Board in respect of any such
covenant or condition shall remain in full force and effect.

Section 9. INDIVIDUALS NOT LIABLE. All covenants,
stipulations, obligations, and agreements of the Board
contained in this Resolution and any Supplement shall be
deemed to be covenants, stipulations, obligations, and
agreements of the Financing System and the Board to the full
extent authorized or permitted by the Constitution and laws
of the State of Texas. No covenant, stipulation, obligation,
or agreement herein contained shall be deemed to be a
covenant, stipulation, obligation, or agreement of any member
of the Board or agent or employee of the Board in his
individual capacity and neither the members of the Board nor
any officer thereof shall be liable personally on Parity Debt
when issued, or be subject to any personal liability or
accountability by reason of the issuance thereof.

Section 10. SPECIAL OBLIGATIONS; ABSOLUTE OBLIGATION TO
PAY PARITY DEBT. All Parity Debt and the interest thereon

shall constitute special obligations of the Board payable from
the Pledged Revenues, and the owners thereof shall never have
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the right to demand payment out of funds raised or to be
raised by taxation, or from any source other than specified
in this Resolution or any Supplement. The obligation of the
Board to pay or cause to be paid the amounts payable under
this Resolution and each Supplement out of the Pledged
Revenues shall be absolute, irrevocable, complete, and
unconditional, and the amount, manner, and time of payment of
such amounts shall not be decreased, abated, rebated, setoff,
reduced, abrogated, waived, diminished, or otherwise modified
in any manner or to any extent whatsoever, regardless of any
right of setoff, recoupment, or counterclaim that the Board
might otherwise have against any owner or any other party and
regardless of any contingency, force majeure, event, or cause
whatsoever and notwithstanding any circumstance or occurrence
that may arise or take place before, during, or after the
issuance of Parity Debt while any Parity Debt is Outstanding.

Section 11. REMEDIES. Any owner of Parity Debt in the
event of default in connection with any covenant contained
herein or in any Supplement, or default in the payment of said
obligations, or of any interest due thereon, or other costs
and expenses related thereto, may require the Board, its
officials and employees, and any appropriate official of the
State of Texas, to carry out, respect, or enforce the
covenants and obligations of this Resolution or any
Supplement, by all legal and equitable means, including
specifically, but without limitation, the use and filing of
mandamus proceedings in any court of competent jurisdiction
against the Board, its officials and employees, or any
appropriate official of the State of Texas.

Section 12. DEFEASANCE OF BONDS. (a) Deemed Paid. Any
Parity Debt and the interest thereon shall be deemed to be
paid, retired, and no longer Outstanding (a "Defeased Debt")
within the meaning of this Resolution, except to the extent
provided in subsection (d) of this Section, when the payment
of all principal and interest payable with respect to such
Parity Debt to the due date or dates thereof (whether such due
date or dates be by reason of maturity, upon redemption, or
otherwise) either (i) shall have been made or caused to be
made in accordance with the terms thereof (including the
giving of any required notice of redemption or provision for
the giving of same having been made) or (ii) shall have been
provided for on or before such due date by irrevocably
depositing with or making available to the Paying Agent for
such Parity Debt for such payment (1) lawful money of the
United States of America sufficient to make such payment,
(2) noncallable Government Obligations which mature as to
principal and interest in such amounts and at such times as
will insure the availability, without reinvestment, of
sufficient money to provide for such payment, or (3) any"
combination of (1) and (2) above, and when proper arrangements
have been made by the Board with each such Paying Agent for
the payment of its services until after all Defeased Debt
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shall have become due and payable. At such time as Parity
Debt shall be deemed to be Defeased Debt hereunder, as
aforesaid, such Parity Debt and the interest thereon shall no
longer be secured by, payable from, or entitled to the
benefits of, the Pledged Revenues, and such principal and
interest shall be payable solely from such money or Government
Obligations, and shall not be regarded as Outstanding for any
purposes other than payment, transfer, and exchange.

(b) Investments. Any money so deposited with or made
available to a Paying Agent may at the written direction of
the Board also be invested in Government Obligations maturing
in the amounts and times as hereinbefore set forth, and all
income from such Government Obligations received by the Paying
Agent which is not required for the payment of the Parity Debt
and interest thereon, with respect to which such money has
been so deposited, shall be turned over to the Board, or
deposited as directed in writing by the Board.

(c) Government Obligations. The term "Government

Obligations" as used in this Section, shall mean direct
obligations of the United States of America, including
obligations the principal of and interest on which are
unconditionally guaranteed by the United States of America,
which may be United States Treasury obligations such as its
State and Local Government Series, which may be in book-entry
form.

(d) continui ayi ent egistrar. Until
all Defeased Debt shall have become due and payable, the
Paying Agent and Registrar for such Defeased Debt shall
perform the services of Paying Agent and Registrar for such
Defeased Debt the same as if they had not been defeased, and
the Board shall make proper arrangements to provide and pay
for such services.

Section 13. AMENDMENT OF RESOLUTION. (a) Amendment
Without Consent. This Resolution and any Supplement and the
rights and obligations of the Board and of the owners of the
Outstanding Parity Debt may be modified or amended at any time
without notice to or the consent of any owners of the
Outstanding Parity Debt, but only to the extent permitted by
law, and subject to the conditions set forth in each
Supplement relating to a series or issue of Parity Debt.

(b) Anme ents With Consent. The owners of Parity Debt
aggregating 51% in Outstanding Principal Amount shall have the
right from time to time to approve any other amendment to this
Resolution or any Supplement which may be deemed necessary or
desirable by the Board, provided, however, that nothing herein
contained shall permit or be construed to permit, without the
approval of the owners of all of the Outstanding Parity Debt,
the amendment of the terms and conditions in the Resolution
or any Supplement or in the Parity Debt so as to:
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(1) Make any change in the maturity of the Outstanding
Parity Debt;

(2) Reduce the rate of interest borne by Outstanding
Parity Debt;

(3) Reduce the amount of the principal payable on
Outstanding Parity Debt:;

(4) Modify the terms of payment of principal of or
interest on the Outstanding Parity Debt, or impose
any conditions with respect to such payment;

(5) Affect the rights of the owners of less than all
Parity Debt then Outstanding; or

(6) Change the minimum percentage of the Outstanding
Principal Amount necessary for consent to such
amendment.

(c) Notice. 1If at any time the Board shall desire to
amend this Resolution or a Supplement under this Section, the
Board shall cause notice of the proposed amendment to be
published in a financial newspaper or journal of general
circulation in The City of New York, New York, once during
each calendar week for at least two successive calendar weeks.
Such notice shall briefly set forth the nature of the proposed
amendment and shall state that a copy thereof is on file at
the principal office of each Registrar for the Parity Debt for
inspection by all owners of Parity Debt. Such publication is
not required, however, if notice in writing, by certified
mail, is given to each owner of Parity Debt.

(d) Receipt of Consents. Whenever at any time not less
than thirty days, and within one year, from the date of the
first publication of said notice or other service of written
notice of the proposed amendment the Board shall receive an
instrument or instruments executed by all of the owners or the
owners of at least 51% in Outstanding Principal Amount, as
appropriate, which instrument or instruments shall refer to
the proposed amendment described in said notice and which
specifically consent to and approve such amendment in
substantially the form of the copy thereof on file as
aforesaid, the Board may adopt the amendatory resolution in
substantially the same form.

(e) Effect of Amendments. Upon the adoption of any
amendatory resolution pursuant to the provisions of this
Section, the Resolution or Supplement being amended shall be
deemed to be amended in accordance with the amendatory
resolution, and the respective rights, duties, and obligations
of the Board and all the owners of then Outstanding Parity
Debt and all future Parity Debt shall thereafter be
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determined, exercised, and enforced hereunder, subject in all
respects to such amendment.

(f) Consent Irrevocable. Any consent given by the owner
of Parity Debt pursuant to the provisions of this Section
shall be irrevocable for a period of six months from the date
of the first publication or other service of the notice
provided for in this Section, and shall be conclusive and
binding upon all future owners of the same Parity Debt during
such period. Such consent may be revoked at any time after
six months from the date of the first publication of such
notice by the owner who gave such consent, or by a successor
in title, by filing notice thereof with the Registrar for such
Parity Debt and the Issuer, but such revocation shall not be
effective if the owners of 51% in Outstanding Principal
Amount, prior to the attempted revocation, consented to and
approved the amendment.

(g) Ownership. For the purpose of this Section, the
ownership and other matters relating to all Parity Debt shall
be determined from the registration books kept for such Parity
Debt by the Registrar therefor.
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EXHIBIT "aA"

DEFINITIONS

, As used in this Resolution the following terms and
expressions shall have the meanings set forth below, unless
the text hereof specifically indicates otherwise:

"Annual Debt Service Requirements" means, for any Fiscal
Year, the principal of and interest on all Parity Debt coming
due at Maturity or Stated Maturity (or that could come due on
demand of the owner thereof other than by acceleration or
other demand conditioned upon default by the Board on such
Debt, or be payable in respect of any required purchase of
such Debt by the Board) in such Fiscal Year, and, for such
purposes, any one or more of the following rules shall apply
at the election of the Board:

(1) ommit ake . If the Board has entered
into a Credit Agreement constituting a binding
commitments within normal commercial practice, from any
bank, savings and loan association, insurance company,
or similar institution to discharge any of its Funded
Debt at its Stated Maturity (or, if due on demand, at any
date on which demand may be made)or to purchase any of
its Funded Debt at any date on which such Debt is subject
to required purchase, all under arrangements whereby the
Board's obligation to repay the amounts advanced for such
discharge or purchase constitutes Funded Debt, then the
portion of the Funded Debt committed to be discharged or
purchased shall be excluded from such calculation and the
principal of and interest on the Funded Debt incurred for
such discharging or purchase that would be due in the
Fiscal Year for which the calculation is being made, if
incurred at the Stated Maturity or purchase date of the
Funded Debt to be discharged or purchased, shall be
added;

(2) Balloon Debt. If the principal (including the
accretion of interest resulting from original issue
discount or compounding of interest) of any series or
issue of Funded Debt due (or payable in respect of any
required purchase of such Funded Debt by the Board) in
any Fiscal Year either is equal to at least 25% of the
total principal (including the accretion of interest
resulting from original issue discount or compounding of
interest) of such Funded Debt or exceeds by more than 50%
the greatest amount of principal of such series or issue
of Funded Debt due in any preceding or succeeding Fiscal
Year (such principal due in such Fiscal Year for such
series or issue of Funded Debt being referred to herein
as "Balloon Debt"), the amount of principal of such
Balloon Debt taken into account during any Fiscal Year
shall be equal to the debt service calculated using the
original principal amount of such Balloon Debt amortized
over the Term of Issue on a level debt service basis at
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an assumed interest rate equal to the rate borne by such
Balloon Debt on the date of calculation;

(3) Consent Sinking Fund. In the case of Balloon
Debt (as defined in clause (2) above), if an U. T. System
Representative shall deliver to the Board an Officer's
Certificate providing for the retirement of (and the
instrument creating such Balloon Debt shall permit the
retirement of), or for the accumulation of a sinking fund
for (and the instrument creating such Balloon Debt shall
permit the accumulation of a sinking fund for), such
Balloon Debt according to a fixed schedule stated in such
Officer's Certificate ending on or before the Fiscal Year
in which such principal (and premium, if any) is due,
then the principal of (and, in the case of retirement,
or to the extent provided for by the sinking fund
accumulation, the premium, if any, and interest and other
debt service charges on) such Balloon Debt shall be
computed as if the same were due in accordance with such
schedule, provided that this clause (3) shall apply only
to Balloon Debt for which the installments previously
scheduled have been paid or deposited to the sinking fund
established with respect to such Debt on or before the
times required by such schedule; and provided further
that this clause (3) shall not apply where the Board has
elected to apply the rule set forth in clause (2) above;

(4) Prepaid Debt. Principal of and interest on
Parity Debt, or portions thereof, shall not be included
in the computation of the Annual Debt Service
Requirements for any Fiscal Year for which such principal
or interest are payable from funds on deposit or set
aside in trust for the payment thereof at the time of
such calculations (including without limitation
capitalized interest and accrued interest so deposited
or set aside in trust) with a financial institution
acting as fiduciary with respect to the payment of such
Debt;

(5) Variable Rate. As to any Parity Debt that
bears interest at a variable interest rate which cannot

be ascertained at the time of calculation of the Annual
Debt Service Requirement then, at the option of the
Board, either (1) an interest rate equal to the average
rate borne by such Parity Debt (or by comparable debt in
the event that such Parity Debt has not been outstanding
during the preceding 24 months) for any 24 month period
ending within 30 days prior to the date of calculation,
or (2) an interest rate equal to the 30-year Tax-Exempt
Revenue Bond Index (as most recently published in The
Bond Buyver), shall be presumed to apply for all future
dates, unless such index is no longer published in The
Bond Buyer, in which case an index of tax-exempt revenue
bonds with maturities of at least 20 years which is
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published in a newspaper or Jjournal with national
circulation may be used for this purpose:;

(6) Guarantees. 1In the case of any guarantee, as
described in clause (3) of the definition of Debt, no
obligation will be counted if the Board does not
anticipate in its annual budget that it will make any
payments on the guarantee. If, however, the Board is
making payments on a guarantee or anticipates doing so
in its annual budget, such obligation shall be treated
as Parity Debt and calculations of annual debt service
requirements with respect to such guarantee shall be made
assuming that the Board will make all additional payments
due under the guaranteed obligation. If the entity whose
obligation is guaranteed cures all defaults and the Board
no longer anticipates making payments wunder the
guarantee, the guaranteed obligations shall not be
included in the calculation of Annual Debt Service
Requirements; and

(7) Commercial Paper. With respect to any Parity
Debt issued in the form of commercial paper with
maturities not exceeding 270 days, the interest on such
Parity Debt shall be calculated in the manner provided
in clause (5) of this definition and the maturity
schedule shall be calculated in the manner provided in
clause (2) of this definition.

"Annual Direct Obligation" means the amount budgeted each
Fiscal Year by the Board with respect to each Financing System
Member to satisfy the Member's proportion of debt service
(calculated based on the Member's Direct Obligation) due by
the Board in such Fiscal Year on Outstanding Parity Debt.

"Annual Obligation" means, with respect to each Member
and for each Fiscal Year, the Member's Annual Direct
Obligation plus the amount budgeted by the Board for such
Fiscal Year to allow the Member to retire its obligation for
intra-System advances made to it to satisfy part or all of a
previous Annual Direct Obligation payment.

"Board" and "Issuer" mean the Board of Regents of The
University of Texas System or any successor thereto.

"Credit Agreement" means, collectively, a loan agreement,
revolving credit agreement, agreement establishing a line of
credit, letter of credit, reimbursement agreement, insurance
contract, commitments to purchase Parity Debt, purchase or
sale agreements or commitments or other contracts or
agreements authorized, recognized and approved by the Board
as a Credit Agreement in connection with the authorization,

issuance, security, or payment of Parity Debt and on a parity
therewith.
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"Debt" of the Board payable from Pledged Revenues means

all:

(1) indebtedness incurred or assumed by the Board
for borrowed money (including indebtedness arising under
Credit Agreements) or for the acquisition, construction
or improvement of property other than goods or services
that are acquired in the ordinary course of business of
the Board;

(2) lease obligations of the Board that, in
accordance with generally accepted accounting principles,
are shown on the liability side of a balance sheet:;

(3) Credit Agreements and all other indebtedness
(other than indebtedness otherwise treated as Debt
hereunder) for borrowed money or for the acquisition,
construction or improvement of property or capitalized
lease obligations that is guaranteed, directly or
indirectly, in any manner by the Board, or that is in
effect guaranteed, directly or indirectly, by the Board
through an agreement, contingent or otherwise, to
purchase any such indebtedness or to advance or supply
funds for the payment or purchase of any such
indebtedness or to purchase property or services
primarily for the purpose of enabling the debtor or
seller to make payment of such indebtedness, or to assure
the owner of the indebtedness against loss, or to supply
funds to or in any other manner invest in the debtor
(including any agreement to pay for property or services
irrespective of whether or not such property is delivered
or such services are rendered), or otherwise; and

(4) all indebtedness secured by any mortgage, lien,
charge, encumbrance, pledge or other security interest
upon property owned by the Board whether or not the Board
has assumed or become liable for the payment thereof;

For the purpose of determining the "Debt" of the Board, there
shall be excluded any particular Debt if, upon or prior to the
Maturity thereof, there shall have been deposited with the
proper depository (a) in trust the necessary funds (or
investments that will provide sufficient funds, if permitted
by the instrument creating such Debt) for the payment,
redemption or satisfaction of such Debt or (b) evidence of
such Debt deposited for cancellation; and thereafter it shall
not be considered Debt. No item shall be considered Debt
unless such item constitutes indebtedness under generally
accepted accounting principles applied on a basis consistent
with the financial statements of The University of Texas
System in prior Fiscal Years.
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"Direct Obligation" means the proportionate share of
outstanding Parity Debt attributable to and the responsibility
of each respective Financing System Member.

"Financing System Member" or "Member" means each of the
institutions currently constituting components of The
University of Texas System and such institutions hereafter
designated by the Board to be a Member of the Financing
System.

"Fiscal Year" means the fiscal year of the Board which
currently ends on August 31 of each year.

"Funded Debt" of the Financing System means all Parity
Debt created, assumed, or guaranteed by the Board and payable
from Pledged Revenues that matures by its terms (in the
absence of the exercise of any earlier right of demand), or
is renewable at the option of the Board to a date, more than
one year after the original creation, assumption, or guarantee
of such Debt by the Board. ‘

"Health Institutions" means The University of Texas
Southwestern Medical Center at Dallas, The University of Texas
Medical Branch at Galveston, The University of Texas Health
Science Center at Houston, The University of Texas Health
Science Center at San Antonio, The University of Texas M.D.
Anderson Cancer Center, The University of Texas Health Center
at Tyler, and any other health institutions which become part
of The University of Texas System and are made a part of the
Financing System subsequent to the date of adoption of this
Resolution by the Board.

"Holder" or "Bondholder™ or "owner" means the registered
owner of any Parity Debt registered as to ownership and the
holder of any Parity Debt payable to bearer.

"Maturity" when used with respect to any Debt means the
date on which the principal of such Debt or any installment
thereof becomes due and payable as therein provided, whether
at the Stated Maturity thereof or by declaration of
acceleration, call for redemption, or otherwise.

"Non-Recourse Debt" means any Debt secured by a lien
(other than a lien on Pledged Revenues), liability for which
is effectively limited to the property subject to such lien
with no recourse, directly or indirectly, to any other
property of the Board attributable to the System, provided
that such Debt is being incurred in connection with the
acquisition of property only, which property is not, at the
time of such incurrance, owned by the Board and being used in
the operations of a Member. :

"Officer's Certificate" means a certificate signed by a
U.T. System Representative.
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"Opinion of Counsel" means a written opinion of counsel
which shall be acceptable to the Board.

"Outstanding" when used with respect to Parity Debt
means, as of the date of determination, all Parity Debt
theretofore delivered under this Resolution or any Supplement,
except:

(1) Parity Debt theretofore cancelled and delivered
to the Board or delivered to the Paying Agent or the
Registrar for cancellation;

(2) Parity Debt deemed paid pursuant to the
provisions of Section 12 of this Resolution or any
comparable section of any Supplement;

(3) Parity Debt upon transfer of or in exchange for
and in 1lieu of which other Parity Debt has been
authenticated and delivered pursuant to this Resolution
or any Supplement; and

(4) Parity Debt under which the obligations of the
Board have been released, discharged or extlngulshed in
accordance with the terms thereof;

provided, that, unless the same is acquired for purposes of
cancellation, Parity Debt owned by the Board shall be deemed
to be Outstanding as though it was owned by any other owner.

"outstanding Principal Amount" means the outstanding and
unpaid principal amount of Parity Debt paying interest on a
current basis and the outstanding and unpaid principal and
compounded interest on Parity Debt paying accrued and
compounded interest only at maturity.

"Pan American University Bonds" means the Board of
Regents of Pan American College Utility Plant Student Fee
Revenue Bonds, Series 1968 and Student Fee Revenue Bonds
Series 1969 and the Board of Regents of Pan American
University Combined Fee Revenue Bonds, Series 1971 and
Auxiliary Enterprise System Revenue Bonds, Series 1968A,
1968B, 1968C, 1968D, 1973 and 1977.

"Parity Debt" means all Debt of the Board which may be
issued or assumed in accordance with the terms of this
Resolution and a Supplement, secured by a pledge of the
Pledged Revenues subject only to the liens securing Prior
Encumbered Obligations.

"PaYing Agent" shall mean each entity designated in a
Supplement as the place of payment of a series or issue of
Parity Debt.
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"Pledged General Fee" means the gross collections of a
student use fee to be fixed, charged, and collected pursuant
to Section 55.16, Texas Education Code from the students
(excepting, with respect to each series or issue of Parity
Debt, any student in a category which, at the time of the
adoption of the Supplement relating to such Parity Debt, is
exempt by law from paying fees) regularly enrolled at the
institutions and branches thereof now or hereafter
constituting a Member of the Financing System, respectively,
for the general use and availability of such institutions or
branches thereof, respectively, in the manner and amounts, at
the times, and to the extent provided in this Resolution, and
including, subject to the provisions of the Prior Encumbered
Obligations, the Prior Encumbered General Fee.

"Pledged Practice Plan Funds" means that portion of the
Practice Plan income and fund balances of a Member (or an
institution which becomes a Member after the date of adoption
of this Resolution) which has been pledged to the payment of
Parity Debt by the Board by the adoption of a Supplement;
provided, however, that any such pledge may be limited in any
manner, extent or duration as provided in the Supplement.

"Pledged Revenues" means, subject to the provisions of
the Prior Encumbered Obligations, collectively (i) the Pledged
Tuition Fee, (ii) the Pledged General Fee, (iii) the Pledged
Practice Plan Funds, and (iv) any or all of the revenues,
funds, and balances now or hereafter lawfully available to the
Board and derived from or attributable to any Member of the
Financing System which are lawfully available to the Board for
payments on Parity Debt; provided, however, that the following
shall not be included in Pledged Revenues unless and to the
extent set forth in a Supplement: (a) the interest of The
University of Texas System in the Available University Fund
under Article 7, Section 18 of the Constitution of the State
of Texas, including the income therefrom and any fund balances
relating thereto; (b) amounts received on behalf of any Member
under Article 7, Section 17 of the Constitution of the State
of Texas, including the income therefrom and any fund balances
relating thereto; (c) except to the extent so appropriated,
general revenue funds appropriated to the Board by the
Legislature of the State of Texas; and (d) Practice Plan
income of any Member, including the income therefrom and any
fund balances relating thereto not included in Pledged
Practice Plan Funds.

"Pledged Tuition Fee" means, as authorized Dby
Section 55.17, Texas Education Code, the following specified
amounts (or such increased amounts as hereafter authorized by
law) out of the tuition charges now or hereafter required or
permitted by law to be imposed on each tuition paying student
enrolled at each and every institution or branch thereof now
or hereafter constituting a Member of the Financing System,
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(excepting the Health Institutions until and unless the Board
authorizes the pledge of such tuition charges at any such
institution to the payment of Parity Debt) and including,
subject to the provisions of the Prior Encumbered Obligations,
the Prior Encumbered Tuition Fees, respectively:

$5.00 from each enrolled student for each regular
semester and $2.50 from each enrolled student for
each summer term of each summer session.

"Practice Plan" means any agreement entered into by and
between a Member and faculty appointees of that Member that:
(a) assigns to the Member patient fees collected for
professional services rendered by the appointee and
(b) regulates the collection and expenditure of such patient
fees. Practice Plan also includes such agreements existing
between an institution which becomes a Member after the date
of the adoption of this Resolution and such institution's
faculty. :

"Prior Encumbered General Fee" means the Pledged General
Fee securing Prior Encumbered Obligations and that portion of
the student use fee charged and collected at an institution
which becomes a Member of the Financing System after the date
of adoption of this Resolution and which are pledged to the
payment of bonds or other obligations outstanding on the date
such institution becomes a Member of the Financing System.

"Prior Encumbered Obligations" means the Series 1986
Bonds, the Subordinate Lien Notes, the M.D. Anderson Hospital
and Tumor Institute at Houston Endowment and Hospital Revenue
Bonds, Series 1972 and 1976, the M.D. Anderson Hospital
Revenue Subordinate Lien Bonds, Series 1976, the Pan American
University Bonds and those bonds or other obligations of an
institution outstanding on the date it becomes a Member of the
Financing System and which are secured by a lien on and pledge
of the Prior Encumbered General Fee, the Prior Encumbered
Revenues, the Prior Encumbered Tuition Fee and/or the Prior
Encumbered Practice Plan Funds charged and collected at such
institution and all existing obligations of the Board secured
by a lien on a portion of the Pledged Revenues which is
superior to the lien established by this Resolution on behalf
of Parity Debt.

"Prior Encumbered Practice Plan Funds" means the Pledged
Practice Plan Funds which are pledged to the payment of bonds
or other obligations of an institution which becomes a Member
of the Financing System after the date of adoption of this
Resolution.

"Prior Encumbered Revenues" means the revenues pledged-
to the payment of Prior Encumbered Obligations and the

revenues of any revenue producing system or facility of an
institution which hereafter becomes a Member of the Financing
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System and which are pledged to the payment of bonds or other
obligations outstanding on the date such institution becomes
a Member of the Financing System.

"Prior Encumbered Tuition Fee" means the Pledged Tuition
Fee securing Prior Encumbered Obligations and that portion of
the tuition charges in the maximum amount permitted in the
definition of Pledged Tuition Fee charged and collected at an
institution which becomes a Member of the Financing System
after the date of adoption of this Resolution and which are
pledged to the payment of bonds or other obligations
outstanding on the date such institution becomes a Member of
the Financing System.

"Registrar" shall mean the entity designated in a
Supplement as the Registrar of a series or issue of Parity
Debt.

"Resolution" means this Master Resolution establishing
the Financing System.

"Series 1986 Bonds" means the Outstanding Board of
Regents of The University of Texas System General Revenue
Refunding Bonds, Series 1986, originally issued in the
aggregate principal amount of $222,040,000.

"Stated Maturity" when used with respect to any Debt or
any installment of interest thereon means any date specified
in the instrument evidencing or authorizing such Debt or such
installment of interest as a fixed date on which the principal
of such Debt or any installment thereof or the fixed date on
which such installment of interest is due and payable.

"Subordinated Debt" means any Debt which expressly
provides that all payments thereon shall be subordinated to
the timely payment of all Parity Debt then Outstanding or
subsequently issued.

"Subordinate Lien Notes" means The University of Texas
System General Revenue Subordinate Lien Notes Series 1987a,
1988A, 1988B, 1989A, 1989B, 1989C, and 1990A.

"Supplement" or "Supplemental Resolution" means a
resolution supplemental to, and authorized and executed
pursuant to the terms of, this Resolution.

"Term of Issue" means with respect to any Balloon Debt
a period of time equal to the greater of (i) the period of
time commencing on the date of issuance of such Balloon Debt
and ending on the final maturity date of such Balloon Debt or
the maximum maturity date in the case of commercial paper or
(ii) twenty-five years.
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"The University of Texas System" means and includes each
of the following existing and operating institutions,
respectively:

The University of Texas at Arlington:

The University of Texas at Austin;

The University of Texas at Dallas;

The University of Texas at E1l Paso;

The University of Texas -~ Pan American;

The University of Texas of the Permian Basin;

The University of Texas at San Antonio;

The University of Texas at Tyler:;

The University of Texas Southwestern Medical Center at
Dallas;

The University of Texas Medical Branch at Galveston;

The University of Texas Health Science Center at Houston:;

The University of Texas Health Science Center at San
Antonio;

The University of Texas M.D. Anderson Cancer Center; and

The University of Texas Health Center at Tyler

together with every other institution or branch thereof now
or hereafter operated by or under the jurisdiction of the
Board pursuant to law.

"The University of Texas System Revenue Financing System"
or "Financing System" or "System" means 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 initially consisting of the
present components of The University of Texas Systen.

"U.T. System Representative" means one or more of the
following officers or employees of The University of Texas
System, to-wit: the Chancellor, any Executive Vice
Chancellor, the General Counsel, the Executive
Director--Endowment Management and Administration, the
Executive Director of Finance, the Manager--Finance, the
Comptroller, or such other officer or employee of The
University of Texas System, authorized by the Board to act as
a U.T. System Representative.
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FIRST SUPPLEMENTAL RESOLUTION ESTABLISHING AN INTERIM FINANCING
PROGRAM; APPROVING AND AUTHORIZING THE ISSUANCE OF MASTER
RESOLUTION PARITY DEBT IN AN AGGREGATE PRINCIPAL AMOUNT AT ANY
ONE TIME OUTSTANDING OF NOT TO EXCEED $100,000,000 (EXCEPT FOR A
PROMISSORY NOTE WHICH MAY BE IN THE PRINCIPAL AMOUNT AT ANY ONE
TIME OUTSTANDING OF NOT TO EXCEED $108,000,000) TO PROVIDE INTERIM
FINANCING TO PAY PROJECT COSTS FOR ELIGIBLE PROJECTS; AUTHORIZING
SUCH OBLIGATIONS TO BE ISSUED, SOLD, AND DELIVERED IN VARIOUS FORMS,
INCLUDING COMMERCIAL PAPER NOTES, VARIABLE RATE NOTES, AND A
PROMISSORY NOTE, AND PRESCRIBING THE TERMS, FEATURES, AND
CHARACTERISTICS OF SUCH INSTRUMENTS; APPROVING AND AUTHORIZING
CERTAIN AUTHORIZED OFFICERS AND EMPLOYEES TO ACT ON BEHALF OF THE
BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM IN THE SELLING
AND DELIVERY OF SUCH OBLIGATIONS, WITHIN THE LIMITATIONS AND
PROCEDURES SPECIFIED HEREIN; MAKING CERTAIN COVENANTS AND
AGREEMENTS IN CONNECTION THEREWITH; RESOLVING OTHER MATTERS
INCIDENT AND RELATED TO THE ISSUANCE, SALE, SECURITY, AND DELIVERY
OF SUCH OBLIGATIONS, INCLUDING THE APPROVAL OF AN ISSUING AND
PAYING AGENT/REGISTRAR AGREEMENT, CREDIT AGREEMENT, OFFERING
MEMORANDUM, AND DEALER AGREEMENT; AND PROVIDING AN EFFECTIVE
DATE.

WHEREAS, the Board of Regents (the "Board") of The University of Texas System heretofore
has authorized, issued, and delivered the following described Series of bonds and notes:

Board of Regents of The University of Texas System General Revenue Refunding Bonds, Series
1986 (the "Series 1986 Bonds");

Board of Regents of The University of Texas System General Revenue Subordinate Lien Notes,
Series 1988A

Board of Regents of The University of Texas System General Revenue Subordinate Lien Notes,
Series 1988B

Board of Regents of The University of Texas System General Revenue Subordinate Lien Notes,
Series 1989A

Board of Regents of The University of Texas System General Revenue Subordinate Lien Notes,
Series 1989B

Board of Regents of The University of Texas System General Revenue Subordinate Lien Notes,
Series 1989C

Board of Regents of the University of Texas System General Revenue Subordinate Lien Notes,
Series 1990A (the foregoing series of Notes are collectively, the "Subordinate Lien Notes"); and

WHEREAS, there are currently outstanding the following series of bonds which were issued

for the benefit of an institution which has become a component of The University of Texas System,
to-wit:

Board of Regents of Pan American College Utility Plant Student Fee Revenue Bonds, Series
1968

Board of Regents of Pan American College Student Fee Revenue Bonds, Series 1969
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Board of Regents of Pan American University Combined Fee Revenue Bonds, Series 1971

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1968A

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1968B

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1968C

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1968D

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1973

Board of Regents of Pan American University Auxiliary Enterprise System Revenue Bonds,
Series 1977 (the foregoing series of bonds issued for the benefit of Pan American College or
University are collectively, the "Pan American Bonds®");

M.D. Anderson Hospital and Tumor Institute at Houston Endowment and Hospital Revenue
Bonds, Series 1972

M.D. Anderson Hospital and Tumor Institute at Houston Endowment and Hospital Revenue
Bonds, Series 1976

M.D. Anderson Hospital Revenue Subordinate Lien Bonds, Series 1976 (the foregoing series
of bonds issued for the benefit of M.D. Anderson Hospital and Tumor Institute are collectively,
the "M.D. Anderson Bonds"); and

WHEREAS, the Series 1986 Bonds, the Subordinate Lien Notes, the Pan American Bonds and
the M.D. Anderson Bonds are now outstanding; and

WHEREAS, the Board, through the authorization of the Series 1986 Bonds, established a
System-wide financing structure combining all of its institutions and branches under one revenue
financing system; and

WHEREAS, it is has been deemed necessary and desirable to establish a new System-wide
financing structure for revenue supported indebtedness which will provide reduced costs and
increased borrowing capacity to the components of the System, additional security to the credit
markets, and greater financial flexibility to the Board; and

WHEREAS, on April 12, 1990, in order to establish such new System-wide financing structure,
the Board adopted a Master Resolution Establishing The University of Texas System Revenue
Financing System (referred to herein as the "Resolution”); and

WHEREAS, the Board has adopted this First Suppiement in accordance with provisions of the
Resolution; and

WHEREAS, the notes to be issued hereunder shall be junior and subordinate to the Prior
Encumbered Obligations with respect to certain revenues pledged to their payment; and
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WHEREAS, the Board hereby determines to issue notes pursuant to the provisions of the
Resolution, Article 717q, V.A.T.C.S., as amended ("Article 717q"), and Chapter 55 of the Texas
Education Code, as amended, to provide interim financing for Eligible Projects (hereinafter defined);
and ‘

WHEREAS, the Board hereby finds that the purposes for which the Board may issue such
notes constitute a "public utility," as contemplated by Article 717q; and

WHEREAS, arrangements relating to such interim financing have been settied and the Board
hereby finds and determines that the issuance of obligations, including commercial paper notes,
variable rate notes, and a promissory note, subject to the terms, conditions, and limitations
hereinafter prescribed, should be approved and authorized at this time;

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

ARTICLE I
- DEFINITIONS

Section 1.01. DEFINITIONS. In addition to the definitions set forth in the preamble of this
First Supplement, the terms used in this First Supplement and not otherwise defined shall have the
meanings given in the Resolution or in Exhibit "A" to this First Supplement attached hereto and
made a part hereof.

ARTICLE II
AUTHORIZATION OF NOTES

Section 2.01. GENERAL AUTHORIZATION. Pursuant to authority conferred by and in
accordance with the provisions of the Constitution and laws of the State of Texas, particularly the
Acts, Project Notes shall be and are hereby authorized to be issued in an aggregate principal
amount not to exceed ONE HUNDRED MILLION DOLLARS (5100,000,000) at any one time
Outstanding for the purpose of financing Project Costs of Eligible Projects and to refinance, renew,
or refund Notes, including interest thereon; and a Promissory Note shall be and is hereby
authorized to be issued in an aggregate principal amount not to exceed ONE HUNDRED EIGHT
MILLION DOLLARS ($108,000,000) at any one time Outstanding for the purpose of evidencing
Advances under the Series A Credit Agreement relating thereto; all in accordance with and subject
to the terms, conditions, and limitations contained herein and, with respect to the Promissory Note,
in the Series A Credit Agreement. For purposes of this Section 2.01, any portion of Outstanding
Notes to be paid from money on deposit in the Series A Note Payment Fund and from the
available proceeds of Parity Debt or other obligations of the Board issued on the day of calculation
shall not be considered Outstanding . The authority to issue Project Notes from time to time
under the provisions of this Supplement shall exist until the Maximum Maturity date, regardless of
whether prior to the Maximum Maturity
Date there are at any time no Project Notes Outstanding. Until such time as the "Commitment”
under the Series A Credit Agreement is increased as provided in Section 2.05 hereof, Project Notes
shall not be issued to exceed at any one time Outstanding $60,000,000 in principal amount.

Section 2.02. TERMS APPLICABLE TO NOTES - GENERAL. Subject to the limitations

contained herein, Commercial Paper Notes herein authorized shall be dated as of their date of
issuance or prior thereto, but within 30 days of the date of issuance as determined herein or as
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otherwise determined by a U.T. System Representative, and Variable Rate Notes herein authorized
shall be dated as of the date of authentication of such Variable Rate Notes (the "Note Date"), and
Project Notes shall bear no interest or bear interest at such rate or rates (either fixed, variable,
floating, adjustable, or otherwise) per annum computed either on the basis of (i) actual days elapsed
and on a 365-day year or 366-day year, as applicable, or (ii) a 360-day year composed of twelve
30-day months (but in no event to exceed the Maximum Interest Rate in effect on the date of
issuance thereof), as provided herein or otherwise as may be determined by a U.T. System
Representative, and shall mature on or prior to the Maximum Maturity Date. Subject to the
provisions of Articles III and IV, a U.T. System Representative may establish a formula, index, or
other method for establishing the interest rates.

Project Notes issued hereunder may contain terms and provisions for the redemption or
prepayment thereof prior to maturity, subject to any applicable limitations contained herein, as
provided herein or otherwise as shall be determined by a U.T. System Representative.

Subject to applicable terms, limitations, and procedures contained herein and to the provisions
of Articles III and IV, Project Notes may be sold in such manner at public or private sale and at
par or at such discount or premium (within the interest rate and yield restrictions provided herein)
as a U.T. System Representative shall approve at the time of the sale thereof; provided, however,
that if any Project Notes are sold through competitive bidding, such Project Notes shall be sold in
accordance with the procedures set forth in Section 5.01.

The Project Notes shall be issued in registered form, without coupons, provided, however,
Commercial Paper Notes may be registered to bearer. Both principal of and interest on the Project
Notes shall be payable in the manner provided in the forms of such Notes set forth in Exhibit B
to this First Supplement for Commercial Paper Notes and Variable Rate Notes, respectively.

The selection and appointment of Morgan Guaranty Trust Company of New York, New York,
New York to serve as Paying Agent/Registrar for the Project Notes is hereby confirmed and the
Board covenants and agrees to keep and maintain the Registration Books at the principal corporate
office of the Paying Agent/Registrar, all as provided herein and pursuant to such reasonable rules
and regulations as the Paying Agent/Registrar may prescribe. The Board covenants to maintain and
provide a Paying Agent/Registrar at all times while the Project Notes are Outstanding, which shall
be a national or state banking association or corporation organized and doing business under the
laws of the United States of America or of any State and authorized under such laws to exercise
trust powers. Should a change in the Paying Agent/Registrar for the Project Notes occur, the Board
agrees to promptly cause a written notice thereof to be (i) sent to each Registered Owner of the
Project Notes then Outstanding by United States Mail, first class, postage prepaid and (ii) published
in a financial newspaper or journal of general circulation in The City of New York, New York,
once during each calendar week for at least two calendar weeks, provided, however, the publication
of such notice shall not be required if notice is given to each Holder. Such notice shall give the
address of the successor Paying Agent/Registrar. A successor Paying Agent/Registrar may be
appointed without the consent of the Holders.

A copy of the Registration Books and any change thereto shall be provided to the Board by
the Paying Agent/Registrar, by means of telecommunications equipment or such other means as may
be mutually agreeable thereto, within two Business Days of the opening thereof or any change
therein, as the case may be.

The Board and the Paying Agent/Registrar méy treat the bearer (in the case of Commercial
Paper Notes so registered) or the Registered Owner of any Project Note as the absolute owner.

thereof for the purpose of receiving payment thereof and for all other purposes, and the Board and
the Paying Agent/Registrar shall not be affected by any notice or knowledge to the contrary.

4
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Section 2.03. COMMERCIAL PAPER NOTES. Under and pursuant to the authority granted.
hereby and subject to the limitations contained herein, Commercial Paper Notes to be designated
"Board of Regents of The University of Texas System Revenue Financing System Commercial Paper
Notes, Series A" are hereby authorized to be issued and sold and delivered from time to time in
such principal amounts as determined by a U.T. System Representative in denominations of any
multiple of $1,000, with 2 minimum denomination of $100,000, numbered in ascending consecutive
numerical order in the order of their issuance and to mature and become due and payable on such
dates as a U.T. System Representative shall determine at the time of sale; provided, however, that
no Commercial Paper Note shall (i) mature after the Maximum Maturity Date or (ii) have a term
in excess of 270 days.

Interest, if any, on Commercial Paper Notes shall be payable at maturity with principal.

Section 2.04. VARIABLE RATE NOTES. Under and pursuant to authority granted hereby
and subject to the limitations contained herein, Variabie Rate Notes to be designated "Board of
Regents of The University of Texas System Revenue Financing System Variable Rate Notes, Series
A", are hereby authorized to be issued, sold, and delivered from time to time in such principal
amounts as determined by a U.T. System Representative, such Variable Rate Notes to be in
denominations provided in the Form of Variable Rate Notes in Exhibit B, to be numbered in
ascending consecutive numerical order in the order of their issuance and to mature and become due
and payable on the date selected by a U.T. System Representative in accordance with this First
Supplement but not later than the Maximum Maturity Date. Variable Rate Notes shall be payable
and subject to purchase on demand of the Holder and redemption prior 10 maturity under the
terms and conditions and at the redemption price or prices as set forth in Exhibit B and Articles
III and IV or as otherwise determined by a U.T. System Representative; provided, however, any
premium associated with a redemption prior to maturity of a Variable Rate Note shall not exceed
three percent (3%) of the principal amount thereof.

Variable Rate Notes are hereby authorized to be issued bearing interest at a variable, floating,
or adjustable rate not to exceed the Maximum Interest Rate and interest thereon shall be payable
at maturity and at such intervals prior to maturity all as determined in accordance with the
provisions of Articles III and IV and in the Form of Variable Rate Notes set forth in Exhibit B
or as otherwise determined by a U.T. System Representative.

To exercise its option to redeem Variable Rate Notes, the U.T. System Representative shall
deliver notice to the Paying Agent of its intention to redeem the Variable Rate Notes, which notice
shall specify the principal amount of the Notes to be redeemed, and, if less than all of the Notes
are to be called, the Notes or portions thereof to be redeemed, (a) with respect to Variable Rate
Notes bearing interest at Flexible, Daily, Weekly, or Monthly Rates at least fifteen (15) days prior
to the proposed redemption date; and (b) with respect to Variable Rate Notes bearing interest at
Quarterly, Semiannual, or Term Rates or at a Fixed Rate at least thirty five (35) days prior to the
proposed redemption date. The Paying Agent shall cause notice of any redemption of Variable
Rate Notes to be mailed to each Registered Owner of Variable Rate Notes to be redeemed at the
respective addresses appearing in the Registration Books. If such notice shall (i) be mailed at least
ten (10) days prior to the redemption date with respect to Variable Rate Notes bearing interest at
Flexible, Daily, Weekly, or Monthly Rates and at least thirty (30) days prior to the redemption date
with respect to Variable Rate Notes bearing interest at Quarterly, Semiannual, or Term Rates or
at a Fixed Rate, (ii) identify the Variable Rate Notes to be redeemed (specifying the CUSIP
numbers (as -defined herein), if any, assigned to the Variable Rate Notes), (iii) specify the
redemption date and the redemption price, and (iv) state that (a) on the redemption date the
Variable Rate Notes called for redemption will be payable at the principal corporate trust office
of the Paying Agent, (b) from the redemption date interest will cease to accrue, and (c) no




representation is made as to the accuracy or correctness of the CUSIP numbers printed therein or
on the Variable Rate Notes, and, if due provision for the payment of the redemption price is made,
then the Variable Rate Notes which are to be redeemed thereby automatically shall be deemed to
have been redeemed prior to their scheduled maturities, and they shall not bear interest after the
redemption date, and they shall not be regarded as being Outstanding except for the right of the
Registered Owner thereof to receive the redemption price from the Paying Agent. No defect
affecting the giving of notice of redemption of any Variable Rate Notes, whether in the notice of
redemption or mailing thereof (including any failure to mail such notice) shall affect the validity
of the redemption provisions for any other Variable Rate Notes.

Section 2.05. SERIES A CREDIT AGREEMENT. The Series A Credit Agreement,
substantially in the form attached hereto as Exhibit C, is hereby approved, and shall be entered into
with the Bank. The form of Promissory Note contained in the Credit Agreement is also approved,
including the interest rate to be determined as set forth therein. A U.T. System Representative is
hereby authorized to execute and deliver the Series A Credit Agreement and any other documents
called for thereunder; and the Chairman of the Board and the Executive Secretary of the Board are
hereby authorized and directed to execute and deliver the Promissory Note and the Executive
Secretary of the Board is authorized to place the Board seal thereon. In addition, in the event that
the "Available Bank Loan Commitment" (as defined in the Series A Credit Agreement) is increased
by the Bank to enable the Board to issue and have at any one time Outstanding Project Notes in
an amount in excess of $60,000,000, but no greater than $100,000,000, the U.T. System
Representative is hereby authorized to execute and deliver an amendment, and the Executive
Secretary is authorized to place the Board seal on such amendment to the Series A Credit
Agreement evidencing such an increase in the amount of the Available Bank Loan Commitment,
without further action being taken by this Board upon (i) the approval by the General Counsel
of The University of Texas System of such amendment and (ii) the delivery to the Bank and the
Dealer of an approving opinion of Bond Counsel governing the issuance of Project Notes in excess
of 360,000,000, addressing the matters described in the first sentence of Section 6.05hereof.

Section 2.06. PROMISSORY NOTE. Under and pursuant to authority granted hereby and by
the Series A Credit Agreement and subject to the limitations contained herein and in the Series A
Credit Agreement, the Promissory Note to be designated "Board of Regents of The University of
Texas System Revenue Financing System Credit Agreement Promissory Note" is hereby authorized
to refund Outstanding Notes and interest thereon in accordance with the terms of this First
Supplement, the Series A Credit Agreement, and the form of Promissory Note set forth in Exhibit
A to the Series A Credit Agreement.

Section 2.07. FORMS OF PROJECT NOTES. The Project Notes and the Certificate of
Authentication to appear on each of the Project Notes shall be substantially in the forms set forth
in Exhibit B to this First Supplement with such appropriate insertions, omissions, substitutions, and
other variations as are permitted or required by this First Supplement and may have such letters,
numbers, or other marks of identification (including identifying numbers and letters of the
Committee on Uniform Securities Identification Procedures of the American Banks Association)
("CUSIP" numbers) and such legends and endorsements thereon as may, consistently herewith, be
approved by a U.T. System Representative. ~ Any portion of the text of any Project Notes may be
set forth on the reverse thereof, with an appropriate reference thereto on the face of the Project
Notes. The approving legal opinion of Bond Counse! and a legend relating to any insurance policy
issued with respect to the Project Notes may also be printed thereon.

The Project Notes shall be printed, lithographed, or engraved or produced in any other similar
manner, or typewritten, all as determined and approved by a U.T. System Representative.

B of R - 40ff




Section 2.08. EXECUTION - AUTHENTICATION. The Notes shall be executed on behalf
of the Board by the Chairman of the Board under its seal reproduced or impressed thereon and
attested by the Executive Secretary of the Board. The signature of said officers on the Notes may
be manual or facsimile. Notes bearing the manual or facsimile signatures of individuals who are
or were the proper officers of the Board on the date of passage of this First Supplement shall be
deemed to be duly executed on behalf of the Board, notwithstanding that such individuals or either
of them shall cease to hold such offices at the time of the initial sale and delivery of Notes
authorized to be issued hereunder and with respect to Notes delivered in subsequent sales,
exchanges and transfers, all as authorized and provided in Article 717k-6, V.A.T.C.S., as amended.

No Project Note shall be entitled to any right or benefit under this First Supplement, or be
valid or obligatory for any purpose, unless there appears on such Project Note a certificate of
authentication substantially in the applicable form provided in Exhibit B, executed by the Paying
Agent/Registrar by manual signature, and such certificate upon any Project Note shall be conclusive
evidence, and the only evidence, that such Project Note has been duly certified or registered and
delivered.

Section 2.09. NOTES MUTILATED, LOST, DESTROYED, OR STOLEN. If any Note shall
become mutilated, the Board, at the expense of the Holder of said Note, shall execute and the
Paying Agent/Registrar shall authenticate and deliver a new Note of like tenor and number in
exchange and substitution for the Note so mutilated, but only upon surrender to the Paying
Agent/Registrar of the Note so mutilated. If any Note shall be lost, destroyed, or stolen, evidence
of such loss, destruction, or theft may be submitted to the Board and the Paying Agent/Registrar
and if such evidence be satisfactory to them and indemnity satisfactory to them shall be given, the
Board, at the expense of the Holder, shall execute and the Paying Agent/Registrar shall authenti-
cate and deliver a new Note of like tenor in lieu of and in substitution for the Note so lost,
destroyed, or stolen. In the event any such Note shall have matured, the Paying Agent/Registrar,
instead of issuing a duplicate Note, may pay the same without surrender thereof after making such
requirement as it deems fit for its protection, including a lost instrument bond. Neither the Board
nor the Paying Agent/Registrar shall be required to treat both the original Note and any duplicate
Note as being Outstanding for the purpose of determining the principal amount of Notes which may
be issued hereunder, but both the original and the duplicate Note shall be treated as one and the
same. The Board and the Paying Agent may charge the Holder of such Note with their reasonable
fees and expenses for such service.

Section 2.10. NEGOTIABILITY, REGISTRATION AND EXCHANGEABILITY. The Notes
issued hereunder shall be, and shall have all of the qualities and incidents of a negotiable
instrument under the laws of the State of Texas, and each successive Holder, in accepting any of
the obligations, shall be conclusively deemed to have agreed that such Notes shall be and have all
of the qualities and incidents of a negotiable instrument under the laws of the State of Texas.

Registration Books relating to the registration, payment, and transfer or exchange of the Project
Notes shall at all times be kept and maintained by the Board at the corporate trust office of the
Registrar, and the Registrar shall obtain, record, and maintain in the Registration Books the name
and, to the extent provided by or on behalf of such Registered Owner, the address of each
Registered Owner of the Project Notes, except for Commercial Paper Notes registered to bearer,
issued under and pursuant to the provisions of this First Supplement. In addition, in accordance
with the terms of the Issuing and Paying Agent Agreement, a copy of the records reflected in the
Registration Books shall be maintained at the System office in Austin, Texas. Any Project Note
may, in accordance with its terms and the terms hereof, be transferred or exchanged for Project
Notes of like tenor and character and of other authorized denominations upon the Registration
Books by the Holder thereof in person or by his duly authorized agent, upon surrender of such
Project Note to the Registrar for cancellation, accompanied by a written instrument of transfer or
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request for exchange duly executed by the Holder thereof or by his duly authorized agent, in form
satisfactory to the Registrar.

Upon surrender for transfer of any Project Note at the corporate trust office of the Registrar,
the Registrar shall register and deliver, in the name of the designated transferee or transferees, one
or more new Project Notes, executed on behalf of and furnished by the Board, of like tenor and
character and of authorized denominations, and having the same maturity, bearing interest at the
same rate, and of a like aggregate principal amount as the Project Note or Project Notes
surrendered for transfer.

Furthermore, Project Notes may be exchanged for other Project Notes of like tenor and
character and of authorized denominations and having the same maturity, bearing the same rate of
interest, and of like aggregate principal amount as the Project Notes surrendered for exchange, upon
surrender of the Project Notes to be exchanged at the corporate trust office of the Registrar.
Whenever any Project Notes are so surrendered for exchange, the Registrar shall register and deliver
new Project Notes of like tenor and character as the Project Notes exchanged, executed on behalf
of, and furnished by, the Board to the Holder thereof requesting the exchange.

The Board and the Registrar may charge the Holder a sum sufficient to reimburse them for
any expenses incurred in making any exchange or transfer after the first such exchange or transfer.
The Registrar or the Board may also require payment from the Holder of a sum sufficient to cover
any tax, fee, or other governmental charge that may be imposed in relation thereto. Such charges
and expenses shall be paid before any such new Project Note shall be delivered.

The Board and the Paying Agent/Registrar shall not be required to transfer or exchange any
Project Note selected, called or being called for redemption in whole or in part unless said Project
Note has been tendered for purchase and remarketed for a period which ends no later than the
redemption date.

New Project Notes delivered upon any transfer or exchange shall be valid special obligations
of the Board, evidencing the same debt as the Project Notes surrendered, shall be secured by this
First Supplement and shall be entitled to all of the security and benefits hereof to the same extent
as the Project Notes surrendered.

The Board reserves the right to change the above registration and transferability provisions of
the Project Notes at any time on or prior to the delivery thereof in order to comply with applicable
laws and regulations of the United States of America in effect at the time of issuance thereof. In
addition, to the extent that the provisions of this Section conflict with or are inconsistent with the
provisions of the Form of Variable Rate Note set forth in Exhibit B or Articles III and IV, such
other provisions shall control.

Section 2.11. SERIES A NOTE PAYMENT FUND. The Board hereby establishes with the
Issuing and Paying Agent a separate and special fund designated as the "Board of Regents of The
University of Texas System Revenue Financing System Series A Note Payment Fund” (the "Series A
Note Payment Fund”). The proceeds from the sale of Parity Debt issued for the purpose of
refunding and retiring Notes Outstanding under this First Supplement shall be deposited to the
credit of the Series A Note Payment Fund and used for such purpose. In addition, all amounts
required to be deposited by the Board pursuant to Section 2.12 shall be deposited to the Series A
Note Payment Fund and shall be used to pay principal of, premium, if any, and interest on Notes
at the respective interest payment, maturity, redemption, or purchase dates of each issue of such
Notes as provided herein, including the repayment of any amounts owed with respect to the
Promissory Note in evidence of Advances under the Credit Agreement. Amounts remaining in the
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Series A Note Payment Fund not then necessary for the purposes thereof may be withdrawn by the
Board and used for any lawful purpose upon the request of a U.T. System Representative.

Additionally, all Advances under the Credit Agreement shall be deposited into the Series A
Note Payment Fund and used to pay the principal of, premium, if any, and interest on the Project
Notes, including the purchase price pursuant to Articles III and IV.

Pending the expenditure of moneys in the Series A Note Payment Fund for authorized purposes,
moneys deposited therein may be invested at the direction of a U.T. System Representative in
accordance with Section 7.04(h) of this First Supplement.

Section 2.12. SECURITY AND PAYMENTS. (a) The Notes are special obligations of the
Board payable from and secured solely by the Pledged Revenues pursuant to the Resolution and
this First Supplement. The Board agrees to make payments into the Series A Note Payment Fund
at such times and in such amounts as are necessary to provide for the full payment of the principal
of, premium, if any, and the interest on the Notes when due, whether by reason of maturity,
redemption, or tender for purchase. Payments from the Series A Note Payment Fund shall be made
from the first moneys deposited 10 the account of the Series A Note Payment Fund. Unless paid
from the proceeds from the sale of Parity Debt or other obligations of the Board or, with respect
to the Project Notes, the Advances under and pursuant to the Credit Agreement, such payments
are to be made from the amounts required to be deposited in the Series A Note Payment Fund.

(b) To provide security for the payment of the principal of and interest on the Notes as the
same shall become due and payable, there is hereby pledged, subject only to the provisions of this
First Supplement permitting the application thereof for purposes and on the terms and conditions
set forth herein, (i) subject to the liens securing the Prior Encumbered Obligations, the Pledged
Revenues, (ii) Advances under the Credit Agreement, and (iii) the amounts held in the Series A
Note Payment Fund, provided, however, amounts in the Series A Note Payment Fund attributable
to and derived from Advances under and pursuant to the Credit Agreement are pledged to, and
shall be used to pay, the principal of, premium, if any, and interest on the Project Notes, and it is
hereby resolved and declared that the principal of and interest on the Notes shall be and are hereby
equally and ratably secured by and payabie from a lien on and pledge of the sources hereinabove
identified in clauses (i), (ii), and (iii).

(c) If there is not on deposit an amount in the Series A Note Payment Fund in ample time
to pay the principal of and interest and any premium on the Project Notes as such principal,
interest and premium respectively come due, a U.T. System Representative shall implement the
procedures necessary to make an Advance under the Credit Agreement in such amount.

Section 2.13. CANCELLATION. All Project Notes which at maturity are surrendered to the
Paying Agent/Registrar for the collection of the principal and interest thereof or are surrendered
for transfer or exchange pursuant to the provisions hereof or are purchased on behalf of the Board
through an Advance shall, upon payment or issuance of new Project Notes, be cancelled by the
Paying Agent/Registrar and forthwith transmitted to the Board, and the Board thereafter shall have
the custody of all thereof.

Section 2.14. FISCAL AND OTHER AGENTS. In furtherance of the purposes of this First
Supplement, the Board may from time to time appoint and provide for the payment of such addi-
tional fiscal, paying or other agents or trustees as it may deem necessary or appropriate in
connection with the Notes.
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ARTICLE III
INTEREST RATES ON VARIABLE RATE NOTES

Section 3.01. INTEREST RATES AND RATE PERIODS. The Variable Rate Notes issued
hereunder shall bear interest as determined by a U.T. System Representative and the Rate Period
applicable to the Variable Rate Notes may be converted to or from Variable Rate Periods, Flexible
Rate Periods, or to the Fixed Rate Period pursuant to Section 3.02, 3.03, or 3.04.

Section 3.02. VARIABLE RATES; CONVERSIONS TO VARIABLE RATE PERIODS.

(a) Determination by Remarketing Agent. Subject to the further provisions of this Article
IIT with respect to particular Variable Rates or conversions between Rate Periods, the Variable
Rate to be applicable to Variable Rate Notes during any Variable Rate Period shall be determined
by the Remarketing Agent. The Remarketing Agent shall determine the Variable Rate in
accordance with this section on the Rate Determination Date and shall notify the U.T. System
Representative of such determination of the Variable Rate by providing telephonic notice of such
rate to a U.T. System Representative. The Variable Rate so determined shall become effective on
the first day of the next succeeding Rate Period.

(i) In each case the Variable Rate for the Variable Rate Period in question shall be
determined by the Remarketing Agent on the date or dates ("Rate Determination Date") and
at the time or times required pursuant to Section 3.02(b), (c), (d), (¢), (f), or (g) below,
whichever is applicable.

(ii) The Variable Rate so to be determined shall be the lowest rate of interest which, in
the judgment of the Remarketing Agent, would cause the Variable Rate Notes to have a
market value equal to the principal amount thereof, plus accrued interest, under prevailing
market conditions as of the date of determination; provided that: (A) if the Remarketing
Agent fails for any reason to determine or notify the U.T. System Representative or the Paying
Agent of the Variable Rate for any Variable Rate Period when required hereunder, the Variable
Rate for such period shall be deemed to be determined as the Variable Rate then in effect; and
(B) in no event shall the Variable Rate for any Variable Rate Period exceed the Maximum
Interest Rate.

(iii) All determinations of Variable Rates pursuant to this Section shall be conclusive and
binding upon the Board, the Paying Agent, the Bank, and the Holders of the Variable Rate
Notes to which such rates are applicable. The Board, the Paying Agent, and the Remarketing
Agent shall not be liable to any Holders for failure to give any notice required above or for
failure of any Holders to receive any such notice.

(b) Daily Rates. A Daily Rate shall be determined for each Daily Rate Period as follows:

(i) Daily Rate Periods shall commence on each Business Day and shall extend to, but
not include, the next succeeding Business Day.

(ii) The Daily Rate for each Daily Rate Period shall be effective from and including the
commencement date thereof and shall remain in effect to, but not including, the next succeeding
Business Day. Each such Daily Rate shall be determined between 1:00 p.m. and 4:00 p.m., New
York City time, on the Business Day immediately preceding the commencement date of the
Daily Rate Period to which it relates and made available to the Paying Agent by the
Remarketing Agent by the close of business on the day such rate is determined. If the Daily
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Rate is not determined for any day the Daily Rate determined for the preceding day shall
remain in effect.

(iii) Notice of Daily Rates determined for each Daily Rate Period shall be given by the
Paying Agent by first class mail to each Registered Owner by monthly statement within 7
Business Days after each Interest Payment Date on which Interest at a Daily Rate or Rates
is to be paid.

(c) Weekly Rates. A Weekly Rate shall be determined for each Weekly Rate Period as
follows:

(i) Weekly Rate Periods shall commence on Wednesday of each week and end on Tuesday
of the following week; except that (A) in the case of a conversion to a Weekly Rate Period
from a different Variable Rate Period or from a Flexible Rate Period, the initial Weekly Rate
Period shall commence on the Conversion Date from such other Variable Rate Period and end
on Tuesday of the following week; and (B) in the case of a conversion from a Weekly Rate
Period 10 a different Rate Period or to the Fixed Rate, the last Weekly Rate Period prior to
conversion shall end on the last day immediately preceding the Conversion Date.

(ii) The Weekly Rate for each Weekly Rate Period shall be effective from and including
the commencement date of such period and shall remain in effect through and including the
last day thereof. Each such Weekly Rate shall be determined by the Remarketing Agent on
the eighth (8th) day prior to the commencement date of the Weekly Rate Period to which it
relates or the immediately succeeding Business Day, if such eighth (8th) day is not a Business
Day, and made available to the Paying Agent by the Remarketing Agent by the close of business
on the day such rate is determined.

(iii) Notice of Weekly Rates determined for each Weekly Rate Period shall be given by
the Paying Agent by first class mail to each Registered Owner by monthly statement within 7
Business Days after each Interest Payment Date on which interest at a Weekly Rate or Rates
is to be paid.

(d) Monthly Rates. A Monthly Rate shall be determined for each Monthly Rate Period as
follows:

(i) Monthly Rate Periods shall commence on the first Business Day of each calendar
month and end on the last day prior to the first Business Day of the following month.

(ii) The Monthly Rate for each Monthly Rate Period shall be effective from and including
the commencement date of such period and shall remain in effect through and including the
last day thereof. Each such Monthly Rate shail be determined by the Remarketing Agent not
later than 12:00 p.m., New York City time, on the Business Day immediately preceding the
commencement date of such period and made available to the Paying Agent by the Remarketing
Agent by the close of business on the day such rate is determined.

(iii) Notice of Monthly Rates determined for each Monthly Rate Period shall be given
by the Paying Agent by first class mail to each Registered Owner within 7 Business Days after
its determination pursuant to Section 3.02(d)(ii) above.

(e) Quarterly Rates. A Quarterly Rate shall be determined for each Quarterly Rate Period
as follows:

11
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(i) Quarterly Rate Periods shall (A) commence initially on a Quarterly Rate Conversion
Date; and (B) end on the last day preceding either the commencement date of the following
Quarterly Rate Period or the Conversion Date on which a different type of Rate Period shall
become effective.

(i) The Quarterly Rate for each Quarterly Rate Period shall be effective from and
including the commencement date of such period and shall remain in effect through and
including the last date thereof. Each such Quarterly Rate shall be determined by the
Remarketing Agent not later than 12:00 p.m., New York City time, on the Business Day
immediately preceding the commencement date of such period and made available to the Paying
Agent by the Remarketing Agent by the close of business on the same day.

(iii) Notice of a Quarterly Rate shall be given by the Paying Agent by first class mail to
each Registered Owner promptly after such actual Quarterly Rate is determined pursuant to
Section 3.02(e)(ii) above.

(f) Semiannual Rates. A Semiannual Rate shall be determined for each Semiannual Rate
Period as follows:

(i) Semiannual Rate Periods shall (A) commence initially on the Conversion Date to a
Semiannual Rate Period from a different type of Rate Period and on the first day of each sixth
(6th) calendar month thereafter; and (B) end on the last day preceding either the commence-
ment date of the following Semiannual Rate Period or the Conversion Date on which a
different type of Rate Period shall become effective.

(ii) The Semiannual Rate for each Semiannual Rate Period shall be effective from and
including the commencement date of such period and shall remain in effect through and
including the last day thereof. [Each such Semiannual Rate shall be determined by the
Remarketing Agent for each Semiannual Rate Period shall be determined not later than 12:00
p-m., New York City time, on the Business Day immediately preceding the commencement date
of such period and made available to the Paying Agent by the Remarketing Agent by the close
of business on the day such rate is determined.

(iii) Notice of each Semiannual Rate shall be given by the Paying Agent by first class
mail to each Registered Owner promptly after such actual Semiannual Rate is determined
pursuant to Section 3.02(f)(ii) above.

(g) Term Rates. A Term Rate shall be determined for each Term Rate Period as follows:

(i) Term Rate Periods shall (A) commence initially on the Term Rate Conversion Date
and on the first day of a calendar month which is an integral multiple of twelve (12) calendar
months thereafter; and (B) end on the last day preceding either the commencement date of
the following Term Rate Period or the Conversion Date on which a different Rate Period,
shall become effective.

(ii) The Term Rate for each Term Rate Period shall be effective from and including the
commencement date of such period and remain in effect through and including the last day
thereof. Each such Term Rate shall be determined for each Term Rate Period not later than
12:00 p.m., New York City time, on the day immediately preceding the commencement date
of such period and made available to the Paying Agent by the Remarketing Agent by the close
of business on the day such rate is determined.
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(iii) Notice of each Term Rate shall be given by the Paying Agent by first class mail to
each Registered Owner promptly after such actual Term Rate is determined pursuant to
Section 3.02(g)(ii) above.

(h) Conversions between Variable Rate Periods. At the option of a U.T. System
Representative, the Variable Rate Notes may be converted from one Variable Rate Period to
another. To accomplish the proposed conversion, the U.T. System Representative shall give written
notice of the proposed conversion together with a copy of the opinion referred to in
Section 3.02(h)(v), if applicable, to the Remarketing Agent not fewer than one day prior to the date
that notice is required to be given pursuanmt to Section 3.02(h)(ii). The conversion shall be
accomplished as follows:

(i) The Conversion Date of a conversion to a different Variable Rate Period shall be an
Interest Payment Date on which interest is payable for the Variable Rate Period from which
the conversion is to be made; provided, however, that if the conversion is from a Term Rate
Period to a different Variable Rate Period, the Conversion Date shall be limited to an Interest
Payment Date on which a new Term Rate Period would otherwise have commenced pursuant
to Section 3.02(g) above; and provided, further, that if the conversion is between Daily and
Weekly Rate Periods, the Conversion Date may be any Wednesday, regardless of whether the
Wednesday is an Interest Payment Date.

(ii) The U.T. System Representative shall give written notice of any such conversion to
the Paying Agent and the Bank, not fewer than forty-five (45) days prior to the proposed
Conversion Date, or twenty (20) days in the case of conversions between Daily and Weekly
Rate Periods. Such notice shall specify the proposed Conversion Date and the Variable Rate
Period to which the conversion will be made, and in the case of conversion to a Term Rate
Period, or to a new Term Rate Period if the previous Rate Period is a Term Rate Period, the
number of years to be included within such Term Rate Period.

(iii) Not fewer than fifteen (15) days prior to the Conversion Date in the case of
conversions between Daily and Weekly Rate Periods and not fewer than thirty (30) days prior
to the Conversion Date in all other cases (including Flexible Rate Periods), the Paying Agent,
except as provided in Section 3.05, shall mail (by first class mail) a written notice of the conver-
sion to the Registered Owners. Such notice shall

(A) contain the information set forth in the notice from the U.T. System
Representative pursuant to Section 3.02(h)(ii) above,

(B) set forth the dates by which the Remarketing Agent will determine and the Paying
Agent will notify the Registered Owners of the Variable Rate for the Variable Rate Period
commencing on the Conversion Date pursuant to Section 3.02(h)(iv) below, and

(C) set forth the matters required to be stated pursuant to Section 4.03 with respect
to purchases of Variable Rate Notes governed by such Section.

(iv) The Variable Rate for the Variable Rate Period commencing on the Conversion Date
shall be determined by the Remarketing Agent in the manner provided in Section 3.02(a)
above on the date set forth in Section 3.02(b), (c), (d), (e), (f), or (g) above, whichever is
applicable to the Variable Rate Period to which the conversion shall be made.

(v) Any conversion pursuant to this Section 3.02(h) from a Flexible, Daily, Weekly,
Monthly, Quarterly, or Semiannual Rate Period to a Term Rate Period; or from a Term Rate’
Period to another Term Rate Period; or from a Term Rate Period to a Flexible, Daily, Weekly,
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Monthly, Quarterly, or Semiannual Rate Period; or from a Flexible, Daily, Weekly, Monthly,
Quarterly, Semiannual or Term Rate Period to a Fixed Rate shall be subject to the condition
that on or before the date of such conversion, a U.T. System Representative shall have delivered
to the Paying Agent and the Remarketing Agent an opinion of nationally recognized bond
counsel to the effect that the conversion is authorized hereunder and will not adversely affect
the exemption of interest on the Variable Rate Notes from federal income taxation. If said
opinion is not delivered, the conversion shall not occur and the Variable Rate Notes shall
remain in the same Rate Period.

(i) Conversions from Flexible Periods. At the option of a U.T. System Representative, the
Variable Rate Notes may be converted from Flexible Rate Periods to a Variable Rate Period. To
accomplish the proposed conversion, a U.T. System Representative shall give written notice of the
proposed conversion together with a copy of the opinion referred to in Section 3.02(h)(v), if
applicable, to the Remarketing Agent not fewer than one day prior to the date that notice is
required to be given pursuant to subparagraph 3.02(i)(ii). The conversion shall be accomplished
as follows: .

(i) The Conversion Date shall be both (A) the first Business Day of a calendar month,
and (B) the last Interest Payment Date on which interest is payable for any Flexible Rate
Periods theretofore established for the Variable Rate Notes to be converted pursuant to
Section 3.03.

(ii) The U.T. System Representative shall give written notice of any such conversion to
the Paying Agent and the Bank no fewer than forty-five (45) days prior to the proposed
Conversion Date. Such notice shall specify the proposed Conversion Date and the type of
Rate Period to which the conversion will be made, and in the case of conversion to a Term
Rate Period, the number of years 10 be included within such Term Rate Period. The Paying
Agent shall give notice of conversion to Registered Owners prior 10 the Conversion Date in
the manner prescribed by Section 3.02(h)(iii). Notwithstanding the foregoing, however, no
conversion shall be effected uniess, prior to the date on which such notice is required to be
given, the Paying Agent shall have received written confirmation from the Remarketing Agent
to the effect that it has not established and will not establish any Flexible Rate Periods
extending beyond the Conversion Date and, if applicable, the opinion required by
Section 3.02(h)(v) above shall be delivered prior to the Conversion Date. If said opinion is
not delivered, the conversion shall not occur and the Variable Rate Notes shall remain in the
same Rate Period.

(iii) The Variable Rate for the Variable Rate Period commencing on the Conversion
Date shall be established and notice thereof shall be given in the same manner as is provided
for conversions from one Variable Rate Period to another pursuant to Section 3.02(h)(iii)
above, except as provided in Section 3.05.

Section 3.03. FLEXIBLE RATES; CONVERSIONS TO FLEXIBLE RATE PERIODS.

(a) Flexible Rates. A Flexible Rate for each Flexible Rate Period shall be determined as
follows:

(i) The Flexible Rate Period for each Variable Rate Note shall be of such duration, not
exceeding 180 days, as may be offered by the Remarketing Agent and specified by the purchaser
pursuant to Section 4.02 or 4.03 hereof and any Variable Rate Note may bear interest at a
Flexible Rate for a Flexible Rate Period different from any other Variable Rate Note; provided
that each such Flexible Rate Period shall (A) commence on a Business Day (initially, the
Flexible Rate Conversion Date), and (B) end on a day which is a Business Day.
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(ii) The Flexible Rate for each Flexible Rate Period shall be effective from and including
the commencement date of such period through but not including the last day thereof. Each
such Flexible Rate shall be determined by the Remarketing Agent in connection with the sale
of the Variable Rate Note or Variable Rate Notes to which it relates pursuant to Section 4.02
or 4.03 hereof. Flexible Rates shall be determined for Variable Rate Notes prior to the
commencement of each Flexible Rate Period with respect to such Variable Rate Note by the
Remarketing Agent in connection with the remarketing of Variable Rate Notes, by the offer
and acceptance of purchase commitments for such Variable Rate Notes at a rate or rates it
deems to be advisable in order to minimize the net interest cost on the Variable Rate Notes
under prevailing market conditions and shall notify a U.T. System Representative of the Flexible
Rate Period and the Flexible Rate for each Variable Rate Note by providing telephonic notice
of such period and rate to a U.T. System Representative. If the Flexible Rate Period is ap-
proved by a U.T. System Representative (and it will be deemed to be approved if it is not
rejected by a U.T. System Representative within thirty minutes after such telephonic notice),
it shall become effective on the first day of the next Rate Period. If the period is rejected by
the U.T. System Representative, the next succeeding Rate Period shall be a Flexible Rate Period
of one day’s duration. Longer Flexible Rate Periods may be established pursuant to
Section 4.02(b) hereof.

(b) Conversions to Flexible Rate Periods. At the option of a U.T. System Representative,
the Variable Rate Notes may be converted from a Variable Rate Period to Flexible Rate Periods.
To accomplish the proposed conversion, the U.T. System Representative shall give written notice
of the proposed conversion together with a copy of the opinion referred to in Section 3.02(h)(v),
if applicable, to the Remarketing Agent not fewer than one day prior to the date that notice is
required to be given pursuant to Section 3.03(b)(ii). The conversion shall be accomplished as
follows:

(i) In any such case, the Flexible Rate Conversion Date shall be an Interest Payment
Date on which interest is payable for the Variable Rate Period from which the conversion is
to be made; provided, however, that in the case of a conversion from a Term Rate Period, the
Conversion Date shall be an Interest Payment Date on which a new Term Rate Period would
otherwise have commenced pursuant to Section 3.02(g).

(ii) The U.T. System Representative shall give written notice of any such conversion to
the Paying Agent and the Bank in the manner and at the times prescribed by
Sections 3.02(h)(ii) and (iii) above. :

(iii) Not fewer than thirty (30) days prior to the Conversion Date, the Paying Agent,
except as provided in Section 3.05, shall mail (by first class mail) a written notice of the
conversion to the Registered Owner of all Variable Rate Notes, specifying the Conversion Date
and setting forth the matters required to be stated pursuant to Section 4.03 with respect to
purchases of Variable Rate Notes governed by such Section.

(iv) Any conversion at the direction of a U.T. System Representative pursuant to this
Section 3.03(b) shall be subject to the condition, if required by Section 3.02(h)(v), that on or
before the date of such conversion, the U.T. System Representative shall have delivered to the
Paying Agent and the Remarketing Agent an opinion of nationally recognized bond counsel
to the effect that the conversion is authorized hereunder and will not adversely affect the
exemption of interest on the Variable Rate Notes from federal income taxation. If said opinion
is not delivered or if conversion is to be made on the determination of the Remarketing Agent
and is rejected by the U.T. System Representative, the conversion shall not occur and the
Variable Rate Notes shall remain in the same Rate Period.
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Section 3.04. FIXED RATE CONVERSION AT OPTION OF U.T. SYSTEM
REPRESENTATIVE. At the option of a U.T. System Representative, the Variable Rate Notes
bearing interest at a Variable Rate or Flexible Rates may be converted to bear interest at a Fixed
Rate to their final maturity. Any such conversion, shall be made as follows:

(a) The Fixed Rate Conversion Date shall be an Interest Payment Date on which interest is
payable for the Variable Rate Period from which the conversion is to be made or an Interest
Payment Date on which interest is payable for all Variable Rate Notes during Flexible Rate Periods.

(d) (i) The U.T. System Representative shall give written notice of any such conversion to
the Remarketing Agent, the Paying Agent, and the Bank, not fewer than forty-five (45) days prior
to the proposed Conversion Date. Such notice shall specify the Fixed Rate Conversion Date.

(i) Not fewer than thirty (30) days prior to the Fixed Rate Conversion Date, the Paying
Agent shall mail (by first class mail) a written notice of the conversion to the Holder of all
Variable Rate Notes, specifying the Conversion Date and setting forth the matters required 10 be
stated pursuant to Section 3.04(c) hereof.

(c) Notice of conversion shall be given by first class mail by the Paying Agent to the Holders
of all Variable Rate Notes. Such notice shall inform the Holders of:

(i) the proposed Fixed Rate Conversion Date;

(ii) the dates by which the U.T. System Representative will determine and the Paying
Agent will notify the Holders of the Fixed Rate pursuant to Section 3.04(d) below;

(iii) the conditions to the conversion pursuant to Section 3.04(e) below; and

(iv) the matters required to be stated pursuant to Section 4.04 hereof with respect to
purchases of Variable Rate Notes governed by such Section.

(d) Not later than 12:00 p.m., New York City time, on the Business Day prior to the Fixed
Rate Conversion Date a U.T. System Representative shall determine the Fixed Rate for the
Variable Rate Notes and make the Fixed Rate available to the Paying Agent. Such determination
shall be conclusive and binding upon the Board, the Paying Agent and the Holders of the Variable
Rate Notes to which such rate will be applicable. Promptly after the date of determination, the
Paying Agent shall give notice of such Fixed Rate by first class mail to the Board, the Remarketing
Agent, the Bank and the Holders (as of the Fixed Rate Conversion Date).

(¢) Any conversion to a Fixed Rate pursuant to this Section 3.04 shall be subject to the
following conditions:

(i) on or before the Fixed Rate Conversion Date, a U.T. System Representative shall
have delivered to the Paying Agent and the Remarketing Agent an opinion of nationally
recognized bond counsel to the effect that the conversion is authorized hereunder and will not
adversely affect the exemption of interest on the Variable Rate Notes from federal income
taxation; and

(ii) as of the Fixed Rate Conversion Date, sufficient funds shall be available to purchase
Variable Rate Notes which are then required to be purchased pursuant to Section 4.04 hereof.
If the foregoing conditions are not met for any reason, the conversion shall not be effective,
the Variable Rate Notes shall continue to bear interest at the last effective Variable Rate (if
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the conversion was to have been made from a Variable Rate Period), at Flexible Rates
determined by the Remarketing Agent pursuant to the provisions of Section 3.03(a) as of the
date on which the conversion was 10 occur (if the conversion was 10 have been made from
Flexible Rate Periods). The Paying Agent shall promptly notify the Registered Owners of such
fact and shall give all additional notices and take all further actions required pursuant to
Section 4.06.

Section 3.05. NOTICES TO REGISTERED OWNERS.

In the event that the Remarketing Agent has not provided the Registrar with complete
registration information, including the name and address of any Registered Owner of a Variable
Rate Note, any notice which the Paying Agent is required to give to such Registered Owner with
respect to such Variable Rate Note shall be sent by the Paying Agent to the Remarketing Agent
and it shall be the sole responsibility of the Remarketing Agent to furnish such notice to the
Registered Owner. Where the Registrar has not been provided with complete registration
information, including name and address of any Registered Owner, the Registrar and Paying Agent
shall have no responsibility nor incur any liability in connection with the giving of such notice.

ARTICLE IV
TENDER AND PURCHASE OF VARIABLE RATE NOTES
Section 4.01. TENDERS DURING VARIABLE RATE PERIODS.

(a) Purchase Dates. The Holders of Variable Rate Notes bearing interest at Variable Rates
may elect to have their Variable Rate Notes (or portions thereof in amounts equal to the lowest
denomination then authorized pursuant to Section 2.07 hereof or whole multiples of such lowest
denomination) purchased at a purchase price equal to 100 percent of the principal amount of such
Variable Rate Notes (or portions), plus accrued interest, if any, on the following purchase dates and
upon the giving of the following telephonic or written notices meeting the further requirements of
subsection (b) below:

(i) Variable Rate Notes bearing interest at Daily Rates may be tendered for purchase at
a price payable in immediately available funds on any Business Day prior to conversion from
a Daily Rate Period to a different Rate Period, upon telephonic notice of tender given to the
Paying Agent and the Remarketing Agent not later than 11:00 a.m., New York City time, on
the purchase date.

(ii) Variable Rate Notes bearing interest at Weekly Rates may be tendered for purchase
at a price payable in immediately available funds on any Business Day prior to conversion from
a Weekly Rate Period to a different Rate Period upon delivery of a written notice of tender
to the Paying Agent not later than 5:00 p.m., New York City time, on a Business Day not
fewer than seven (7) days prior to the purchase date.

(iii) Variable Rate Notes bearing interest at Monthly Rates may be tendered for purchase
on any Interest Payment Date for such Variable Rate Notes at a price payable in immediately
available funds upon delivery of a written notice of tender not later than 5:00 p.m., New York
City time, on a Business Day which is not fewer than three (3) Business Days prior to the
purchase date.

(iv) Variable Rate Notes bearing interest at a Quarterly or Semiannual Rate may be.
tendered for purchase on any Interest Payment Date for such Variable Rate Notes at a price
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payable in clearing house funds upon delivery of a written notice of tender not later than 5:00
p.m., New York City time, on a Business Day which is not fewer than seven (7) days prior to
the purchase date.

(v) Variable Rate Notes bearing interest at a Term Rate may be tendered for purchase
on the commencement date the following Rate Period for such Variable Rate Notes at a price
payable in clearing house funds upon delivery of a written notice of tender not later than 5:00
p-m., New York City time, on a Business Day which is not fewer than seven (7) days prior to
the purchase date.

(vi) Notwithstanding any provision in this subsection to the contrary, any Registered
Owner who has elected to retain Variable Rate Notes upon a conversion from one Rate Period
to another in the manner prescribed in Section 4.03 or Section 4.04 may no longer elect to
have their Variable Rate Notes purchased as provided in this Section 4.01.

(b) Notice of Tender. Each notice of tender:

(i) shall, in the case of a written notice, be delivered to the Paying Agent at its corporate
trust office and be in form satisfactory to the Paying Agent;

(ii) shall state, whether delivered in writing or by telephone (A) the principal amount of
the Variable Rate Note to which the notice relates, (B) that the Holder irrevocably demands
purchase of such Variable Rate Note or a specified portion thereof in an amount equal to the
lowest denomination then authorized pursuant to Section 2.07(b) hereof or a whole multiple
of such lowest denomination, (C) the date on which such Variable Rate Note or portion is 10
be purchased, and (D) payment instructions with respect to the purchase price; and

(iii) shall automatically constitute, whether delivered in writing or by telephone, (A) an
irrevocable offer to sell the Variable Rate Note (or portion thereof) to which the notice relates
on the purchase date to any purchaser selected by the Remarketing Agent, at a price equal to
the principal amount of such Variable Rate Note (or portion thereof) plus any interest thereon
accrued and unpaid as of the purchase date, (B) an irrevocable authorization and instruction
to the Paying Agent to effect transfer of such Variable Rate Note (or portion thereof) upon
payment of such price to the Paying Agent on the purchase date, (C) an irrevocable
authorization and instruction to the Paying Agent to effect the exchange of the Variable Rate
Note to be purchased in whole or in part for other Variable Rate Notes in an equal aggregate
principal amount so as to facilitate the sale of such Variable Rate Note (or portion thereof to
be purchased), and (D) an acknowledgement that such Registered Owner will have no further
trights with respect to such Variable Rate Note (or portion thereof) upon payment of the
purchase price thereof to the Paying Agent on the purchase date, except for the right of such
Registered Owner to receive such purchase price upon surrender of such Variable Rate Note
to the Paying Agent and that after the purchase date such Registered Owner will hold an
undelivered certificate as agent for the Paying Agent.

The determination of the Paying Agent as to whether a notice of tender has been properly
delivered pursuant to the foregoing shall be conclusive and binding upon the Registered Owner.
The Paying Agent may waive nonconforming tenders.

(c) Variable Rate Notes to be Remarketed. Not later than 11:00 a.m., New York City time,
on the Business Day immediately following the date of receipt of any notice of tender (or
immediately upon such receipt, in the case of Variable Rate Notes bearing interest at Daily Rates),
the Paying Agent shall notify, by telephone promptly confirmed in writing, in the case of a Daily
or Weekly Rate, and in writing in all other cases a U.T. System Representative, the Remarketing
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Agent and the Bank of the principal amount of Variable Rate Notes (or portions thereof) to be
purchased and the date of purchase.

(d) Remarketing of Tendered Variable Rate Notes. Unless otherwise instructed by a
U.T. System Representative, the Remarketing Agent shall offer for sale and use its best efforts to
find purchasers for all Variable Rate Notes or portions thereof for which notice of tender has been
received pursuant to Section 4.01(c) above. The terms of any sale by the Remarketing Agent shall
provide for the payment of the purchase price for tendered Variable Rate Notes by the
Remarketing Agent to the Paying Agent (in exchange for new registered Variable Rate Notes) (i)
in immediately available funds at or before 2:00 p.m., New York City time, on the purchase date,
in the case of Variable Rate Notes bearing interest at Daily, Weekly, Monthly, or Quarterly Rates,
and (ii) in clearing house funds at or before 12:00 p.m., New York City time, on the purchase date,
in the case of Variable Rate Notes bearing interest at Semiannual or Term Rates. Notwithstanding
the foregoing, the Remarketing Agent shall not sell any Variable Rate Note for which a notice of
conversion from one type of Variable Rate Period to another, to Flexible Rate Periods or to a
Fixed Rate Period has been given by the Paying Agent unless the Remarketing Agent has advised
the person to whom the sale is made of the conversion.

(e) Purchase of Tendered Variabie Rate Notes.

(i) Notice. At or before 3:00 p.m., New York City time, on the Business Day immediately
preceding the date fixed for purchase of tendered Variable Rate Notes (or 12:45 p.m., New
York City time, on the purchase date in the case of Variable Rate Notes bearing interest at
Daily Rates), the Remarketing Agent shall give notice by telephone, telegram, telecopy, telex,
or other similar communication to the a U.T. System Representative and the Paying Agent of
the principal amount of tendered Variable Rate Notes which were remarketed. Not later than
5:00 p.m. (or 1:30 p.m., in the case of Variable Rate Notes bearing interest at Daily Rates),
New York City time, on the date of receipt of such notice the Paying Agent shall give notice
by telephone, telegram, telecopy, or other similar communication to a U.T. System
Representative and the Bank specifying the principal amount of tendered Variable Rate Notes
as to which the Remarketing Agent has not found a purchaser. At or before 3:00 p.m., New
York City time on the day prior to the purchase date to the extent known to the Remarketing
Agent, but in any event, no later than 11:00 a.m. (or 1:00 p.m,, in the case of Variable Rate .
Notes bearing interest at Daily Rates), New York City time, on the date fixed for purchase,
the Remarketing Agent shall give notice to the Paying Agent by telephone (promptly confirmed
in writing) of any change in the names, and taxpayer identification numbers of the purchasers,
the denominations of Variable Rate Notes to be delivered to each purchaser, and, if available,
payment instructions for regularly scheduled interest payments.

(ii) Sources of Payment. The Remarketing Agent shall cause to be paid to the Paying
Agent for deposit in the Series A Note Payment Fund on the date fixed for purchase of
tendered Variable Rate Notes, all amounts representing proceeds of the remarketing of such
Variable Rate Notes, such payments to be made in the manner and at the time specified in
Section 4.01(d) above. If such amounts, plus all other amounts received by the Paying Agent
for the purchase of tendered Variable Rate Notes, are not sufficient to pay the principal
amount plus the accrued and unpaid interest thereon to the purchase date (if any), the Paying
Agent shall immediately notify the U.T. System Representative and the Bank, of any deficiency.
The Board shall deliver or through Advances under the Credit Agreement (provided that any
Advance under the Credit Agreement shall be in an amount equal to an authorized denomina-
tion of the Notes being purchased) cause to be delivered to the Paying Agent (A) immediately
available funds in an amount at least equal to such deficiency prior to 3:00 p.m., New York
City time, on the date set for purchase of tendered Variable Rate Notes bearing interest at
Daily, Weekly, Monthly, or Quarterly Rates, and (B) clearing house funds in an amount at
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least equal to such deficiency prior to 3:00 p.m., New York City time on the date set for
purchase of tendered Variable Rate Notes bearing interest at Semiannual or Term Rates. All
monies received by the Paying Agent as remarketing proceeds and additional amounts, if any,
received from the Board or the Bank, if any, shall be deposited by the Paying Agent in the
Series A Note Payment Account to be used solely for the payment of the purchase price of
tendered Variable Rate Notes and shall not be commingled with other funds held by the Paying
Agent; if any such monies exceed the amounts required to pay the purchase price of tendered
Variable Rate Notes, such excess shall be paid to the Bank to the extent necessary to repay any
Advance under the Credit Agreement and then to the Board.

(iii) Payments by the Paying Agent. At or before 3:00 p.m., New York City time, on the
date set for purchase of tendered Variable Rate Notes and upon receipt by the Paying Agent
of 100 percent of the aggregate purchase price of the tendered Variable Rate Notes, the Paying
Agent shall pay the purchase price of such Variable Rate Notes to the Holders thereof at its
corporate trust office or by bank wire transfer. Such payments shall be made in immediately
available funds, unless the Variable Rate Notes to be purchased bear interest at Semiannual
or Term Rates, in which event such payments shall be made in clearing house funds. The
Paying Agent shall apply in order (A) moneys paid to it by the Remarketing Agent as proceeds
of the remarketing of such Variable Rate Notes by the Remarketing Agent, (B) moneys made
available by the Board, and (C) moneys drawn on the Credit Agreement, if any. If sufficient
funds are not available for the purchase of all tendered Variable Rate Notes, no purchase shall
be consummated.

(iv) Registration and Delivery of Tendered or Purchased Variable Rate Notes. On the
date of purchase, the Paying Agent shall register and deliver (or hold) or cancel all Variable

Rate Notes purchased on any purchase date as follows: (A) Variable Rate Notes purchased
or remarketed by the Remarketing Agent shall be registered and made available (delivered in
the case of Variable Rate Notes bearing interest at Flexible Rates) to the Remarketing Agent
by 2:00 p.m. in accordance with the instructions of the Remarketing Agent; (B) Variable Rate
Notes purchased with amounts drawn under the Credit Agreement, if any, or purchased for
cancellation upon the directions of a U.T. System Representative shall be cancelled; and (C)
Variable Rate Notes purchased with amounts provided by the Board shall be registered in the
name of the Board and shall be held in trust by the Paying Agent on behalf of the Board and
shall not be released from such trust unless the Paying Agent shall have received written
instructions from a U.T. System Representative.

(v) Sale of Variable Rate Notes to Refund Advances Under Promissory Note. In the event
that any Variable Rate Notes are purchased with amounts drawn under the Credit Agreement

or are registered to the Board pursuant to subparagraph (iv) above to the extent requested by
a U.T. System Representative, the Remarketing Agent shall offer for sale and use its best efforts
to sell such Variable Rate Notes registered to the Board or new Variable Rate Notes in a
principal amount equal to the principal amount of Variable Rate Notes purchased and cancelled
pursuant to a draw under the Credit Agreement, as the case may be, at a price equal to the
principal amount thereof plus accrued interest. Variable Rate Notes to be sold to refund the
amounts due under the Promissory Note shall not be delivered upon remarketing unless the
Credit Agreement is reinstated for the principal amount thereof and interest thereon in
accordance with its terms and the Remarketing Agent has been advised of such reinstatement
by the Bank. .

(vi) Delivery of Variable Rate Notes; Effect of Failure to Surrender Variable Rate Notes.
All Variable Rate Notes to be purchased on any date shall be required to be delivered to the

corporate trust office of the Paying Agent at or before 1:00 p.m. New York City time, on the
purchase date except for Variable Rate Notes delivered in accordance with Section 4.07 hereof
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which may be delivered on the purchase date. If the Registered Owner of any Variable Rate
Note (or portion thereof) that is subject to purchase pursuant to this Section fails to deliver
such Variable Rate Note to the Paying Agent for purchase on the purchase date, and if the
Paying Agent is in receipt of the purchase price therefor, such Variable Rate Note (or portion
thereof) shall nevertheless be deemed purchased on the day fixed for purchase thereof and
ownership of such Variable Rate Note (or portion thereof) shall be transferred to the purchaser
thereof as provided in Section 4.01(e)(iv) above. Any Registered Owner who fails to deliver
such Variable Rate Note for purchase shall have no further rights thereunder except the right
to receive the purchase price thereof upon presentation and surrender of said Variable Rate
Note to the Paying Agent. The Paying Agent shall, as to any tendered Variable Rate Notes
which have not been delivered to it (i) promptly notify the Remarketing Agent of such
nondelivery and (ii) place a stop transfer against an appropriate amount of Variable Rate
Notes registered in the name of such Registered Owner(s) on the Registration Books. The
Paying Agent shall place such stop(s) commencing with the lowest serial number Variable Rate
Note registered in the name of such Registered Owner(s) until stop transfers have been placed
against an appropriate amount of Variable Rate Notes until the appropriate tendered Variable
Rate Notes are delivered to the Paying Agent. Upon such delivery, the Paying Agent shall
make any necessary adjustments to the Registration Books.

Section 4.02. TENDERS DURING FLEXIBLE RATE PERIODS.

(a) Purchase Dates. Each Variable Rate Note bearing interest at a Flexibie Rate shall be
subject to mandatory tender for purchase, on the last day of each Flexible Rate Period applicable
to such Variable Rate Note at a purchase price equal to 100 percent of the principal amount
thereof, plus interest accrued during such Flexible Rate Period, subject, however, to the right of the
Registered Owner to elect to retain his investment in the Variable Rate Note by irrevocable
telephonic or written notice delivered to the Paying Agent or the Remarketing Agent, if authorized
to receive such notice by the Paying Agent not later than 3:00 p.m. on the Business Day before the
expiration of the then current term of such Flexible Rate for that Variable Rate Note. In the event
a Registered Owner of a Variable Rate Note bearing interest at a Flexible Rate desires to retain
his investment, the Registered Owner must present his Variable Rate Note to the Paying Agent in
exchange for payment of principal and accrued interest in immediately available funds and the
Paying Agent will authenticate and deliver to the Remarketing Agent for redelivery to such
Registered Owner a substitute Variable Rate Note for the term of the succeeding Flexible Rate
Period in replacement of the old Variable Rate Note. Each such Flexible Rate Period and
mandatory tender date for a Variable Rate Note shall be established on the date of purchase of
such Variable Rate Note as hereinafter provided. The Registered Owner of any Variable Rate Note
bearing interest at a Flexible Rate and tendered for purchase as provided in this Section 4.02(a)
shall provide the Paying Agent with payment instructions for the purchase price of its Variable Rate
Note upon tender thereof to the Paying Agent. The Paying Agent shall notify by telephone the
Remarketing Agent immediately upon receipt of notice of any election to retain Variable Rate
Notes.

(b) Remarketing of Tendered Variable Rate Notes. Not later than 3:00 p.m., New York City
time, on the Business Day immediately preceding each purchase date, the Remarketing Agent shall
offer for sale and use its best efforts to find purchasers for all Variable Rate Notes bearing interest
at Flexible Rates required to be purchased on the ensuing purchase date. Subject to the provisions
of Section 3.03, in remarketing the Variable Rate Notes, the Remarketing Agent shall offer and
accept purchase commitments for the Variable Rate Notes for such Flexible Rate Periods and at
such Flexible Rates as it deems to be advisable in order to minimize the net interest cost on the
Variable Rate Notes under prevailing market conditions; provided, however, that the foregoing shall
not prohibit the Remarketing Agent from accepting purchase commitments for longer Flexible Rate
Periods (and at higher Flexible Rates) than are otherwise available at the time of any remarketing
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if the Remarketing Agent determines that, under prevailing market conditions, a lower net interest
cost on the Variable Rate Notes can be achieved over the longer Flexible Rate Period. Notwith-
standing the foregoing, no Flexible Rate Period may be established which exceeds 180 days or, if
the Remarketing Agent has given or received notice of any conversion to a Variable Rate Period
or Fixed Rate Period, the remaining number of days prior to the Conversion Date. The terms of
any sale by the Remarketing Agent shall provide for the authorization of the payment of the
purchase price by the Remarketing Agent to the Paying Agent in immediately available funds in
exchange for Variable Rate Notes registered in the name of the new Registered Owner delivered
to the Remarketing Agent at or before 2:15 p.m., New York City time, on the purchase date. Such
payment by the Remarketing Agent pursuant to authorization shall be made no later than 2:45 p.m.,
New York City time on such date, unless the Remarketing Agent shall notify the Paying Agent that
the Variable Rate Notes are to be reauthenticated in accordance with instructions from the
Remarketing Agent.

(c) Purchase of Tendered Variable Rate Notes. The provisions of Section 4.01(e) shall apply
to tenders pursuant to this Section 4.02; provided that, for the purpose of so applying such
provisions;

(i) The notices required pursuant to Section 4.01(e)(i) shall be given on the date of
purchase at or before (A) 1:00 p.m., New York City time, in the case of the notice from the
Remarketing Agent as to the principal amount of Variable Rate Notes remarketed, (B) 1:30
p-m., New York City time, in the case of the notice from the Paying Agent of the principal
amount of Variable Rate Notes remarketed, and (C) 1:00 p.m., New York City time, in the
case of the notice from the Remarketing Agent providing information concerning the purchasers
of the Variable Rate Notes;

(ii) the manner and time of payment of remarketing proceeds shall be as specified in
subsection 4.02(b) above;

(iii) all payments to tendering Holders shall be paid in immediately available funds on
the purchase date; and

(iv) the deliveries of Variable Rate Notes under Section 4.02(a) shall be required to be
made at or before 3:00 p.m., New York City time, on each purchase date.

Section 4.03. TENDER UPON VARIABLE OR FLEXIBLE RATE CONVERSION.

(a) Conversions to Variable Rate Periods. On any Variable Rate Conversion Date pursuant
to Section 3.02(h) or 3.02(i) hereof, the Variable Rate Notes shall be subject to optional or
mandatory tender on such date as follows:

(i) Variable Rate Notes to be converted from Flexible Rate Periods to a Variable Rate
Period or from any Variable Rate Period to a different type of Variable Rate Period (other
than Variable Rate Notes to be converted from a Weekly Rate Period to a Daily Rate Period
or from a Daily Rate Period to a Weekly Rate Period) are subject to mandatory tender for
purchase on the Conversion Date at a purchase price equal to the principal amount thereof;

(ii) Holders of Variable Rate Notes may elect to retain their Variable Rate Notes (or
authorized portions as described above) notwithstanding a mandatory tender pursuant to this
subparagraph and Section 4.05 hereof, as follows:

(A) Upon a conversion to a Daily Rate Period or Weekly Rate Period from any
Variable Rate Period (other than a Daily or Weekly Rate Period) or Flexible Rate Periods,
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a Registered Owner may elect to retain its Variable Rate Notes by delivering a written
notice to the Paying Agent at its corporate trust officer of such election no later than 5:00
p-m. New York City time on a Business Day which is at least fifieen (15) days (or seven
(7) days in the case of conversion from Flexible Rate Periods) prior to the Conversion
Date; or :

(B) Upon a conversion to a Variable Rate Period (other than a Daily or Weekly Rate
Period) from a different type of Rate Period or from Flexible Rate Periods, a Registered
Owner may elect to retain its Variable Rate Notes by delivering a written notice to the
Paying Agent at its corporate trust office of such election no later than 5:00 p.m., New
York City time on a Business Day which is at least (i) seven (7) days prior to the
Conversion Date in the event of a conversion to a Monthly Rate Period; or (ii) thirteen
(13) days in the case of a conversion to a Quarterly Rate Period; or (iii) fifteen (15) days
in the case of a conversion to a Semiannual or Term Rate Period.

(C) Promptly upon receipt of any such notices, the Paying Agent shall notify the
Remarketing Agent of the Variable Rate Notes to be retained pursuant to such notices.

(b) Conversion To Flexible Rate Periods From Variable Rate Periods. On any Flexible Rate
Conversion Date pursuant to Section 3.03(b) hereof, the Variable Rate Notes are subject to
mandatory tender for purchase on the applicable Conversion Date at a purchase price equal to the
principal amount thereof, subject, however, to the right of the Registered Owner to elect to retain
his investment in his Variable Rate Notes as provided in Section 4.02(a) by irrevocable written
notice delivered to the Paying Agent not later than 5:00 p.m., New York City time, at least three
(3) Business Days prior to the Flexible Rate Conversion Date.

(c) Mandatory Denomination _Tender. On any conversion to a Daily, Weekly, Monthly, or
Quarterly Rate Period, any Variable Rate Note in a denomination which is not a whole multiple
of $100,000 is subject to mandatory tender for purchase on the applicable Conversion Date at a
purchase price equal to the principal amount thereof; provided, however, that any Registered Owner
may elect to retain any portion of its Variable Rate Notes which is in the denominations of any
muitiple of $100,000 in the manner described in Section 4.03(d) hereof. On any conversion to a
Semiannual or Term Rate period, any Variable Rate Note in a denomination which is not a2 whole
multiple of $5,000 is subject to mandatory tender for purchase on the applicable Conversion Date
at a purchase price equal to the principal amount thereof; provided, however, that any Registered
Owner may elect to retain any portion of its Variable Rate Notes which is in the denomination of
any multiple of $5,000 in the manner described in Section 4.03(d) hereof. On any conversion to
Flexible Rate Periods, any Variable Rate Note which is not in the denomination of $100,000 or a
whole multiple of $1,000 above $100,000 is subject mandatory tender for purchase on the Flexible
Rate Conversion Date at a purchase price equal to the principal amount thereof; provided, however,
that any Registered Owner may elect to retain any portion of its Variable Rate Note which is in
the denomination of $100,000 or a whole multiple of $1,000 above $100,000 in the manner
described in Section 4.03(d) hereof. To the extent that any Variable Rate Note is not in an
authorized denomination on a Mandatory Tender Date the excess amount shall be cancelled and
retired.

(d) Notice of Election to Retain. Notices of elections to retain Variable Rate Notes pursuant
to Sections 4.03(a), (b) and (c) above shall state the name of the Registered Owner, specify the
principal amount of the Variable Rate Notes (or portions thereof) to which such notice relates, and
direct the Paying Agent not to purchase the Variable Rate Notes (or portions) so specified. Any
such notice delivered to the Paying Agent shall be irrevocable and binding upon the Registered
Owner delivering the same and all subsequent Holders of the Variable Rate Notes to be retained,
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including any Variable Rate Notes to be issued in exchange therefor or upon transfer thereof. Any
Registered Owner who elects to retain its Variable Rate Notes pursuant to this Section shall no
longer have the right to tender its Variable Rate Notes for optional purchase pursuant to
Section 4.01 hereof prior to the applicable Conversion Date.

(e) Notice to Holders. Any notice of a Conversion Date given to Holders pursuant to
Section 3.02(h)(iii), 3.02(i)(iii) or 3.03(b)(iii) hereof shall, in addition to the requirements of such
Section: (i) state whether the Variable Rate Notes to be converted will be subject to mandatory
tender for purchase on the Conversion Date and the time at which Variable Rate Notes are to be
tendered for purchase; (ii) specify the date and time by which any notice of a tender or of an
election to retain Variable Rate Notes pursuant to this Section must be received; and (iii) if
appropriate, specify the matters required to be stated in notices of elections to retain Variable Rate
Notes (or contain a form thereof).

(f) Remarketing. Promptly after receipt of any election to retain Variable Rate Notes, but
in any event not later than 1:00 p.m., New York City time, on the Business Day immediately
following the last day on which notices of elections to retain Variable Rate Notes may be delivered
to the Paying Agent pursuant to Section 4.03(a) or (b) above, the Paying Agent shall notify a
U.T. System Representative, the Remarketing Agent, and the Bank by telephone, telegram, telecopy,
or other similar communication, of the principal amount of Variable Rate Notes to be tendered
for purchase on the Conversion Date. The Remarketing Agent shall offer for sale and use its best
efforts to find purchasers for such Variable Rate Notes. The terms of any sale by the Remarket-
ing Agent shall provide for the payment of the purchase price of tendered Variable Rate Notes by
the Remarketing Agent to the Paying Agent in immediately available funds (or clearing house funds
if Variable Rate Notes are converted from a Term or Semiannual Rate Period) at or before 2:00
p.m., New York City time, on the Conversion Date.

(2) Purchase of Tendered Variable Rate Notes. The provisions of Section 4.01(e) shall apply
to tenders pursuant to this Section 4.03 with respect to Variable Rate Notes bearing interest at
Variable Rates; provided that, for the purpose of so applying such provisions:

(i) the notices required pursuant to Section 4.01(e) shall be given as therein described,
except that the provisions relating specifically to Variable Rate Notes bearing interest at Daily
Rates shall be disregarded;

(i) the manner and time of payment of remarketing proceeds referred to in
Section 4.01(e)(ii) shall be as specified in Section 4.03(f) above;

(iii) all payments to tendering Holders referred to in Section 4.01(e)(iii) shall be made
in immediately available funds unless the Variable Rate Notes to be purchased bear interest

at Semiannual or Term Rates, in which event such payments shall be made in clearing house
funds; and

(iv) the deliveries of Variable Rate Notes under Section 4.01(e)(vi) shall be required to
be made at or before 1:00 p.m., New York City time, on the Conversion Date (or 5:00 p.m.,
New York City time, on the second (2nd) Business Day prior to the Conversion Date in the
case of Variable Rate Notes bearing interest at Semiannual or Term Rates).

The provisions of Section 4.02(c) shall apply to tenders pursuant to this Section 4.03 with respect
to Variable Rate Notes bearing interest at Flexible Rates.
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Section 4.04. TENDER UPON FIXED RATE CONVERSION.

(a) Mandatory Tender Upon Conversion. Any Variable Rate Notes to be converted to bear
interest at the Fixed Rate pursuant to Section 3.04 hereof shall be subject to mandatory tender for
purchase on the Fixed Rate Conversion Date at a price equal to the principal amount thereof;
provided that the Holders of any such Variable Rate Notes may elect to retain their Variable Rate
Notes notwithstanding a mandatory tender pursuant to this Section by delivering to the Paying
Agent at its corporate trust office not later than 5:00 p.m., New York City time, on a Business Day
which is not fewer than fifteen (15) days prior to the Fixed Rate Conversion Date a written notice
of such election. Such written notice shail:

(i) state that the person delivering the same is a Registered Owner (specifying the numbers
and denominations of the Variable Rate Notes of such Registered Owner);

(ii) state that the Registered Owner is aware of the fact that, after the Fixed Rate
Conversion Date, the Variable Rate Notes will no longer be subject to tender at the option
of the Registered Owner;

(iii) direct the Paying Agent not to purchase the Variable Rate Notes of such Registered
Owner; and

(iv) be irrevocable and binding upon the Registered Owner delivering such notice and
all subsequent Holders of the Variable Rate Notes to be retained, including any Variable Rate
Notes issued in exchange therefor or upon transfer thereof.

(b) Notice to Holders. Any notice of conversion given to Holders pursuant to Section 3.04(c)
hereof shall, in addition to the requirements of such Section, specify the date and time by which
any notice of election to retain Variable Rate Notes pursuant to this Section must be received, and
specify the matters required to be stated in such notices (or contain the form thereof).

() Remarketing. At or before 4:00 p.m., New York City time, on the Business Day
immediately following the last day on which notices of elections to retain Variable Rate Notes may
be delivered to the Paying Agent pursuant to Section 4.04(a) above, the Paying Agent shall notify
a U.T. System Representative, the Remarketing Agent, and the Bank by telephone, telegraph,
telecopy, telex, or other similar communication, of the principal amount of Variable Rate Notes
to be tendered for purchase on the Fixed Rate Conversion Date. The Remarketing Agent shall
offer for sale and use its best efforts to find purchasers for such Variable Rate Notes; provided that
in no event shall the Remarketing Agent sell any such Variable Rate Note for sale to any person
unless the Remarketing Agent has advised such person of the fact that, after the Fixed Rate
Conversion Date, the Variable Rate Notes will no longer be subject to tender at the option of the
Registered Owner. The terms of any sale by the Remarketing Agent shall provide for the payment
of the purchase price to the Paying Agent of the tendered Variable Rate Notes in immediately
available funds (or clearinghouse funds in the event of conversion from a Term Rate or Semiannual
Rate) at or before 3:00 p.m., New York City time.

(d) Purchase of Tendered Variable Rate Notes. The provisions of Section 4.01(e) shall apply
to mandatory tenders pursuant to this Section 4.04; provided that, for the purpose of so applying
such provisions:

(i) the notices required pursuant to Section 4.01(e)(i) shall be given as therein described,
except that the provisions relating specifically to Variable Rate Notes bearing interest at Daily
Rates shall be disregarded;
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(ii) the manner and time of payment of remarketing proceeds referred to in
Section 4.01(e)(ii) shall be as specified in subsection 4.04(c) above; and

(iii) the deliveries of Variable Rate Notes under Section 4.01(e)(vi) shall be required to
be made at or before 1:00 p.m., New York City time, (3:00 p.m., New York City time in the
case of Variable Rate Notes bearing interest at Flexible Rate), on the Conversion Date (or
5:00 p.m., New York City time, on the second (2nd) Business Day prior to the Conversion
Date in the case of Variable Rate Notes bearing interest at Semiannual or Term Rates).

Section 4.05. MANDATORY TENDER UPON EXPIRATION OF CREDIT AGREEMENT.

(a) At all times prior to conversion to a Fixed Rate, the Variable Rate Notes shall be subject
to mandatory purchase upon the expiration or termination of the Credit Agreement, subject to the
right of the Registered Owner to retain his Variable Rate Note, which purchase shall occur:

(i) on the last Business Day prior to the termination or expiration of the Credit
Agreement, provided that no such tender and purchase shail be required if the Credit
Agreement is renewed prior to the date of notice to Registered Owner pursuant 1o subsection
4.05(b) below; or

(i) on the last Business Day prior to the substitution of a new Credit Agreement, for
such Variable Rate Notes, provided that no such tender and purchase shall be required if prior
to the date of notice to the Registered Owner pursuant to subsection 4.05(b) below, the
Remarketing Agent and the Paying Agent shall have received written confirmation from
Standard & Poor’s and Moody’s and Fitch to the effect that the rating or ratings, if any,
assigned by such agency to the Variable Rate Notes will not be lowered or withdrawn as a
result of the expiration or substitution.

(b) Not later than thirty (30) days prior to the purchase date, the Paying Agent shall mail a
written notice of the purchase to the Holders of all Variable Rate Notes subject to purchase, which
notice shall specify (i) the purchase date, (ii) the event requiring the purchase pursuant to
subsection (a) above, and (iii) state whether any ratings assigned by Standard & Poor’s, Moody’s
or Fitch have been lowered or withdrawn as a result of the expiration or substitution of the Credit
Agreement.

(c) The Holders of any Variable Rate Notes may elect to retain their Variable Rate Notes
notwithstanding a mandatory tender pursuant to this Section by delivering to the Paying Agent at
its corporate trust office not later than 5:00 p.m., New York City time, on a Business Day which
is not fewer than fifteen (15) days prior to the mandatory tender date a written notice of such
election. Such written notice shall:

(i) state that the person delivering the same is a Registered Owner (specifying the
numbers and denominations of the Variable Rate Notes of such Registered Owner);

(ii) state that the Registered Owner is aware of the fact that after the Credit Agreement
termination or expiration date, the Credit Agreement will no longer be in effect;

(iii) state that the Registered Owner is aware of the status of any ratings which had been
assigned to the Variable Rate Notes by Standard & Poor’s, Moody’s or Fitch prior to the
expiration or substitution of the Credit Agreement;

(iv) direct the Paying Agent not to purchase the Variable Rate Notes of such Holders;
and
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(v) be irrevocable and binding upon the Holder delivering such notice and all subsequent
Holders of the Variable Rate Notes to be retained, including Variable Rate Notes issued in
exchange therefor or upon transfer thereof.

Section 4.06. INADEQUATE FUNDS FOR TENDERS. If the funds available for purchases
of Variable Rate Notes pursuant to this Article IV are inadequate for the purchase of all Variable
Rate Notes tendered on any purchase date, the Paying Agent shall, after any applicable grace
period: (a) return all tendered Variable Rate Notes to the Holders thereof; (b) return all moneys
received for the purchase of such Variable Rate Notes to the Persons providing such moneys; and
(c) notify a U.T. System Representative of the return of such Variable Rate Notes and moneys and
the failure to make payment for tendered Variable Rate Notes.

Section 4.07. TENDERS OR WAIVERS BY INVESTMENT COMPANIES. The Registered
Owner of any Variable Rate Note issued hereunder may, at its option, notify the Remarketing
Agent and the Paying Agent in writing that it is an Investment Company, or is holding Note(s) on
behaif of an Investment Company and in such notice either (a) irrevocably waive its option to retain
its Note(s) subject to mandatory tender pursuant to Section 4.03(a), (b) or (c) and 4.04(a) hereof
or (b) irrevocably elect to have its Note(s) purchased on the next date on which such Note(s) may
be purchased pursuant to Section 4.01 hereof. In the event of a notice under clause (b) above, the
notice from the purchaser shall contain the information required under Section 4.01(b) hereof. Any
notice delivered by an Investment Company with respect to its Note(s) shall be irrevocable with the
same effect described in Section 4.01(b)(iii).

ARTICLE V
ISSUANCE AND SALE OF NOTES

Section 5.01. ISSUANCE AND SALE OF NOTES. (a) Project Notes may be sold in the
manner determined by a U.T. System Representative to be most economically advantageous to the
Board. If Project Notes are sold by competitive bidding, a U.T. System Representative shall prepare
a Notice to Bidders and Bidding Instructions with respect thereto.

(b) The Commercial Paper Notes shall be completed and delivered by the Issuing and Paying
Agent in accordance with telephonic, computer, or written instructions of any U.T. System
Representative and in the manner specified below and in the Issuing and Paying Agent Agreement.
To the extent such instructions are not written, they shall be confirmed in writing within 24 hours.
Said instructions shall specify such principal amounts, dates of issue, maturities, rates of discount
or interest, and other terms and conditions which are hereby authorized and permitted to be fixed
by any U.T. System Representative at the time of sale of the Commercial Paper Notes. Such
instructions shall also specify the accounts into which the proceeds of such issue of Commercial
Paper Notes are to be deposited. Such instructions shall also contain provisions representing that
all action on the part of the Board necessary for the valid issuance of the Commercial Paper Notes
then to be issued, or the incurring of Advances under the Promissory Note then to be incurred, has
been taken, that all provisions of Texas and federal law necessary for the valid issuance of such
Commercial Paper Notes with provision for original issue discount and interest exemption from
federal income taxation have been complied with, and that such Commercial Paper Notes in the
hands of the Holders thereof will be valid and enforceable special obligations of the Board
according to their terms, subject to the exercise of judicial discretion in accordance with general
principles of equity and bankruptcy, insolvency, reorganization, moratorium, and other similar laws
affecting creditors’ rights heretofore or hereafter enacted to the extent constitutionally applicable
and that, based upon the advice of Bond Counsel, the earned original issue discount on the
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Commercial Paper Notes or stated interest on the Commercial Paper Notes, as the case may be,
is exempt from federal income tax. Such instructions shall also certify that:

(i) if the Commercial Paper Notes are being issued to pay the first Project Costs of an
Eligible Project, (A) attached to such instructions is (1) a No-Arbitrage Certificate (as described
in Section 6.04), (2) an approving opinion of Bond Counsel, and (3) an opinion of the general
counsel of the University that the Commercial Paper Notes are being issued to pay Project
Costs for Eligible Projects;

(ii) no "Event of Default” under the Series A Credit Agreement has occurred and is
continuing as of the date of such Certificate;

(iii) the Board is in compliance with the covenants set forth in Article VI as of the date
of such instructions; and

(iv) that the sum of the interest payable on such Commercial Paper Note and any discount
established for such Commercial Paper Note will not exceed a yield (calculated on the principal
amount of the Commercial Paper Note on the basis of a 365-day year and actual days elapsed)
to the maturity date of such Commercial Paper Note in excess of the Maximum Interest Rate
in effect on the date of issuance of such Commercial Paper Note.

(c) The Promissory Note shall be delivered to the Bank and thereafter Advances may be made
thereunder in accordance with the terms of the Series A Credit Agreement.

(d) Variable Rate Notes shall be issued and sold at public or private sale in the same manner
provided for the issuance and sale of Commercial Paper Notes in subsections (a) and (b) of this
Section 5.01 and pursuant to the provisions of Articles III and IV; except that the certification
described in Section 5.01(b)(iv) shall be calculated on the basis of a 360-day year of twelve 30-day
months or a 365-day year and actual days elapsed, as applicable.

Section 5.02. PROCEEDS OF SALE OF PROJECT NOTES. The proceeds of the sale of
any Project Notes (net of all expenses and costs of sale and issuance) shall be applied for any or
all of the following purposes as directed by a U.T. System Representative:

(i) used for the payment and redemption or purchase of Outstanding Project Notes at or
before maturity and the refunding of any Advances (evidenced by the Promissory Note) under
the Series A Credit Agreement; or

(ii) used for the purpose of financing Project Costs of Eligible Projects.

Section 5.03. ISSUING AND PAYING AGENT AGREEMENT. The Issuing and Paying
Agent Agreement by and between the Board and Morgan Guaranty Trust Company of New York,
New York, New York, relating to the Project Notes is hereby approved as to form and content by
the Board. A U.T. System Representative is hereby authorized and directed to approve, execute
and deliver to the Issuing and Paying Agent any such changes, additions, or amendments thereto
as may be necessary and proper to carry out the purpose and intent of the Board in authorizing
the increase in the amount of Notes at any time Outstanding as authorized by the First Supplement.
A U.T. System Representative is hereby authorized to enter into any supplemental agreements with
the Issuing and Paying Agent or with any successor Issuing and Paying Agent.

Section 5.04. DEALER AGREEMENT. The Dealer Agreement by and between the Board .
and Goldman, Sachs & Co. Inc. (the "Dealer”) pertaining to the sale, from time to time, of Project °
Notes or the purchase of Project Notes from the Board, all for a fee as set forth in said Dealer
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Agreement, is hereby approved as to form and content. A U.T. System Representative is hereby
authorized and directed to approve, execute and deliver to the Dealer such changes, additions, or
amendments thereto as may be necessary and proper to carry out the purpose and intent of the
Board in authorizing the increase in the amount of Notes at any time OQutstanding as authorized
by this First Supplement. A U.T. System Representative is hereby authorized to enter any
supplemental agreements with the Dealer or with any successor Dealer selected by the Board.

ARTICLE VI
COVENANTS OF THE BOARD

Section 6.01. Limitation on Issuance. Unless this First Supplement and the Series A Credit
Agreement are amended and modified by the Board in accordance with the provisions of
Section 8.03, the Board covenants that there will not be issued and Outstanding at any time more
than $100,000,000 in principal amount of Project Notes. The Board, however, does reserve the right
to issue additional Parity Debt in excess of said amount by a Supplement duly adopted by the
Board.

Additionally, the Board covenants and agrees that the total principal amount of all Project
Notes Outstanding at any one time and the total amount of interest accrued or to accrue thereon
in the succeeding 90 days following such date of calculation shall not exceed the sum total of the
"Available Bank Loan Commitment" (as defined in the Series A Credit Agreement) plus the amount
on deposit in the Series A Note Payment Fund.

Section 6.02. MAINTENANCE OF AN AVAILABLE CREDIT AGREEMENT
REQUIREMENT. (a) The Board agrees and covenants that at all times while there are
Outstanding Commercial Paper Notes or Variable Rate Notes which have not been converted to
a Fixed Rate it will maintain a Credit Agreement in amounts such that, assuming that all then
Outstanding Commercial Paper Notes and Variable Rate Notes which have not been converted to
a Fixed Rate were to become due and payable immediately, the amount available for borrowing
under the Credit Agreement would be sufficient at that time to pay principal of all such
Commercial Paper Notes and Variable Rate Notes which have not been converted to a Fixed Rate,
and interest thereon for 90 days computed at the rate of 15 percent per annum. No Commercial
Paper Notes or Variable Rate Notes which have not been converted to a Fixed Rate shall be issued
which if, after giving effect to the issuance thereof and, if applicable, the immediate application of
the proceeds thereof to retire other Commercial Paper Notes and Variable Rate Notes which have
not been converted to a Fixed Rate covered by the Credit Agreement, the aggregate principal
amount of all Commercial Paper Notes and Variable Rate Notes which have not been converted
to a Fixed Rate and interest thereon covered by the Credit Agreement would exceed the amount
of the credit commitment under the Credit Agreement. The availability for borrowing of such
amounts under the Credit Agreement may be subject to reasonable conditions precedent, including
but not limited to, bankruptcy of the Board. In furtherance of the foregoing covenant, the Board
agrees that it will not issue any Project Notes or make any borrowings which will result in a
violation of such covenant, will not amend the Series A Credit Agreement in a manner which will
cause a violation of such covenant and, if and to the extent necessary to maintain compliance with
such covenant, and will arrange for new Credit Agreements prior to, or contemporaneously with,
the expiration of the Series A Credit Agreement or any subsequent Credit Agreement.

(b) The Series A Credit Agreement presently satisfies the covenant contained in paragraph (a)
above with respect to the issuance of up to $60,000,000 in aggregate principal amount at any one
time Outstanding of Commercial Paper Notes.
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Section 6.03. AVAILABLE FUNDS. To the extent Notes cannot be issued to renew or
refund Outstanding Notes, the Board shall provide funds or shall in good faith endeavor to sell a
sufficient principal amount of Parity Debt or other obligations of the Board in order to have funds
available, together with other moneys available therefor, to pay the Notes and the interest thereon,
or any renewals thereof, as the same shall become due, and other amounts due under the Credit
Agreement.

Section 6.04. NOTES TO REMAIN TAX EXEMPT. (a) The Board covenants to refrain
from any action which would adversely affect, or to take such action to ensure, the treatment of the
Notes as obligations described in section 103 of the Internal Revenue Code of 1986 (the "Code"),
the interest on which is not includable in the "gross income” of the holder for purposes of federal
income taxation. In furtherance thereof, the Board covenants as follows:

(i) to take any action to assure that no more than 10 percent of the aggregate proceeds
of the Outstanding notes (less amounts deposited to a reserve fund, if any) are used for any
"private business use”, as defined in section 141(b)(6) of the Code or, if more than 10 percent
of the proceeds are so used, that amounts, whether or not received by the Board, with respect
to such private business use, do not, under the terms of this First Supplement or any underlying
arrangement, directly or indirectly, secure or provide for the payment of more than 10 percent
of the aggregate debt service on the Outstanding notes, in contravention of section 141(b)(2)
of the Code;

(ii) to take any action to assure that in the event that the "private business use" described
in subsection (i) hereof exceeds 5 percent of the aggregate proceeds of the Outstanding notes
(less amounts deposited into a reserve fund, if any) then the amount in excess of 5 percent is
used for a "private business use” which is “related” and not "disproportionate”, within the
meaning of section 141(b)(3) of the Code, to the governmental use;

(iii) to take any action to assure that no amount which is greater than the lesser of
$5,000,000, or S5 percent of the aggregate proceeds of the Outstanding notes (less amounts
deposited into a reserve fund, if any) is directly or indirectly used to finance loans to persons,
other than state or local governmental units, in contravention of section 141(c) of the Code;

(iv) to refrain from taking any action which would otherwise result in the Notes being
treated as "private activity bonds" within the meaning of section 141(b) of the Code; and

(v) to refrain from taking any action that would result in the Notes being "federally
guaranteed” within the meaning of section 149(b) of the Code.

(b) The Board further covenants that it will execute and deliver to the Issuing and Paying
Agent a No-Arbitrage Certificate in the form set forth by Bond Counsel in connection with the
original issuance of the Notes, and each issuance of Notes thereafter to pay Project Costs, and that
in connection with any other issuance of Notes, it will execute and deliver to the Issuing and Paying
Agent a confirmation that the facts, estimates, circumstances and reasonable expectations contained
therein continue to be accurate as of such issue date. The Board represents and covenants that it
will not expend, or permit to be expended, the proceeds of any Notes in any manner inconsistent
with its reasonable expectations as certified in the No-Arbitrage Certificates to be executed from
time to time with respect to the Notes; provided, however, that the Board may expend Note
proceeds in any manner if the Board first obtains an unqualified opinion of Bond Counsel that such
expenditure will not adversely affect the exemption from federal income taxation of interest paid
on the Notes. The Board represents that it has not been notified of any listing or proposed listing
by the Internal Revenue Service to the effect that it is an issuer whose arbitrage certifications may
not be relied upon. The Board further covenants with the Holders of all Notes at any time
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Outstanding that no use of the proceeds of any of the Notes or any other funds of the Board will
be made which will cause any of such Notes to be "arbitrage bonds" subject to federal income
taxation by virtue of being described in section 148 of the Code. In particular, but not by way of
" limitation, so long as any of the Notes are Outstanding, the Board, with respect to such proceeds
and other funds which may be treated as proceeds, will comply with all requirements of section 148
and the regulations of the United States Department of the Treasury issued thereunder, to the
extent that such regulations are, at the time, applicable and in effect. In particular, but not by way
of limitation, the Board covenants:

(i) to pay to the United States of America at least once during each five-year period
(beginning on the date of delivery of the Notes to pay issued Proj<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>