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 MEETING NO. 909 
 
 
WEDNESDAY, NOVEMBER 12, 1997.--The members of the Board of 
Regents of The University of Texas System convened at  
3:15 p.m. on Wednesday, November 12, 1997, in Cancun B of  
the Four Points Hotel by Sheraton in Brownsville, Texas,  
with the following in attendance: 
 
 
ATTENDANCE.-- 
 
 Present                        Absent                  
 Chairman Evans, presiding  *Regent Hicks 
 Vice-Chairman Loeffler 
 Vice-Chairman Clements 
 Regent Lebermann 
 Regent Oxford 
 Regent Riter 
 Regent Sanchez 
 Regent Smiley 
 
  Executive Secretary Dilly 
 
 Chancellor Cunningham 
 Executive Vice Chancellor Mullins 
 Executive Vice Chancellor Burck 
 Acting Vice Chancellor Frederick 
 
 
Chairman Evans announced a quorum present and called the 
meeting to order. 
 
RECESS TO EXECUTIVE SESSION.--At 3:20 p.m., Chairman Evans 
announced that the Board would recess to convene in Executive 
Session pursuant to Texas Government Code, Chapter 551, Sec- 
tion 551.072 to consider those matters listed on the Execu-
tive Session agenda. 
 
 
______________________ 
 
*Regent Hicks was excused because of a previous commitment. 
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RECONVENE.--At 4:35 p.m., the Board reconvened in open session 
to consider action on the items that were discussed in Execu- 
tive Session. 
 
 

EXECUTIVE SESSION OF THE BOARD OF REGENTS 
 
 
Chairman Evans reported that the Board had met in Executive 
Session to discuss matters in accordance with Texas Government 
Code, Chapter 551, Section 551.072.  In response to Chairman 
Evans’ inquiry regarding the wishes of the Board, the follow-
ing actions were taken: 
 
1. U. T. Board of Regents:  Consideration of Sale to the  

State of Texas or to a Third Party of Approximately  
3.84 Acres of Land and Improvements Located at  
1606 Niles Road (Also Commonly Known as #6 Niles Road  
and/or “Woodlawn”), Austin, Travis County, Texas.-- 
Chairman Evans reported that the item related to the 
proposed sale of approximately 3.84 acres of land and 
improvements located at 1606 Niles Road, which is  
commonly known as #6 Niles Road and/or “Woodlawn,”  
Austin, Travis County, Texas, was deferred for con-
sideration on November 13, 1997.  

 
 See Page 311. 
 
2. U. T. Dallas:  Approval to Sell Approximately 8.0 Acres  

of Land West of Waterview Parkway and North of Tatum  
Street, Richardson, Dallas County, Texas, to Lennox 
Commercial Realty, Inc., an Iowa Corporation, and Autho-
rization for the Executive Vice Chancellor for Business 
Affairs to Execute All Documents Related Thereto.--Upon 
motion of Vice-Chairman Clements, seconded by Regent 
Lebermann, the Board: 

 
a. Authorized The University of Texas System  

Real Estate Office, on behalf of The Univer- 
sity of Texas at Dallas, to complete nego- 
tiations to sell approximately 8.0 acres  
of land west of Waterview Parkway and north  
of Tatum Street in Richardson, Dallas County,  
Texas, to Lennox Commercial Realty, Inc.,  
an Iowa Corporation, in accordance with the 
parameters outlined in Executive Session 
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b. Authorized the Executive Vice Chancellor for 
Business Affairs or the Executive Director  
of Real Estate to take all steps including  
execution of all documents required to com- 
plete the transaction following approval  
by the Office of General Counsel. 

 
 
 
 
RECESS.--At 4:45 p.m., the Board recessed to reconvene in  
open session at 9:00 a.m. on Thursday, November 13, 1997, in 
the Board Room of Gorgas Hall at The University of Texas at 
Brownsville. 
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THURSDAY, NOVEMBER 13, 1997.--The members of the Board of 
Regents of The University of Texas System reconvened in regu-
lar session at 9:00 a.m. on Thursday, November 13, 1997, in 
the Board Room of Gorgas Hall at The University of Texas at 
Brownsville, Brownsville, Texas, with the following in 
attendance: 
 
 
ATTENDANCE.-- 
 
 Present                          Absent                  
 Chairman Evans, presiding    *Regent Hicks 
 Vice-Chairman Loeffler 
 Vice-Chairman Clements    
 Regent Lebermann 
 Regent Oxford 
 Regent Riter 
 Regent Sanchez 
 Regent Smiley 
 
  Executive Secretary Dilly 
 
 Chancellor Cunningham 
 Executive Vice Chancellor Mullins 
 Executive Vice Chancellor Burck 
 Acting Vice Chancellor Frederick 
 
 
Chairman Evans announced a quorum present and reconvened the 
meeting of the Board.   
 
 
WELCOME BY DR. JULIET V. GARCIA, PRESIDENT OF THE UNIVERSITY 
OF TEXAS AT BROWNSVILLE.--Chairman Evans stated that the  
Board was pleased to be meeting at The University of Texas  
at Brownsville and was especially delighted to have had the  
opportunity to meet with many of this component’s friends  
and supporters at last evening’s (November 12) very nice  
social event.  He expressed the Board’s appreciation to the 
Brownsville community for its ongoing and generous support of  
this institution.  Mr. Evans then called on Dr. Juliet V. 
Garcia, President of U. T. Brownsville, for any welcoming  
remarks on behalf of the host institution. 
 
 
______________________ 
 
*Regent Hicks was excused because of a previous commitment. 
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On behalf of the faculty, staff, and students of the institu-
tion, President Garcia welcomed the members of the Board  
and other guests to Brownsville. 
 
 
INTRODUCTION AND COMMENTS OF THE HONORABLE EDUARDO A. “EDDIE” 
LUCIO, JR., STATE SENATOR, DISTRICT 27.--Chairman Evans intro-
duced The Honorable Eduardo A. “Eddie” Lucio, Jr., State 
Senator for District 27, and recognized his continuing efforts 
to expand and enhance higher education opportunities in the 
State of Texas.  He then called on Senator Lucio for comments. 
 
Senator Lucio welcomed the members of the Board and other 
guests to Brownsville and noted that he realizes the Board is 
committed to extending access and opportunity for higher edu-
cation.  He paid special tribute to several former members of 
the Board who worked diligently to pursue academic excellence 
in higher education -- Mr. Bernard Rapoport, Mrs. Ellen Clarke 
Temple, Mr. Mario Yzaguirre, Reverend Zan W. Holmes, Jr.,  
Mr. Robert J. Cruikshank, and Mario E. Ramirez, M.D.  He also 
recognized the three new members of the Board (Regents Oxford, 
Riter, and Sanchez) and acknowledged their efforts to enhance 
significantly the quality and accessibility of educational 
opportunities in the State of Texas.   
 
Senator Lucio reviewed the role of The University of Texas 
System in the Valley area and noted that South Texas is proud 
to be affiliated with the best higher education system in the 
nation.  He provided statistical information related to 
admissions/enrollment, faculty recruitment, and graduate and 
undergraduate degree programs at both The University of Texas 
at Brownsville and The University of Texas - Pan American and 
praised the creation of the Regional Academic Health Center  
in the Rio Grande Valley by the 75th Texas Legislature.  Sena-
tor Lucio concluded by stating that he wanted to build educa- 
tional opportunities for the citizens of Texas, particularly 
those in South Texas, and perceived the U. T. System as the 
“bridge builder” in that process. 
 
Following Senator Lucio’s remarks and on behalf of the Board, 
Chairman Evans expressed appreciation for his informative and 
inspiring comments. 
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U. T. BOARD OF REGENTS:  APPROVAL OF MINUTES OF REGULAR MEET-
ING HELD ON AUGUST 13-14, 1997, AND SPECIAL MEETINGS HELD ON 
SEPTEMBER 3-6, 1997 AND SEPTEMBER 25, 1997.--Upon motion of 
Regent Lebermann, seconded by Vice-Chairman Loeffler, the 
Minutes of the regular meeting of the Board of Regents of  
The University of Texas System held on August 13-14, 1997,  
in Richardson, Texas, were approved as distributed by the  
Executive Secretary.  The official copy of these Minutes  
is recorded in the Permanent Minutes, Volume XLIV,  
Pages 1711 - 2104.  
 
Upon motion of Vice-Chairman Loeffler, seconded by Regent 
Smiley, the Minutes of the special meetings of the Board of 
Regents of The University of Texas System held on Septem- 
ber 3-6, 1997 and September 25, 1997, in Austin, Texas,  
were approved as distributed by the Executive Secretary.   
The official copies of these Minutes are recorded in the 
Permanent Minutes, Volume XLV, Pages 1 - 6. 
 
 
 
 

SPECIAL ITEM 
 
 
U. T. System:  Report of Summary of Gift Acceptance and 
Related Administrative Actions Conforming to Board Policy for 
June 1, 1997 Through August 31, 1997.--Vice Chancellor for 
Development and External Relations Perry reviewed the Summary 
of Gift Acceptance and Related Administrative Actions Con-
forming to Board Policy for The University of Texas System  
for the period June 1, 1997 through August 31, 1997, as set 
forth on Pages 7 - 11. 
 
Vice Chancellor Perry reported that during this period  
106 items conforming to Board policy were approved including 
the acceptance of $5,856,791 in gifts.  Other matching con-
tributions from previously accepted Board-held matching  
funds totaled $1,097,500 and previously reported gifts  
totaled $210,152. 

 
Mrs. Perry noted that this report includes only those funds 
which relate to endowments, estates, and other such funds 
which are managed by the U. T. System Office of Development 
and External Relations. 

 



ACCEPTANCE OF GIFI-S  HELD BY BOARD

ASSET TYPES
#ALL COMPONENT REAL MATCHING
m lNSlTNTION CASH SECURITIES w pLEDoEs m TRANSPERS FUNDS TOTAL VALUE

5 U.  T. Arlington s 54,lcm  s S S s -s 22,789 s S 76.1189

6 3 “ . T. Austin S 1,332,612  S 551,100  s 161,863 S 605,562  S S 250,652 S 212.300 s 2903,645  ’

3 “ . T. El Paw S 10,ooo s 26,268 S s -s -s -s -s 3 6 2 6 8
2 U.  T. Pan American S 24,126 S S S s -s -s -s 24,126

2 U.  T. San Antonio S
I

260,000 s s -s -s -s 40,ooo  s S 300,000

1
4

“ . T. Tyler S 10,olw s S s -s -s -I -s 10,Ow

I 9 U. T. SWMC-Dallas S I,M)o,ooo  s 400 ,930  s S S S S 1,085,ooo  s 1,400,930  l

4 “ . T. M.B.J.Mveston S 177,801 s s -s -s -I 114,100 s S 279,901 l

4 KJTHSC-“ous(on S 34 ,117  s S S 88 ,000  s S s -s 122,117
5 UTHSC-San  Antonio S 148,300 s s -s -s -s 2,300 S S 150,600

8 “TMDACC S 531,628 S 20,687 S s -s -s -s .s 552,315

1 0 6 TOTAL S 3,582,6&(  S 990,993 s 161,863 S 693,562 S S 429,841 s 1,297,soo  s 5,856,791  ’

l Not included in total: U. T. Austin  - S198,152  oftransfers  ofpreviously  accepted giAs and S12,5W  ofBoard-held  matching tint&,

U. T. SWMC-Dallas  - SI,O8S,ooO  ofBoard-held  matching funds,  and

U. T. M.B.-Cialvcston  - S12,OOO  ofhansfers  of previously accepted  gifts.

NOTE Compiled by offce  of Development and External  Relations



CLASSIFICATION OF GIFTS AND OTHER ACTIONS

CHARlTABLE POOLED HELD IN

coMPom REhfAlNDER INCOME REMAINDER TRUST CURRENT

MSITNTlON ENDOWMENTS m FUND INTERESTS BY OTHERS PURPOSE B

U. I.  Austin 56 - 6 2 -

“ . T. El Paso 3 - - - -

U. T. San Antonio 2 - - - -

I “ . T. Tyler I - - - - -
Co

“ . T. SWMC-Dallsr 6 - - 6 -
I

U. T. M.R.-CMvcsfon 4 - - - -

Lnnsc-“alsm” 3 - - 1 - -

UTHSCSm  Antonio 5 - - - -

,-dPl- 6 - - 2 -

TOTAL 93 0 0 0 13 4 0



PURPOSES OF GDTS HELD BY BOARD AND OTHERS

ENEOWXENT

c0hmmEN-r DIST. DIST. FACULTY GRADUATE CURREN? OTHER

PlSTINTION CHALR w PROFSHIP PROPSHIF FELmwsHm FELLOWSHIP SCHGLAFSHIF m m m

U. T. Austin - 3 5 5 3 5 9 2

“. T. El Plao - - - - - - I I - -
I

T - - - 2

I U. T. San  Antonio - - 1 I - - -

“. T. M.B.Oalvcston - - I - - - 2 - - -

UTHSC-“ourton - - I - 2 1 -

,“‘“SC-San  Antnnio - - - - - 5 - - -

,lTMlldfT - - - - - 7 ‘) -



coMPom

INSTIlUTlON

ESTABLISH REDESIGNATE

ENDOWMENT ENDOM’MENT  LEVEL

OTHER

REDESIGNATTON

DlSSOLVE

ENDOWMENT

APPROWALLOCATE ACCEPT

MATCHMG TRUSTEESHIP m

,r  T d,li”s+“” < - - - - - -

s U. T. Pan Anterim 2 - - - - - -

I U. T. SW Antonio 2 -

U. T. Tvla I - - - -

U. T. M.B.-Gdvcrton 3 - 1

UTHSC-Houston 4 - - - 1 - -

IITHSC-San  A”,Imi” 5 - -

UTMDACC 2 I 2 I - - -

TOTAL 89 3 7 4 7 0 0



COMPARATIVE SIJMhfARY OF GIFI-S  ACCEPTED YIA THE OFFICIAL ADMINISTRATIW PROCESS

COhmmENT FYI996 “SCAL YEAR  1597

MSTlTUTlON FULLYEAR 9/l/96-  11i3Of96 L?lb96  - 2m3l97 3/1197  - mm7 FULLYEAR

1,~ TV Svstem s 40.009 s - s - 5 - 5 -

U. T. Arlington s 157,630 s - s - s 390.271 s 467,160

“. T. Austin 5 11,922,027 s 3,220.W s lJ97.147 s 5274,832 s 12,5%J23

0. T. Bmwwillc s - s - s - s 25.m s 25mO

1 “. T. El Paw S 627,444 s 2,115,682 s 343,080 s 218,311 s 2,713,341

:: u. T. Pan Allwim s - I 150,cmO s 469,025 s - s 643,151

I I,~ TV Pcmliml  Basin s 362.077 s - 5 - 5 64I.ocm 5 641.cm

U. T. San Antonio S 645,959 s 25,ooO s 55,500 s - s 380,500

“. T. Tykf s 886,046 s 25,000 s - 5 30,000 s 65,ooO

“. T. SWMC-DalIa s 13.409.431 5 4.107.0611 s 5.772.153 s 1.112250 s 12.392.401

“. T. M.B.GalveRon s 7,392,043 S 1,933,594 s 3258,170 s 2.931,485 I 8,403,150

UTHSC-“OlStO” S 2,872,9-U 8 465,914 8 620,000 s 3276,622 s 4,X34,653

OTHSC-San  Antonio 5 1.525.008 S 631.753 s 1465.454 s 242.OiHl S 2.489.807

UThDACC s 3267,099 s 741,404 s - s 683,978 s 1,977,697

“. T. HC-Tyler s 1,064,117 s - s - S 140,910 s 140,910

UTEPmdUlMB s 1,028,125 s - s - s - s -

“. T. AustinNTMDACC s - s - s 28,048 s - 5 28,048

TOTAL s 45.969.947 s 13,416,014 s 13,275,890 s 15,066,659 s 47.615.354
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MATTERS RELATED TO THE UNIVERSITY OF TEXAS 
INVESTMENT MANAGEMENT COMPANY (UTIMCO) 

 
 
1. U. T. System:  Report on Investments for the Fiscal Year 

Ended August 31, 1997.--On behalf of The University of 
Texas Investment Management Company (UTIMCO) and in the 
absence of Chairman Hicks, Regent Loeffler, a member of 
the UTIMCO Board of Directors, summarized the Report on 
Investments for The University of Texas System for the 
fiscal year ending August 31, 1997, for the Permanent 
University Fund, Long Term Fund, Short/Intermediate Term 
Fund, and Separately Invested Assets. 

 
 

Report by Regent Loeffler on Behalf of UTIMCO 
 
 

Mr. Chairman and members of the Board, I am pleased to 
summarize on behalf of UTIMCO the investments for The 
University of Texas System for the fiscal year ending 
August 31, 1997. 
 
Item a on Page  15  presents the summary report for Per-
manent University Fund (PUF) Investments.  The PUF began 
the year with a market value of $5.292 billion.  During 
the year, contributions of mineral income from PUF  
Lands, largely as a result of higher oil and gas prices, 
increased by 30% to $85.2 million.  In addition, total 
investment return was a record $1.254 billion of which 
$263 million was income return and $991 million was  
price return.  Cash income of $265.2 million was dis-
tributed to the Available University Fund (AUF) result-
ing in a year-end PUF market value of $6.368 billion. 
 
During the year, UTIMCO continued to diversify the  
PUF’s assets among broadly defined equity securities.  
Approximately $111 million of fixed income securities  
and $23 million of cash contributions were reallocated  
to equities.  The rebalanced funds were invested in  
non-U. S. equities, U. S. small cap equities and 
alternative equities.  Another $47 million of cash 
contributions was reserved and transferred to the AUF  
in September 1997 as part of the conversion to accrual 
based distributions.  Year-end asset allocation was  
63% broadly defined equities and 37% fixed income ver- 
sus an unconstrained neutral allocation of 80% equities 



 
 - 13 - 

and 20% fixed income.  Within equities, period-end 
allocation to equities was 44% U. S. large and mid cap 
stocks, 6% U. S. small cap stocks, 7% non-U. S. equi- 
ties and 6% alternative assets. 
 
PUF income distributions to the AUF of $265.2 million 
increased by a nominal rate of 4.6% versus Fiscal  
Year 1996 and by an inflation adjusted rate of 2.4%.  
Interest income from fixed income securities, which 
accounts for 70% of total income paid to the AUF, 
declined slightly, by 0.3%.  Dividend income, result- 
ing from both new contributions and dividend increases, 
rose by 17.7% versus the previous year. 
 
Total investment return for the year was 23.8%.  Fixed 
income as an asset class continued to perform relatively 
poorly versus equities with the Salomon Broad Bond Index 
generating a total return of 10.0%.  The Fund’s fixed 
income portfolio at 11.3% outperformed this index.  
Equities, as an asset class, continued to generate higher 
relative returns with the S&P 500 Index and Russell 3000 
Index posting returns of 40.6% and 38.4%, respectively.  
The PUF’s equity (including international) portfolios 
produced a 35.1% return.  Finally, alternative equities 
produced a 10.4% return for the year due to the "j-curve 
effect" experienced in initiating or expanding such 
investment programs. 

 
Item b on Page  16  reports summary activity for the Long 
Term Fund (LTF).  During the year, net contributions 
totaled $66.1 million and net investment return was 
$433.8 million.  Distributions paid to the approximately 
4,400 endowment and other accounts underlying the LTF 
increased to $79.1 million from $76.4 million for the 
previous year.  The payout rate was unchanged at  
$0.175 per unit during the year with the increase in 
total distributions resulting from the increase in  
the number of Fund units outstanding.  The Fund’s  
market value closed the year at $2.125 billion versus 
$1.712 billion for the preceding year-end.  On a per  
unit basis, each endowment’s ownership in the LTF 
increased from an average of $3.90 per share to  
$4.67 per share. 
 
Asset allocation at year-end was 23% fixed income and 
77% broadly defined equities.  Within equities, U. S. 
small cap and non-U. S. equities were roughly neutral 
weighted at 11% and 14%, respectively.  U. S. large and 
mid cap equities were overweighted at 47% vs. 30% while 
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alternative equities were underweighted at 5% versus a 
neutral weighting of 25%.  For Fiscal Year 1997 as a 
whole, total investment return for the LTF was 25.1%  
and net 18.6% after expenses of 0.2%, inflation of 2.2% 
and payout of 4.1%. 
 
Item c on Page  17  presents annual activity for the 
Short/Intermediate Term Fund.  During the year, the Fund 
received net contributions of $274 million.  It earned 
$115.4 million in total return and incurred expenses of 
$0.4 million.  Distributions to the U. T. System compo-
nent institutions equaled $90.0 million resulting in a 
year-end Fund value of $1.631 billion.  Total return  
on the Fund was 8.1% for the year versus the Fund’s 
performance benchmark of 7.0%. 
 
Item d on Page  18  presents book and market value of 
cash, fixed income, equity and other securities held  
in funds outside of investment pools.  Total cash and 
equivalents, consisting primarily of component operat- 
ing funds held in the Dreyfus money market fund, 
increased by $19 million to $622 million during the  
year.  Asset values for the remaining asset classes  
were fixed income securities:  $52 million vs. $82 mil-
lion at previous year-end; equities:  $35 million vs.  
$21 million at previous year-end; and other investments  
of $6.0 million.   

 



a . PERMANENT UNIVERSITY FUND

Summary Investment Report at August 31, 1997.--

PERMANRNT  UNIVERSITY
IMIESTb!ENTSuMKARY

(8 millionsl

FTJNJJ  (1)
REPORT

FY95-96 FY96-97
Full Year-To-
Year 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Date

Beginning Market Value 4.958.5 5,292.l 5,757.0 5.823.8 6,048.g 5,292.l
PUF Lands Receipts(2) 65.7 23.9 20.2 26.4 14.7 85.2
Investment income(3) 254.2 65.1 63.8 66.9 67.2 263.0
Change in Undistributed Income

Payable to the Available
I University Fundl3) (0.6) 3.8 (2.7) 2.9 (1.81 2.2

Kl
Investment Income Distributed

on Cash Basis(3) (253.6) (68.91 (61.1) (69.8) (65.4) (265.2)
I Realized Gairis (Losses) 196.8 45.4 55.2 43.8 106.6 251.0

Change in Unrealized Gains (Losses) 71.1 395.6 (8.6) 154.9 198.1 740.0
Ending Market Value 5,292.l 5,757.0 5,823.E 6,048.g 6,368.3 6.368.3

Distributed to the AUF:
Investment Income 253.6 68.9 61.1 69.8 65.4 265.2
Surface Income

Total
4.8 1.1 1.5 0.8 1.9 5.3

258.4 70.0 62.6 70.6 67.3 270.5

Report prepared in accordance with Sec. 51.0032 of the Texas Education Code.

(1) Excludes PUF Lands mineral and surface interests with estimated June 30, 1997,
values of $550.5 million and $151.8 million, respectively.

(2) AS of August 31, 1997: 895,504 acres under lease; 521,827 producing
acres; 2,923 active leases; and 2,057 producing leases.

(3) Change in presentation to reflect investment income earned as well as cash income
distributed to.the  AUF.



b. LONG TERM FUND

Sj;mmary  Investment Report at August 31, 1997.--

LONG TERM FUND
SUlMARY  REPORT

($ millions)

FY95-96 FY96-97
Year-To-

Full Year 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Date
Beginning Net Assets 1,558.S 1.712.1 1.876.9 1.924.0 2.015.7 1,712.l

Net Contributions 54.1 24.7 21.4 17.7 2.3 66.1
Investment Return 182.3 160.8 46.6 95.4 131.0 433.8
Expenses (3.7) (1.1) (1.1) (1.2) (1.1) (4.5)
Distributions (Payout) (76.4) (19.5) (19.7) (19.9) (20.0) (79.1)

I Distribution of Gain

:
on Participant
Withdrawals (3.0) (0.1) (0.1) (0.3) (2.9) (3.4)

I Ending Net Assets 1,712.l 1,876.g 1,924.0 2,015.7 2,125.0 2,125.0

Net Asset Value per Unit 3.897 4.211 4.269 4.432 4.672 4.672
No. of Units (End of

Period) 439,352,911 445,660,754 450,7X3,468 454,803,542 454,803,889 454,803,889
Distribution Rate Unitper 0.175 0.04375 0.04375 0.04375 0.04375 0.1750

Report prepared in accordance with Sec. 51.0032 of the Texas Education Code.



SHORT/INTERMEDIATE TERM FUND
SlMbIARY REPORT
($ millions)

FY95-96 FY96-97
Year-To-

Full Year 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Date

Beginning Net Assets 1,129.5 1,332.l 1,405.6 1,499.g 1‘566.7 1,332.l
Net Contributions 216.7 40.9 111.8 69.0 52.6 274.3
Investment Return 58.2 52.9 21.6 36.7 115.4

I Expenses (0.2) (0.1) ("0% (0.1) (0.1) (0.4)
t; Distributions of Income (72.1) (20.2) (21.6) (23.7) (24.5) (90.0)

, Ending Net Assets 1,332.l 1,405.6 1,499.g 1,566.7 1,631.4 1,631.4

Report prepared in accordance with Sec. 51.0032 of the Texas.



d. SEPARATELY l&VESTED  ASSETS

summary ,nveslment  Rqm”  at  A.ugus,  3 I, 1997.-

SEPARATELY INVESTED ASSETS
SUMMARY REPORT

(S thousands)

FUNDTYPE

I CURRENT PURPOSE ENDOWMENT & ANNUITY & LIFE
DESIGNATED RESTRICTED SIMILAR F U N D S  INCOME FUNDS AGENCY F U N D S  OPEBATINC FUNDS

1
TOTAL

ASSET TYPES
Cash & Equivalents: BOOK MARKET  BOOK MARKET BOOK MARKET BOOK MAMET  BOOK MARKET__~ m w w e
‘Beginning value MU97 3,226 3,226 2,744 2,744 23,472 23,472 413 413 1 3 0 I30 557,014 557,014 586,999 586,999

Increa%/(Decreare) 12.053 12,053 (1,166) (1,166) 11,256 Il.256 224 224 ((30) (130) 12,306 12,306 34,543 34,543
Ending value 8/3  l/97 I . 9 15,279 1,578 1,578 34,728 34,728 637 637 - . 569,320 569,320 62 1,542 62 I.542

Debt  Securities:
Beginning value 6/l/97 6,697 6,703 7 4 42,093 42,456 8,436 8,614 - 57,233 57,777

I Increase/(Decrease) (2,997) .(3.003) - - (3,005) (2,506) (12) 1 3 9 - I (6,014) (5,369)
G Ending value a/3  l/97 3,700 3,7w 7 4 39.088 39,950 8,424 8,753 - I 51,219 52.408

, Equity Securities:
Beginning value  6/l/97 5 2 1,013 158 1 5 8 15,993 22,286 3,748 4,223 - 1 9 . 9 5  I 27.680
Increasc/(Decrea.ss) 3,974 I.188 usa 355 2,262 379 541 - . 1,922 7,935
Ending value 8/3  l/97 5 2 4.987 1,346 I, 16,348 24,548 4,127 4,764 - 21,873 35,615

Other:
Be&W value 6/i/97 - 6 8 9 6 8 9
In&e/iDecrease)

(688)
(42)

(688)
‘(42)

5,289 5,806 - 5,290 5.807
41  41 (76) 269 - . (77) 268

Ending value  a/31/97 130  7 (730) (730) 5,213 6.075 . . : _ 5,213 6.075

ReporI  prepared in accordance with Sec. 51.0032 ofdx  Texas Education Code.
Details af individual .wetS  by ac~unt furnished upon request.
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2. Permanent University Fund:  Report on Investments for 

the Fiscal Year Ended August 31, 1997.--The University 
of Texas Investment Management Company presented the 
annual report on Permanent University Fund investments 
for the fiscal year ended August 31, 1997, which sum-
marizes the Fund’s investment transactions and balances, 
the investment objectives, performance and asset allo- 
cation information for that fiscal year. 

 
The Board approved this report and directed its distri-
bution to the Governor, members of the Legislature, and 
other State Officials, as required by Section 66.05 of 
the Texas Education Code. 

 
 
3. U. T. System:  Approval to Increase the Long Term Fund 

(LTF) Distribution Rate for the Fiscal Year Beginning 
September 1, 1997.--At its February 5-6, 1997 meeting, 
the U. T. Board of Regents approved the restated Long 
Term Fund Investment Policy (the "Policy").  The  
restated Policy contains a spending formula that holds 
the Long Term Fund (LTF) distribution rate constant at 
$0.175 per unit until distributions from the Fund equal 
4.5% of the average market value of LTF assets for the 
trailing 12 fiscal quarters.  At the point that the  
4.5% threshold is reached, the spending formula  
increases distributions from the LTF at the rate of 
inflation subject to a distribution range of 3.5%  
to 5.5% of the average market value of LTF assets for  
the trailing 12 fiscal quarters. 

 
The 4.5% threshold distribution rate was reached as  
of August 31, 1997.  Accordingly, The University of  
Texas Investment Management Company (UTIMCO) Board of 
Directors, on September 15, 1997, approved an increase  
in the LTF distribution rate of $.05 per unit or by  
the 2.86% rate of inflation during the period Septem- 
ber 1, 1996 through August 31, 1997. 

 
 Upon recommendation of the UTIMCO Board of Directors,  

authorization was given to increase the distribution  
rate for The University of Texas System Long Term Fund 
from $0.175 per unit to $0.180 per unit for the fiscal 
year beginning September 1, 1997. 
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RECESS FOR COMMITTEE MEETINGS AND COMMITTEE REPORTS TO THE 
BOARD.--At 9:25 a.m., the Board recessed for the meetings 
of the Standing Committees, and Chairman Evans announced  
that at the conclusion of each committee meeting the Board 
would reconvene to approve the report and recommendations  
of that committee. 
 
The meetings of the Standing Committees were conducted in  
open session and the reports and recommendations thereof  
are set forth on the following pages. 
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REPORTS AND RECOMMENDATIONS OF STANDING COMMITTEES 

 

REPORT OF EXECUTIVE COMMITTEE (Page  21 ).--In compliance with 
Section 7.14 of Chapter I of Part One of the Regents’ Rules 
and Regulations, Chairman Evans reported that there were no 
items referred from the Executive Committee to the Board. 
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REPORT AND RECOMMENDATIONS OF THE BUSINESS AFFAIRS AND AUDIT 
COMMITTEE (Pages 22 - 285).--Committee Chairman Riter reported 
that the Business Affairs and Audit Committee had met in open 
session to consider those matters on its agenda and to 
formulate recommendations for the U. T. Board of Regents.  
Unless otherwise indicated, the actions set forth in the 
Minute Orders which follow were recommended by the Business 
Affairs and Audit Committee and approved in open session and 
without objection by the U. T. Board of Regents: 
 
1.  U. T. System:  Approval of Chancellor's Docket No. 91 

(Catalog Change).--In considering Chancellor's Docket 
No. 91, Committee Chairman Riter pointed out that in the 
section on Catalog Changes each institution, with the 
exception of The University of Texas M.D. Anderson Cancer 
Center and The University of Texas Health Center at 
Tyler, had submitted revised policy statements regarding 
freshman admission requirements and the criteria to be 
used in the award of scholarships and fellowships.  In 
addition, several of the institutions have sections  
on transfer admissions and graduate admissions.  These 
changes result from the requirements established by  
the 75th Texas Legislature in House Bill 588 to address 
diversity issues created by the inability to use race-
based considerations in admissions and related policies.  
Although the policies have been approved administratively 
for inclusion in the Docket, the Chancellor and several 
of the component presidents have agreed that there are 
some additional factors that should be considered in 
these admissions policies.  These additions will be pro-
cessed as nonsubstantive changes to the policies and will 
be included in the final printed version of the Docket. 

 
Mr. Riter further noted that under Other Matters, each 
institution’s Docket includes the final approved policies 
on the periodic performance evaluation of tenured fac-
ulty.  All of the policies comply with the Board’s guide-
lines for periodic performance evaluation and with the 
requirements of the new statute requiring Texas public 
universities to adopt policies for the review of tenured 
faculty. 

 
Upon recommendation of the Business Affairs and Audit 
Committee, the Board approved Chancellor's Docket No. 91 
in the form distributed by the Executive Secretary.  It 
is attached following Page 312 in the official copies  
of the Minutes and is made a part of the record of this 
meeting. 
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It was expressly authorized that any contracts or other 
documents or instruments approved therein had been or 
shall be executed by the appropriate officials of the 
respective institution involved. 

 
It was ordered that any item included in the Docket that 
normally is published in the institutional catalog be 
reflected in the next appropriate catalog published by 
the respective institution.  

 
 
2. U. T. Board of Regents - Regents’ Rules and Regulations, 

Part Two:  Amendments to Chapter III, Section 2 (Deposits 
with Institutional Business Office), Section 3 (Deposits 
with the State Treasurer), and Section 4 (Local Institu-
tional Funds).--In order to update current procedures, 
approval was given to amend the Regents’ Rules and 
Regulations, Part Two, Chapter III, Sections 2 through 4,  
relating to deposits with the institutional business  
office, deposits with the State Treasurer, and local  
institutional funds, to read as set forth below: 

 
Sec. 2. Deposits with Institutional Business Office. 
 

. . . 
 

2.4 Petty cash funds shall be provided only  
on approval of, and by arrangement of,  
the department with the chief business  
officer.   

 
Sec. 3. Deposits with the State Treasurer. 

 
. . . 

 
3.3 Component institutions of the System are 

authorized by the current Appropriations 
Act to establish Revolving Funds under 
certain prescribed procedures to facili-
tate the payment of nominal expenses and 
to pay bills within cash discount periods, 
as well as for regular monthly payrolls, 
weekly, and special payrolls.   
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Sec. 4. Local Institutional Funds. 
 

4.1 All institutional funds not required to be 
deposited in the State Treasury must be 
deposited in official depository banks for 
safekeeping or invested as specified by 
law and by the applicable Rules and 
Regulations, Business Procedure Memoranda 
and Investment Policy Statements. 
4.11 Funds held in demand deposits, time 

deposits, or nonnegotiable certifi-
cates of deposit shall be deposited 
or invested only in banks with which 
the Board has a depository agreement.  
The Board delegates to UTIMCO or the 
Executive Vice Chancellor for Busi-
ness Affairs authority to execute and 
deliver depository and custody agree-
ments when such deposit agreements 
are with banks meeting the then cur-
rent policies of the Board and are in 
substantially the form of a standard 
deposit agreement approved by the 
Board or, for other agreements, in  
a form approved by the Office of 
General Counsel.  Subject to the 
provisions of Part One, Chapter I, 
Section 9 of these Rules and Regu-
lations, the Board delegates to each 
chief administrative officer and the 
Executive Vice Chancellor for Busi-
ness Affairs the authority to execute 
and deliver contracts for banking 
services with banks that have a 
depository agreement with the Board. 

4.12 Requests for documentation specifying 
staff authorized to sign checks or 
initiate funds movements, or changes 
thereto, for all bank accounts, bank 
common trust funds, or money market 
funds shall be approved by each 
institutional chief administrative 
officer and chief business officer. 

 
. . . . 
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3. U. T. Board of Regents:  Adoption of Resolution Approving 
and Authorizing the Issuance of Board of Regents of The 
University of Texas System Permanent University Fund 
Bonds in an Aggregate Principal Amount Not to Exceed 
$130,000,000; Approval of the Official Statement, Notice 
of Sale and Bidding Instructions, Official Bid Form, and 
Escrow Agreement; Appointment of Vinson & Elkins, L.L.P., 
Houston and Austin, Texas, as Bond Counsel and Disclosure 
Counsel; Yava D. Scott, Houston, Texas, as Special 
Counsel; Bankers Trust Company, New York, New York, as 
Escrow Agent; Texas Treasury Safekeeping Trust Company, 
Austin, Texas, as Paying Agent; and Deloitte & Touche 
L.L.P., Houston, Texas, as Escrow Verification Agent; and 
Authorization for Officers of U. T. System to Complete 
All Transactions.--Upon recommendation of the Business 
Affairs and Audit Committee, the Board: 
 
a. Adopted the Resolution and approved the 

Official Statement, Notice of Sale and Bidding  
Instructions, Official Bid Form, and Escrow 
Agreement substantially in the form set out  
on Pages 27 - 127 to authorize the issuance of 
Board of Regents of The University of Texas 
System Permanent University Fund Bonds, in  
an aggregate principal amount not to exceed 
$130,000,000 and a final maturity not to  
exceed July 1, 2018, to be used to refund up 
to $80,000,000 of Permanent University Fund 
Variable Rate Notes, Series A, to provide bond 
proceeds for projects approved under the 
Capital Improvement Program and to pay 
issuance costs 

 
b. Appointed Vinson & Elkins, L.L.P., Houston and 

Austin, Texas, as Bond Counsel and Disclosure 
Counsel  

 
c. Appointed Yava D. Scott, Houston, Texas, as  

Special Counsel 
 
d. Appointed Bankers Trust Company, New York, New 

York, as Escrow Agent 
 
e. Appointed the Texas Treasury Safekeeping Trust 

Company, Austin, Texas, as Paying Agent 
 
f. Appointed Deloitte & Touche L.L.P., Houston, 

Texas, as Escrow Verification Agent 
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g. Authorized appropriate officers and employees 
of the U. T. System as set forth in the  
related documents to take any and all actions 
necessary to carry out the intentions of the 
U. T. Board of Regents to complete the 
transactions as provided in the Resolution. 

 
While taking advantage of the current interest rate 
environment, the sale of these bonds will (1) refund up 
to $80,000,000 of outstanding Board of Regents of The 
University of Texas System Permanent University Fund 
Variable Rate Notes, Series A, (2) provide up to 
$50,000,000 to finance approximately one year’s project 
expenditures under the FY 1998-2003 Capital Improvement 
Program, and (3) pay issuance costs of approximately 
$190,000. 
 
The bonds will be sold on a competitive basis as 
specified in Section 7.04 of the Resolution.  An 
Authorized Representative will take actions to ensure 
that the bonds are sold on the most favorable terms and 
are sold and awarded to the winning bidder pursuant to 
the Resolution.  An Authorized Representative is defined 
in the Resolution as the Chancellor, the Executive Vice 
Chancellor for Business Affairs, the Assistant Vice 
Chancellor for Finance, or the Director of Finance.  
 
 



RESOLUTION

by the

BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM

authorizing the issuance, sale and delivery of

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSITY FUND BONDS

and approving and authorizing instruments
and procedures relating thereto

-,

November 13,1997
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RESOLUTION AUTHORIZING THE ISSUANCE, SALE AND
DELIVERY OF BOARD OF REGENTS OF THE UNIVERSITY

OF TEXAS SYSTEM PERMANENT UNIVERSITY FUND
BONDS AND APPROVING AND AUTHORIZlNG  INSTRUMENTS

AND PRODURES  RELATING THERFTO

WHEREAS, article VII, section 18 of the Texas Constitution, as amended, authorizes the
Board (hereinafter defined) to issue bonds and notes not to exceed a total amount of 20% of the cost
value of investments and other assets of the Permanent University Fund (hereinafter defined),
exclusive of real estate, at the time of issuance thereof and to pledge all or any part of its two-thirds
interest in the Available University Fund (hereinafter defined) to secure the payment of the principal
of and interest on those bonds and notes, for the purpose of acquiring land, constructing and
equipping buildings or other permanent improvements, major repair and rehabilitation of buildings
and other permanent improvements, acquiring capital equipment and library books and library
materials, and refunding bonds or notes issued under such section or prior law, at or for the System
(hereinafter defined) administration and component institutions of the System; and

WHEREAS, the Board heretofore has authorized, issued and delivered, pursuant to such
constitutional provision, its Variable Rate Notes (hereinafter defined), which are now outstanding
in the aggregate principal amount of $150,000,000,  and which, along with  certain other outstanding
obligations of the Board, are secured by a pledge of the Interest of the System (hereinafter defined)
in the Available University Fund (hereinafter defined); and

WHEREAS, the Board has determined to authorize issuance of its bonds in the maximum
aggregate principal amount of $130,000,000  for the purposes of refunding the Refunded Notes
(hereinafter defined), consisting of all or a portion of the outstanding Variable Rate Notes, and
paying the Project Costs (hereinafter defined) of certain Eligible Projects (hereinafter defined), all
pursuant to article VII, section 18 of the Texas Constitution, section 65.46, Texas Education Code,
and articles 717k and 717q,  Texas Revised Civil Statutes Annotated, all as amended, and other
applicable laws;

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

DEFINITIONS, INTERPRETATION AND FINDINGS

Section 1 .Ol DEFINITIONS. Unless expressly provided otherwise herein or unless the
context shall indicate a contrary meaning or intent, the terms and expressions defined below, when
used in this Resolution, shall have the meanings set forth below for all purposes of this Resolution,
except the FORM OF BOND appearing in Section 2.06 hereof.

“Additional Purity Bonds and  Notes” means the additional parity bonds and the additional
parity notes permitted to be issued pursuant to Section 3.04 hereof or pursuant to Section 3.04 of the
Series 1988 Resolution, Section 3.04 of the Series 1991 Resolution, Section 3.04 of the Series
1992A Resolution, Section 3.04 of the Series 1992B Resolution or Section 3.04 of the Series 1996
Resolution.

“A tforney General” means the Attorney General of the State of Texas.

‘AurhorizedDenominalion”means  $5,000 principal amount or any integral multiple thereof.

‘Authorized Representative” means one or more of the following officers or employees of
the System, to wit: the Chancellor, the Executive Vice Chancellor for Business Affairs, the Assistant
Vice Chancellor for Finance, and the Director of Finance, or in the event of a vacancy in any such
position, the person duly authorized to act in such capacity pending the appointment of a successor
to such position, or such other officer  or employee of the System authorized by the Board to act as
an “Authorized Representative. ”

“Available University Fund” means, as provided in article VII, section 18 of the Texas
Constitution, as amended, all of the dividends, interest, and other income from the Permanent
University Fund (less administrative expenses), including the net income attributable to the surface
of Permanent University Fund land.

“Board” means the Board of Regents of the System.
-,

“Bond”or  “BonaYmeans  any one or more, as the case may be, of the bonds authorized by
this Resolution, and all substitute bonds exchanged therefor, and all other substitute and replacement
bonds issued pursuant to this Resolution.

“Bond Year W means the period beginning on July 2 of any calendar year and continuing
through July 1 of the following calendar year.

“Code”means  the Internal Revenue Code of 1986, as amended.

-2-
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“Comptroller” means the Comptroller of Public Accounts of the State of Texas.

“Counsel’s Opinion” means a written legal opinion of nationally recognized bond counsel
acceptable to the Board.

“Construction Account” means the “Board of Regents of The University of Texas System
Permanent University Fund Bond Construction Account” established by the Board pursuant to
Section 7.07 of this Resolution.

“CUSIP” means the Committee on Uniform Securities Identification Procedures of the
American Bankers Association, or any successor to its functions.

“De>ased  Bond” means any Bond the principal of and interest on which is deemed to be
paid, retired and no longer outstanding within the meaning of this Resolution, pursuant to and in
accordance with Section 7.02 hereof.

“DTC”means  The Depository Trust Company, New York, New York, and its successors and
assigns.

“DTC Purticipunt”means  the securities brokers and dealers, banks, trust companies, clearing
corporations and certain other organizations on whose behalf DTC was created to hold securities to
facilitate the clearance and settlement of securities transactions among DTC Participants.

“Eligible Project” means the acquisition of land either with or without permanent
improvements, the construction and equipping of buildings or other permanent improvements, major
repair and rehabilitation of buildings and other permanent improvements, the acquisition of capital
equipment, library books and library materials. The term “Eligible Project” does not include the
constructing, equipping, repeg  or rehabilitating of buildings or other permanent improvements
that are to be used for student housing, intercollegiate athletics or auxiliary enterprises.

“EscrowAgreement”means  that certain Escrow Agreement, dated as of the date of issuance
and delivery of the Bonds to the initial purchaser thereof, between the Board and Bankers Trust
Company, New York, New York, as escrow agent, as authorized by Section 7.06.hereof,  and as such
agreement may be amended t?om time to time in accordance with the terms thereof.

“Fiscal Year” means the fiscal year of the State of Texas, which currently ends on August
3 1 of each calendar year.

“Government Obligutions”  means direct  obligations of the United States of America,
including obligations the principal of and interest on which are unconditionally guaranteed by the
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United States of America, which may be United States Treasury obligations such as its State and
Local Government Series, and which may be in book-entry form.

“Inifial  Bonds” means the Bonds authorized, issued, sold and initially delivered hereunder
and upon which the registration certificate, manually executed by or on behalf of the Comptroller,
has been placed.

“Interest and Sinking Fund” means the Board of Regents of The University of Texas System
Permanent University Fund Bonds Interest and Sinking Fund described in Section 3.02 hereof.

“Interest of fhe Sysfem,  “when used with reference to the Available University Fund, means
the System’s two-thirds interest in the Available University Fund as apportioned and provided in
article VII, section 18 of the Texas Constitution, as amended.

“FuyingAgenr”means  the paying agent for the Bonds appointed by the Board in Section 2.14
hereof, or any successor to such paying agent appointed hereunder.

‘Permanent University Fund” means the Permanent University Fund as created, established,
implemented and administered pursuant to sections 10, 1 1,ll  a, 15 and 18 of article VII of the Texas
Constitution, as amended, and by other applicable present and future constitutional and statutory
provisions.

“Principal and Interest Requirements”means,  with respect to any Fiscal Year, the amounts
of principal of and interest on all PUF Bonds scheduled to be paid in such Fiscal Year from the
Interest of the System in the Available University Fund. If the rate of interest to be borne by any
PUF Bonds is not fixed, but is variable or adjustable by any formula, agreement or otherwise, and
therefore cannot be calculated as actually being scheduled to be paid in a particular amount for any
particular period, then for the purposes of the previous sentence such PUF  Bonds shall be deemed
to bear interest at all times to their maturity or due date at the lesser of(i) the maximum rate then
permitted by law or (ii) the maximum rate specified in such PUF Bonds.

“Project Costs” means all costs and expenses incurred in relation to Eligible Projects,
including, without limitation, design planning, engineering and legal costs, acquisition costs of land,
interests in land, right-of-way and easements, construction costs, costs of machinery, equipment and
other capital assets incident and related to the operation, maintenance and administration of an
Eligible Project, and financing costs, including interest during construction and thereafter,
underwriters discount and/or fees, legal, financial and other professional services, and
reimbursements for such Project Costs attributable to an Eligible Project incurred prior to issuance
and delivery of the Bonds or any Additional Parity Bonds and Notes.
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“PUFBonds”  means the Bonds, the Series 1988 Bonds, the Series 1991 Bonds, the Series
1992A Bonds, the Series 1992B Bonds, the Series 1996 Bonds and all Additional Parity Bonds and
Notes.

“Record Dare”  means, with respect to any scheduled interest payment date or scheduled
principal payment date on the Bonds, the 15th day of the month next preceding such payment date.

“RefindedNotes”means  the particular Variable Rate Notes in the aggregate principal amount
of $78,000,000  that the Authorized Representative, acting for and on behalf of the Board pursuant
to Section 7.04 hereof, determines shall be refunded by the Bonds.

“Registrar” means the registrar and transfer agent for the Bonds appointed by the Board in
Section 2.14 hereof, or any successor to such registrar and transfer agent appointed by the Board
hereunder.

“RegMation  Books” means the books or records of the registration and transfer of the Bonds
required to be kept by or on behalf of the Board pursuant to Section 2.09 hereof.

“Resolution” means this resolution authorizing the Bonds.

‘Rule 15~2-12”  means Rule 15~2-12  of the Securities and Exchange Commission, as
amended from time to time.

‘Series 1988 Bonds” means the Board’s Permanent University Fund Refunding Bonds, Series
1988, issued under the Series 1988 Resolution in the original aggregate principal amount of
$100,000,000.

“Series 1988 Resolution” means the resolution adopted by the Board on April 14, 1988,
authorizing the issuance of the Series 1988 Bonds, as such resolution may be amended from time
to time.

‘Series 1991 BonaY’means  the Board’s Permanent University Fund Refunding  Bonds, Series
1991, issued under the Series 1991 Resolution in the original aggregate principal amount of
$254,230,000.

‘Series 1991  Resolution” means the resolution adopted by the Board on February 14,199 1,
authorizing the issuance of the Series 1991 Bonds, as such resolution may be amended from time
to time.

-5-
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“Series 1992A  Bonds” means the Board’s Permanent University Fund Refnnding  Bonds,
Series 1992A,  issued under the Series 1992A Resolution in the original aggregate principal amount
of %196,015,000.

“Series I992A  Resolution” means the resolution adopted by the Board on February 13,1992,
authorizing the issuance of the Series 1992A Resolution, as such resolution may be amended from
time to time.

“Series 1992E  Bondr”means  the Board’s Permanent University Fund Bonds, Series 1992B,
issued under the Series 1992B Resolution in the original aggregate principal amount of %80,000,000.

“Series 1992BResolution”means  the resolution adopted by the Board on February 13, 1992,
authorizing the issuance of the Series 1992B Bonds, as such resolution may be amended from time
to time.

“Series 1996 Bonds  ” means the Board’s Permanent University Fund Refunding Bonds,
Series 1996, issued under the Series 1996 Resolution in the original aggregate principal amount of
$263,945,000.

“Series I996 Resolution” means the resolution adopted by the Board on January 5, 1996,
authorizing the issuance of the Series 1996 Bonds, as such resolution may be amended from time
to time.

“‘System” means The University of Texas System, including 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 Brownsville;
The University of Texas at Dallas;
The University of Texas at El 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,

- 36  -



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

“Trust Company” means the Texas Treasury Safekeeping Trust Company, incorporated
pursuant to Subchapter G of Chapter 404, Government Code, Texas Codes Annotated, as amended.

“Variable Rate Notes” means the Board’s Variable Rate Notes, Series A, issued under a
resolution adopted by the Board on April 14, 1994, whereby such notes may be issued at any time
in a principal amount not to exceed $250,000,000. As of the date of this Resolution, Variable Rate
Notes are outstanding in the aggregate principal amount of $150,000,000.

Section 1.02. RECITALS, TABLE OF CONTENTS, TITLES AND HEADINGS. The
terms and phrases used in the recitals of this Resolution have been included for convenience of
reference only and the meaning, construction and interpretation of such termsand phrases for
purposes of this Resolution shall be determined solely by reference to Section 1.01 of this
Resolution. The table of contents, titles and headings of the articles and sections of this Resolution
have been inserted for convenience of reference only and are not to be considered a part hereof and
shall not in any way modify or restrict any of the terms or provisions hereof and shall never be
considered or given any effect in construing this Resolution or any provision hereof or in
ascertaining intent, if any question of intent should arise.

Section 1.03. INTERPRETATION. Unless the context requires otherwise, words of the
singular number used in this Resolution shall be construed to include correlative words of the plural
number and vice versa, and words of the masculine gender shall be construed to include correlative
words of the feminine and neuter genders and vice versa. References in this Resolution to numbered
Articles, Sections or portions thereof shall refer to the respective Articles and Sections of this
Resolution, unless expressly specified otherwise. The terms “hereof,” “herein,” “hereunder” and
similar terms shall refer to this Resolution as a whole and not to any particular provision of this
Resolution. This Resolution and all the terms and provisions hereof shall be liberally construed to
effectuate the provisions set forth herein and to sustain the validity of this Resolution.

ARTICLE II
.-,

AUTHORIZATION AND TERMS OF THE BONDS

Section 2.01. AUTHORIZATION AND AUTHORIZED AMOUNT. Pursuant to authority
conferred by and in accordance with the provisions of the Constitution and laws of the State of
Texas, particularly article VII, section 18 of the Texas Constitution, section 65.46, Texas Education
Code, and articles 717k and 717q,  Texas Revised Civil Statutes Annotated, all as amended, the
Bonds are hereby authorized to be issued, in the maximum aggregate principal amount of ONE
HUNDRED AND THIRTY MILLION DOLLARS ($130,000,000)  for the purpose of obtaining
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funds to refund the Refunded Notes and to pay the Project Costs of certain Eligible Projects, all in
accordance with and subject to the terms, conditions and limitations contained herein. The Bonds
are Additional Parity Bonds permitted to be issued under Section 3.04 of the Series 1988 Resolution,
Section 3.04 of the Series 1991 Resolution, Section 3.04 of the Series 1992A Resolution,
Section 3.04 of the Series 1992B Resolution and Section 3.04 of the Series 1996 Resolution on a
parity and in all respects of equal dignity with the Series 1988 Bonds, tb.e  Series 1991 Bonds, the
Series 1992A Bonds, the Series 1992B Bonds and the Series 1996B Bonds.

Section 2.02. DESIGNATION, FORM, NUMBERS, DATE AND DENOMINATION OF
THE BONDS. Each Bond shall be designated: “BOARD OF REGENTS OF THE UNIVERSITY
OF TEXAS SYSTEM PERMANENT UNIVERSITY FUND BOND”; provided that the designation
of each Bond shall include a comma at the end of the foregoing name followed by the word
“SERIES” and the calendar year during which the Bonds are sold at public sale pursuant to
Section 7.04 of this Resolution. The Bonds shall be issuable only in fully registered form without
coupons. The Bonds shall be lettered and numbered separately from 1 upward prefixed by the letter
R. Each Bond shall be in an Authorized Denomination and shall be dated as of the first calendar day
of the month in which such Bond is sold pursuant to Section 7.04 of this Resolution.

Section 2.03. INTEREST PAYMENT DATES, INTEREST RATES AND MATURITY
OF THE BONDS. Interest on the Bonds shall be payable on the first January 1 or July 1 that is at
least 60 days following the date of the Bonds and continuing on each January 1 and July 1 thereafter
until maturity or prior redemption. The Bonds shall bear interest at the fixed rate or rates of interest
per annum,  calculated on the basis of a 360-day year composed of twelve 30-day months, determined
at the public sale held pursuant to Section 7.04 of this Resolution; provided that (i) the interest rate
or rates for the Bonds must be in a multiple of l/8 of 1% or l/20 of l%, with all of the Bonds of the
same maturity bearing the same interest rate, (ii) the maximum interest rate per annum borne by any
Bond must not exceed 15%,  and (iii) the highest interest rate on any Bond must not exceed the
lowest interest rate on the Bonds by more than 4.0%. The Bonds shall mature and become payable
(either by scheduled maturity or pursuant to mandatory sinking fund redemption provisions) on
July 1 in each of the years 1999 through 2018 (both inclusive), subject to prior redemption as set
forth in the FORM OF BOND appearing in this Resolution

Each Initial Bond and each Bond authenticated prior to the first Record~Date  on the Bonds
shall bear interest from the date thereof. Each Bond authenticated on or after the first Record Date
on the Bonds shall bear interest from the interest payment date immediately preceding the date of
authentication, unless such Bond is authenticated after any Record Date but on or before the next
following interest payment date, in which case such Bond shall bear interest from such next
following interest payment date; provided, however, that if at the time of delivery of any exchange
or replacement Bond the interest on the Bond it replaces or for which it is being exchanged is due
but has not been paid, then such Bond shall bear interest from the date to which such interest has
been paid in full.
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Section 2.04. REDEMPTION PRIOR TO MATURITY. (a) The Bonds are subject  to
optional redemption prior to stated maturity on the redemption dates and at the redemption  price

set forth in the FORM OF BOND appearing in this Resolution. The Bonds shall be subject to
mandatory sinking fund redemption prior to stated maturity at a redemption price of par, without
premium,  plus accrued interest to the redemption date, in the amounts and on the dates determined
at the public sale held pursuant to Section 7.04 of this Resolution.

@I (9 Notice of any redemption shall be given to the registered owners of the Bonds
to be redeemed, all as set forth in the FORM OF BOND appearing in this Resolution.

(ii) In addition to the notice of redemption set forth in the FORM OF BOND, the
Registrar shall give notice of redemption of Bonds by mail, first-class postage prepaid, at
least 30 days prior to a redemption date to each registered securities depository and to any
national information service that disseminates redemption notices. In addition, in the event
of a redemption caused by an advance refunding of the Bonds, the Registrar shall send a
second notice of redemption to the persons specified in the immediately preceding sentence
at least 30 days but not more than 90 days prior to the actual redemption date. Any notice
sent to the registered securities depositories or such national information services shall be
sent so that they are received at least two days prior to the general mailing or publication date
of such notice. The Registrar shall also send a notice of prepayment or redemption to the
registered owner of any Bond who has not sent the Bonds in for redemption 60 days after the
redemption date. Notwithstanding the foregoing, failure to send, mail or receive any notice
otherwise required by this Subsection 2.04(b)(ii),  or any defect therein or in the sending or
mailing thereof, shall not affect the validity or effectiveness of the proceedings for the
redemption of any Bond, and it is hereby specifically provided that the publication of notice
as required by the FORM OF BOND shall be the only  notice actually  required in connection
with or as a prerequisite to the redemption of any Bonds or portions thereof.

(iii) Each notice of redemption, whether required in the FORM OF BOND or in
this Section, shall contain a description of the Bonds to be redeemed including the complete
name of the Bonds, the date of issue, the interest rates, the maturity dates, the CUSIP
numbers, the certificate numbers, the amounts called of each certificate, the publication and
mailing dates for the notices, the date of redemption, the redemption price, the names of the
Paying Agent and Registrar and the address at which the Bonds may be redeemed, including
a contact person and telephone number.

(iv) All redemption payments made by the Paying Agent to the registered owners
of the Bonds shall include a CUSIP number relating to each amount paid to such registered
owner.

-9-
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Section 2.05. MEDIUM  AND PLACE OF PAYMENT. The principal and redemption price
of the Bonds shall be payable, without exchange or collection charges, in lawful money of the United
States of America, to the respective registered owners thereof upon presentation and surrender
thereof at maturity or upon the date fixed for redemption prior to maturity at the designated offtce
for payment of the Paying Agent. Interest on the Bonds shall be payable by the Paying Agent on
each interest payment date, by check dated as of such interest payment date, sent by United States
mail, first-class postage prepaid, to the respective owners thereof, at the address of each such
registered owner as it appears on the Record Date preceding each such interest payment date. In
addition, interest may be paid by such other method acceptable to the Paying Agent requested by,
at the risk and expense of, the respective registered owners of the Bonds. Any accrued interest due
upon the redemption of any Bond prior to maturity as provided in this Resolution shall be payable
to the registered owner thereof at the designated office  for payment of the Paying Agent upon
presentation and surrender thereof for redemption and payment at such principal office for payment.
Notwithstanding the foregoing, any payment to Cede & Co., as nominee of DTC, or its registered
assigns, shall be made in accordance with existing arrangements among the Board and DTC.

Section 2.06. FORM OF BOND. (a) The form of all Bonds issued under this Resolution
shall be substantially as follows, with such appropriate variations, omissions, or insertions as are
permitted or required by this Resolution.

-,

- t o -

- 40  -



FORM OF BOND

NO. PRINCIPAL AMOUNT
%

UNITED STATES OF AMERICA
STATE OF TEXAS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSITY FUND BOND,

SERIES *

-RATE DATED  DATE CUSIP  NO,

% 199-)

ON THE MATURITY DATE specified above, the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (the “Board”), being  the governing body of The University of
Texas System, an agency of the State of Texas, hereby promises to pay to

or the registered assignee hereof (either beiig hereinafter  called the
“registered owner”) the principal amount of and to pay interest thereon,
calculated on the basis of a 360-day  year composed of twelve 30-day months, from the dated date
specified above to the maturity date specified above, or the date of redemption prior to maturity, at
the interest rate per annum specified above; with interest being payable on the first January 1 or
July 1 that is at least sixty days following the dated date specified above, and semiannually on each
January 1 and July 1 thereafter, except that if the date of authentication of this Bond is later than the
tirst  interest payment date on this Bond, such principal amount shall bear interest from the interest
payment date next preceding the date of authentication, unless such date of authentication is after
any Record Date (hereinafter defined) but on or before the next following interest payment date, in
which case such principal amount shall bear interest from such next following interest payment date.

THE PRINCIPAL OF AND INTEREST ON this Bond are payable in lawful money of the
United States of America, without exchange or collection charges. The principal of this Bond shall
be paid to the registered owner hereof upon presentation and surrender of this Bond at maturity or
upon the date fixed for its redemption prior to maturity, at the designated office for payment of the
Texas Treasury Safekeeping Trust  Company in Austin Texas, which initially is the “Paying Agent”
for this Bond. The payment of interest on this Bond shall be made by the Paying Agent to the
registered owner hereof on each interest payment date by check, dated as of such interest payment

*Insert year during which the Bonds are sold at public sale pursuant to Section 7.04 of this
Resolution.
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date, drawn by the Paying Agent on, and payable solely from, funds of the Board required by the
resolution authorizing the issuance of the Bonds (the “Bond Resolution”) to be on deposit with the
Paying Agent for such purpose as hereinafter provided; and such check shall be sent by the Paying
Agent by United States mail, first-class postage prepaid, on each such interest payment date, to the
registered owner hereof, at the address of the registered owner, as it appeared on the 15th day of the
month next preceding each such date (the “Record Date”) on the Registration Books kept by the
Board which initially is the Registrar for the Bonds, as hereinafter described. In addition, interest
may be paid by such other method acceptable to the Paying Agent, requested by, and at the risk and
expense of, the registered owner hereof. Any accrued interest due upon the redemption of this Bond
prior to maturity as provided herein shall be paid to the registered owner at the designated office for
payment of the Paying Agent upon presentation and surrender of this Bond for redemption and
payment at the designated office for payment of the Paying Agent. The Board covenants with the
registered owner of this Bond that on or before each principal payment date, interest payment date,
and redemption date for this Bond it will make available to the Paying Agent, from the “Interest and
Sinking Fund” maintained under the Bond Resolution, the amounts required to provide for the
payment, in immediately available funds, of all principal of and interest on the Bonds, when due.
Notwithstanding the foregoing, during any period in which ownership of the Bonds is determined
by a book entry at a securities depository for the Bonds, payments made to the securities depository,
or its nominee, shall be made in accordance with arrangements between the Board and the securities
depository.

IF THE DATE for the payment of the principal of or interest on this Bond shall be a
Saturday, Sunday, a legal holiday, or a day on which banking institutions in the city where the
designated office for payment of the Paying Agent is located are authorized by law or executive order
to close, then the date for such payment shall be the next succeeding day that is not a Saturday,
Sunday, legal holiday, or day on which such banking institutions are authorized to close; and
payment on such date shall have the same force and effect as if made’on  the original date payment
was due.

[THE  FOLLOWING PARAGRAPH SHALL BE COMPLETED TO THE EXTENT NECESSARY
TO CONFORM TO THE PROVISIONS OF THIS RESOLUTION.]

THIS BOND is one of an issue of Bonds issued in the original aggregate,principal  amount
of$ , FOR THE PURPOSE OF PROVIDING FUNDS TO REFUND %78,000,000  IN
AGGREGATE PRINCIPAL AMOUNT OF THE BOARD’S OUTSTANDING PERMANENT
UNIVERSITY FUND VARIABLE RATE NOTES, SERIES A, AND TO PAY THE “PROJECT
COSTS” OF “ELIGIBLE PROJECTS” OF THE UNIVERSITY OF TEXAS SYSTEM (the quoted
terms having the meanings set forth in the Bond Resolution).

-12-
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On July 1,200-,*  or on any interest payment date thereafter, the Bonds of this Series may
be redeemed prior to their scheduled maturities, at the option of the Board, with funds derived from
any available and lawful source, as a whole or in part in any integral multiple of $5,000 principal

amount, and if in part, the particular Bonds or portions thereof to be redeemed shall be selected and
designated by the Board (provided that a portion of a Bond may be redeemed only in an integral
multiple of $5,000 principal amount), at a redemption price equal to the principal amount thereof,
without premium, plus accrued interest to the date fixed for redemption; provided that during any
period in which ownership of the Bonds~is  determined by a book entry at a securities depository for
the Bonds, if fewer than all of the Bonds of the same maturity and bearing the same interest rate are
to be redeemed, the particular Bonds of such maturity and bearing such interest rate shall be selected
in accordance with the arrangements between the Board and the securities depository.

[THE FOLLOWING PARAGRAPH SHALL BE COMPLETED, REVISED OR DELETED TO
THE EXTENT NECESSARY TO CONFORM TO THE TERMS OF THE WINNING BID FOR
THE BONDS AT THE PUBLIC SALE HELD PURSUANT TO SECTION 7.04 OF THIS
RESOLUTION.]

The Bonds of this Series maturing on are subject to mandatory sinking
fund redemption prior to scheduled maturity in the following amounts, on the following dates at a
price of par, without premium, plus accrued interest to the date fixed  for redemption:

Redemption Date Principal
(Julv  1) Amount

$

The principal amount of the Bonds required to be redeemed on each such redemption date pursuant
to the foregoing operation of the mandatory sinking fund shall be reduced, at the option of the Board,
by the principal amount of any such Bonds, which, at least 45 days prior to the mandatory sinking
fund redemption date, (1) shall have been acquired by the Board and delivered to the Paying Agent
for cancellation, or (2) shall have been acquired and cancelled by the Paying Agent at the direction
of the Board, in either case of (1) or (2) at a price not exceeding the par or principal amount of such
Bonds, or (3) shall have been redeemed pursuant to the optional redemption provisions set forth
above and not theretofore credited against a mandatory sinking fund redemption. During any period
in which ownership of the Bonds is determined by a book entry at a securities depository for the
Bonds, if fewer than all of the Bonds of the same maturity and bearing the same interest rate are to

*Insert the tenth calendar year following the year during which the Bonds are sold at public sale
pursuant to Section 7.04 of this Resolution.
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be redeemed, the particular Bonds of such maturity and bearing such interest rate shalt be selected
in accordance with the arrangements between the Board and the securities depository.

AT LEAST 30 days prior to the date fixed for any redemption of Bonds or portions thereof
prior to maturity a written notice of such redemption shall be published once in a tinanciaJ
publication, journal, or report of general circulation among securities dealers in the City of New
York, New York (including, but not limited to, The Bond Buver Th all Street Journal) or in
the State of Texas (including, but not limited to, The Texas Bond Fepoie:.S u c h  n o t i c e  also s h a l l
be sent by the Registrar by United States mail, first-class postage prepaid, not less than 30 days prior
to the date fixed for any such redemption, to the registered owner of each Bond to be redeemed at
its address as it appeared on the 45th day prior to such redemption date on the Registration Books
kept by the Registrar; provided, however, that the failure to send, mail, or receive such notice, or any
defect therein or in the sending or mailing thereof, shall not affect the validity or effectiveness of the
proceedings for the redemption of any Bond, and it is hereby specifically provided that the
publication of such notice as required above shall be the only notice actually required in connection
with or as a prerequisite to the redemption of any Bonds or portions thereof. By the date fixed for
any such redemption, due provision shall be made with the Paying Agent for the payment of the
required redemption price for the Bonds or portions thereof that are to be so redeemed, plus accrued
interest thereon to the date fixed for redemption. If such written notice of redemption is published
and if due provision for such payment is made, all as provided above, the Bonds or portions thereof
that are to be so redeemed thereby automatically shall be treated as redeemed prior to their scheduled
maturities, and they shall not bear interest after the date fixed for redemption, and they shall not be
regarded as being outstanding except for the right of the registered owner to receive from the Paying
Agent the redemption price plus accrued interest, out of the funds provided for such payment. If a
portion of any Bond shall be redeemed, a substitute Bond or Bonds having the same maturity date,
bearing interest at the same rate, in any denomination or denominations in any integral multiple of
$5,000 principal amount, at the written request of the registered owner, and in aggregate principal
amount equal to the unredeemed portion thereof, will be issued to the registered owner upon the
surrender thereof for cancellation, at the expense of the Board, all as provided in the Bond
Resolution.

THIS BOND OR ANY PORTION HEREOF IN ANY INTEGRAL MULTIPLE OF $5,000
principal amount may be assigned and shall be transferred only in the Registration Books of the
Board kept by the Registrar acting in the capacity of registrar for the Bonds, upon the terms and
conditions set forth in the Bond Resolution. Among other requirements for such assignment and
transfer, this Bond must be presented and surrendered to the Registrar, together with proper
instruments of assignment, in form and with guarantee of signatures satisfactory to the Registrar,
evidencing assignment of this Bond or any portion hereof in any integral multiple of $5,000 principal
amount to the assignee or assignees in whose name or names this Bond or any such portion hereof
is to be transferred and registered. The form of Assignment printed or endorsed on this Bond shall
be executed by the registered owner or its duly authorized attorney or representative, to evidence the
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assignment hereof. A new Bond or Bonds payable to such assignee or assignees (which then will
be the new registered owner or owners of such new Bond or Bonds), or to the previous registered
owner in the case of the assignment and transfer of only a portion of this Bond, may be delivered by
the Registrar in conversion of and exchange for this Bond, all in the form and manner as provided
in the next paragraph hereof for the conversion and exchange of other Bonds. The Board shall pay
the Registrar’s fees and charges, if any, for making such transfer, but the one requesting such transfer
shall pay any taxes or other governmental charges required to be paid with respect thereto. The
registered owner of this Bond shah be deemed and treated by the Board, the Paying Agent and the
Registrar as the absolute owner hereof for all purposes, including payment and discharge of liability
upon this Bond to the extent of such payment, and the Board, the Paying Agent and the Registrar
shall not be affected by any notice to the contrary.

ALL BONDS OF THIS SERIES are issuable solely as fully registered bonds, without interest
coupons, in the denomination of $5,000 principal amount or any integral multiple thereof. As
provided in the Bond Resolution, this Bond, or any unredeemed portion hereof, may, at the request
of the registered owner or the assignee or assignees hereof, be converted into and exchanged for a
like aggregate principal amount of fully registered bonds, without interest coupons, payable to the
appropriate registered owner, assignee, or assignees, as the case may be, having the same maturity
date, and bearing interest at the same rate, in any denomination or denominations in any integral
multiple of $5,000 principal amount as requested in writing by the appropriate registered owner or
assignee, as the case may be, upon surrender of this Bond to the Registrar for cancellation, all in
accordance with the form and procedures set forth in the Bond Resolution. The Board shall pay the
Registrar’s standard or customary fees and charges for converting and exchanging any Bond or any
portion thereof, but the one requesting such conversion and exchange shall pay any taxes or
governmental charges required to be paid with respect thereto as a condition precedent to the
exercise of such privilege of conversion and exchange.

THE REGISTRAR shah not be required to make any transfer of registration of this Bond or
any portion hereof, or any conversion and exchange hereof(i) with respect to any Bond or portion
thereof called for redemption prior to maturity, within 45 days prior to its redemption date or (ii)
during the period commencing with the close of business on any Record Date and ending with the
opening of business on the next following principal or interest payment date.

‘-.
WHENEVER the beneficial ownership of this Bond is determined by’s book entry at a

securities depository for the Bonds, the foregoing requirements of holding, delivering or transferring
this Bond shah be modified to require the appropriate person or entity to meet the requirements of
the securities depository as to registering or transferring the book entry to produce the same effect.

IN THE EVENT any Paying Agent or Registrar for the Bonds is changed by the Board,
resigns, or otherwise ceases to act as such, the Board has covenanted in the Bond Resolution that it
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promptly will appoint a competent and legally qualified substitute therefor, and promptly will cause
written notice thereof to be mailed to the registered owners of the Bonds.

IT IS HEREBY certified, recited, and covenanted that this Bond has been duly and validly
authorized, issued, and delivered, that all acts, conditions, and things required or proper to be
performed, exist, and be done precedent to or in the authorization, issuance, and delivery of this
Bond have been performed, existed, and been done in accordance with law; and that the interest on
and principal of this Bond, and the other Bonds of this Series, are equally and ratably secured by and
payable from a first lien on and pledge of the two-thirds interest of The University of Texas System
in the Available University Fund (consisting of the dividends, interest and other income from the
Permanent University Fund (less administrative expenses), including the net income attributable to
the surface of Permanent University Fund land) that is created and administered under the Texas
Constitution, as described more fully in the Bond Resolution, all in accordance with article VII,
section 18 of the Texas Constitution, as amended, and other applicable laws.

THE BOARD heretofore has issued its Permanent University Fund Refunding Bonds, Series
1988, its Permanent University Fund Refunding Bonds, Series 1991, its Permanent University Fund
Refunding Bonds, Series 1992A,  its Permanent University Fund Bonds, Series 1992B and its
Permanent University Fund Retknding  Bonds, Series 1996. All of the aforesaid bonds, which will
be outstanding following issuance of the Bonds, also are secured by a fast  lien on and pledge of the
interest of The University of Texas System in the Available University Fund, and are on a parity with
and of equal dignity in all respects with the Bonds. The Board has reserved the right, subject to the
restrictions referred to in the Bond Resolution, (i) to issue Additional Parity Bonds and Notes that
also may be secured by and made payable Iroom  a fast  lien on and pledge of the aforesaid interest of
The University of Texas System in the Available University Fund, in the same manner and to the
same extent as this Bond and other obligations of the Board on a parity therewith, and (ii) to make
certain amendments to the Bond Resolution with the approval of the owners of 5 1% in principal
amount of all outstanding bonds and notes that are secured by and payable from a first lien on and
pledge of the aforesaid interest of The University of Texas System in the Available University Fund.

THE REGISTERED OWNER hereof shall never have the right to demand payment of this
Bond or the interest hereon out of any funds raised or to be raised by taxation or from any source
whatsoever other than specified in the Bond Resolution. ‘-.

BY BECOMING the registered okner  of this Bond, the registered owner thereby
acknowledges all of the terms and provisions of the Bond Resolution, agrees to be bound by such
terms and provisions, acknowledges that the Bond Resolution is duly recorded and available for
inspection in the official minutes and records of the Board, and agrees that the terms and provisions
of this Bond and the Bond Resolution constitute a contract between each registered owner hereof and
the Board.
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IN WITNESS WHEREOF, the Board has caused this Bond to be signed with the manual or
facsimile signature of the Chairman of the Board and countersigned with the manual or facsimile
signature of the Executive Secretary of the Board, and has caused the official seal of the Board to
be duly impressed, or placed in facsimile, on this Bond.

Executive Secretary, Board of
Regents of The University of Texas System

. . .(facsiwture)
Chairman, Board of Regents
of The University of Texas System

(BOARD SEAL)

(b) The registration certificate of the Comptroller shall be affixed or attached to each of
the Initial Bonds and shall be in substantially the following form:

OFFICE OF THE COMPTROLLER
OF PUBLIC ACCOUNTS

REGISTER NO.-

THE STATE OF TEXAS

I hereby certify that this Bond has been examined, certified as to validity, and approved by
the Attorney General of the State of Texas, and that this Bond has this day been duly registered by
the Comptroller of Public Accounts of the State of Texas.

WITNESS MY HAND AND SEAL OF OFFICE at Austin. Texas this

Comptroller of Public Accounts
of the State of Texas
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(cl A Registrar’s Authentication Certificate shall be printed on each Bond (other than the
Initial Bonds), in substantially the following form:

REGISTRARS AUTHENTICATION CERTIFICATE

It is hereby certified that this Bond has been issued under the provisions of the Bond
Resolution described in this Bond; and that the initial Bonds of the series of Bonds of which this
Bond is a part were approved by the Attorney General of the State of Texas.

Registrar

Dated:
Authorized Signature

(4 Assignment provisions shall be printed on the back of each Bond, in substantially the
following form:

ASSIGNMENT

FOR VALUE RECEIVED, the undersigned registered owner of this Bond, or duly authorized
representative or attorney thereof, hereby assigns this Bond to

(Assignee’s Social
Security or Taxpayer
Identification Number)

(print or typewrite Assignee’s name
and address, including zip code)

-,

and hereby irrevocably constitutes and appoints

attorney to transfer the registration of this Bond on the Registrar’s Registration Books with full
power of substitution in the premises.

-IS-
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Date:

Signature Guaranteed:

NOTICE: This signature must be Registered Owner
guaranteed by a member of the NOTICE: This signature must
New York Stock Exchange or a correspond with the name of
commercial bank or trust the Registered Owner appearing
company. on the face of this Bond.

(4 The approving legal opinion of Vinson & Elkins  L.L.P., the Board’s Bond Counsel,
and the assigned CUSIP numbers may, at the option of the Authorized Representative, be printed
on the Bonds but neither shall have any legal effect, and shall be solely for the convenience and
information of the registered owners of the Bond.

Section 2.07. EXECUTION OF BONDS. The Bonds shall be executed on behalf of the
Board by the Chairman and the Executive Secretary of the Board, by their manual or facsimile
signatures, and the official seal of the Board shall be impressed or placed in facsimile thereon. Such
facsimile signatures on the Bonds shall have the same effect as if each of the Bonds had been signed
manually and in person by said officers of the Board, and such facsimile seal on the Bonds shall have
the same effect as if the official  seal of the Board had been manually impressed upon each of the
Bonds. In the event that any officer of the Board whose manual or facsimile signature shall appear
on the Bonds shall cease to be such officer before the authentication of such Bonds or before the
delivery of such Bonds, such manual or facsimile signature shall nevertheless be valid and sufficient
for all purposes as if such officer had remained in such office.

Section 2.08. AUTHENTI CATION OF BONDS. Except for the Initial Bonds, which shall
not be authenticated by the Registrar, all other Bonds shall bear an authentication certificate,
substantially in the form provided in Section 2.06 of this Resolution. No Bonds, except for the
Initial Bonds, shall be deemed to be issued or outstanding, or be valid or obligatory for any purpose,
or be entitled to any security or benefit of this Resolution unless and until such Bond has been duly
authenticated by the Registrar by the execution of the authentication certificate appearing on such
Bond. The authentication certificate appearing on any Bond shall be deemed to have been duly
executed by the Registrar if dated and manually signed by an authorized signatory of the Registrar.
It shall not be required that the same signatory of the Registrar sign the authentication certificate on
all the Bonds.

The Registrar shall authenticate any Bonds issued in exchange, substitution or replacement
of other Bonds by executing the authentication certificate appearing thereon, upon satisfaction of the
conditions set forth in Section 2.09 hereof.
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Section  2.09. REGISTRATION,  TRANSFER,  EXCHANGE  AND  REPLACEMENT  OF
BONDS. (a) The Board  shall  keep  or  cause to be kept  at the  designated  transfer  office  of  the
Registrar  books  or  records  of  the  registration  and transfer  of  the  Bonds,  and the  Board  hereby
appoints  the  Registrar  as agent  to keep  such Registration  Books  and make  such transfers  and
registrations  under  such reasonable  regulations  as the Board  and Registrar  may  prescribe. The
Registrar  shall  make  such transfers  and registrations  as provided  herein.

The Registrar  shall  obtain  and record  in  the Registration  Books  the  address  of  the  registered
owner  of  each  Bond  to which  payments  with  respect  to the  Bonds  shall  be mailed,  as herein
provided. It shall  be the  duty,  however,  of  each registered  owner  to notify  the  Registrar  in  writing
of  the  address  to which  payments  shall  be mailed,  and such interest  payments  shall  not  be mailed
unless  such notice  has been  given.  The Board  shall  have the right  to inspect  the Registration  Books
during  regular  business  hours  of  the Registrar,  but otherwise  the Registrar  shall  keep  the  Registration
Books  confidential  and,  unless  otherwise  required  by law, shall  not  permit  their  inspection  by any
other  entity.

(b) Each  Bond  issued  and delivered  pursuant  to this  Resolution,  to the  extent  of  the
unpaid  or unredeemed  principal  balance  thereof,  may,  upon  surrender  of  such Bond  at the designated
transfer  offrce  of  the  Registrar,  together  with  a written  request  therefor  duly  executed  by the
registered  owner  or  its assignee,  or  its duly  authorized  attorney  or  representative,  with  guarantee  of
signatures  satisfactory  to the Registrar,  at the  option  of  the  registered  owner  or such assignee,  as
appropriate,  be converted  into  and exchanged  for  fully  registered  Bonds,  without  interest  coupons,
in  an aggregate  principal  amount  equal  to the unpaid  or unredeemed  principal  balance  of  any Bond
so  surrendered,  and payable  to the  appropriate  registered  owner  or  assignee,  as the  case may  be.

Registration  of  each Bond  may be transferred  in  the  Registration  Books  only  upon
presentation  and surrender  of  such  Bond  to the  Registrar  for transfer  of  registration  and cancellation,
together  with  proper  written  instruments  of  assignment,  in  form  and with  guarantee  of  signatures
satisfactory  to the  Registrar,  evidencing  (i)  the assignment  of  the  Bond,  or any portion  thereof  in  any
Authorized  Denomination,  to the  assignee  thereof,  and (ii)  the  right  of  such assignee  to have the
Bond  or any such portion  thereof  registered  in  the  name  of  such assignee. A form  of  assignment
shall  be printed  or  endorsed  on  each Bond,  which  shall  be executed  by the  registered  owner  or  its
duly  authorized  attorney  or  representative  to evidence  an assignment  thereof. Upon  the  assignment
and surrender  of  any  Bond  or  portion  thereof  for  transfer  of  registration,  an authorized  representative
of  the  Registrar  shall  make  such transfer  in  the  Registration  Books,  and shall  deliver  a new, fully
registered  substitute  Bond  having the  characteristics  herein  described,  payable  to such assignee
(which  then  will  be the registered  owner  of  such new  Bond),  or to the  previous  registered  owner  in
case only  a portion  of  a Bond  is  being  assigned  and transferred,  all  in  conversion  of  and exchange
for said  assigned  Bond  or  any portion  thereof.
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Bonds issued and delivered in conversion of and exchange for any other Bonds assigned and
transferred or converted shall be in any Authorized Denomination requested in writing by the regis-
tered owner or assignee thereof, shall have all the characteristics and shall be in the form prescribed
in the FORM OF BOND set forth in this Resolution, shall be in the same outstanding aggregate
principal amount and shall have the same principal maturity date and bear interest at the same rate
as the Bonds for which they are exchanged. The Board shall pay the Registrar’s fees and charges,
if any, for making such transfer or conversion and delivery of a substitute Bond, but the one request-
ing such transfer shall pay any taxes or other governmental charges required to be paid with respect
thereto. The Registrar shall not be required to make any transfer of registration, conversion and
exchange, or replacement (i) of any Bond or any portion thereof during the period commencing with
the close of business on any Record Date and ending with the opening of business on the next
following principal or interest payment date or (ii), with respect to any Bond or any portion thereof
called for redemption prior to maturity, within 45 days prior to its redemption date.

Cc) If a portion of any Bond shall be redeemed prior to its scheduled maturity as provided
herein, a substitute Bond or Bonds having the same maturity date, bearing interest at the same rate,
in any Authorized Denomination requested by the registered owner, and in aggregate principal
amount equal to the unredeemed portion thereof, will be issued to the registered owner upon
surrender thereof for cancellation, at the expense of the Board.

(4 In the event any outstanding Bond is damaged, mutilated, lost, stolen, or destroyed,
the Registrar shall cause to be printed, executed, and delivered a new Bond of the same principal
amount, maturity, and interest rate as the damaged, mutilated, lost, stolen, or destroyed Bond, in
replacement for such Bond in the manner hereinafter provided.

Application for replacement of damaged, mutilated, lost, stolen, or destroyed Bonds shall be
made to the Registrar. In every case of loss, theft, or destruction of a Bond, the applicant for a
replacement bond shall furnish to the Board and to the Registrar such security or indemnity as may
be required by them to save each of them harmless from any loss or damage with respect thereto.
Also, in every case of loss, theft,  or destruction of a Bond, the applicant shall furnish to the Board
and to the Registrar evidence to their satisfaction of the loss, theft, or destruction of such Bond, as
the case may be. In every case of damage or mutilation of a Bond, the applicant shall surrender to
the Registrar for cancellation the Bond so damaged or mutilated.

Notwithstanding the foregoing provisions of this Section, in the event any such Bond shall
have matured, and no default has occurred which is then continuing in the payment of the principal
of or interest on the Bond, the Board may authorize the payment of the same (without surrender
thereof except in the case of a damaged or mutilated Bond) instead of issuing a replacement Bond,
provided security or indemnity is furnished as above provided in this subsection.
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Prior to the issuance of any replacement bond, the Registrar shall charge the owner of such
Bond with all legal, printing, and other expenses in connection therewith. Every replacement bond
issued pursuant to the provisions of this Section by virtue of the fact that any Bond is lost, stolen,
or destroyed shall constitute a contractual obligation of the Board whether or not the lost, stolen, or
destroyed Bond shall be found at any time, or be enforceable by anyone, and shall be entitled to all
the benefits of this Resolution equally and proportionately with any and all other Bonds duly issued
under this Resolution.

(4 The Registrar shall convert and exchange or replace Bonds as provided herein, and
each fully registered Bond delivered in conversion of and exchange for or replacement of any Bond
or portion thereof as permitted or required by any provision of this Resolution shall constitute one
of the Bonds for all purposes of this Resolution, and may again be converted and exchanged or
replaced. No additional ordinances, orders, or resolutions need be passed or adopted by the Board
or any other body or person so as to accomplish the foregoing conversion and exchange or replace-
ment of any Bond or portion thereof. For purposes of Section 6 of article 717k-6,  Texas Revised
Civil Statutes Annotated, as amended, this Section of this Resolution shall constitute authority for
the issuance of any substitute, exchange or replacement Bond hereunder without necessity of further
action by the Board or any other body or person, and the duty of the replacement of such Bonds is
hereby authorized and imposed upon the Registrar, and the Registrar shall authenticate and deliver
such Bonds in the form and manner and with the effect provided in this Resolution. Upon the
execution of the Registrar’s authentication certificate appearing on any converted and exchanged or
replaced Bond, the converted and exchanged or replaced Bond shall be valid, incontestable, and
enforceable in the same manner and with the same effect as the initial Bonds originally issued
pursuant to this Resolution, approved by the Attorney General.

(Cl Notwithstanding the foregoing, the Registrar shall not be required to make any
transfer of registration of any Bond (or portion thereof), or any conversion or exchange of any Bond
(or portion thereof) (i) with respect to any Bond (or portion thereof) called for redemption prior to
maturity, within 45 days prior to the applicable redemption date, or (ii) during the period
commencing with the close of business on any Record Date and ending with the opening of business
on the next following principal or interest payment date.

Section 2.10. BOOK-ENTRY ONLY SYSTEM. The Initial Bonds shall be delivered
against payment to the successful bidder at the public sale held pursuant to Section 7.04 of this
Resolution. Such successful bidder shall be required to promptly surrender the Initial Bonds to the
Registrar for exchange. Bonds issued in exchange shall be registered in the name of Cede & Co.,
as nominee of DTC, as registered owner of the Bonds, and held in the custody of DTC. Unless
otherwise requested by DTC, a single certificate will be issued and delivered to DTC for each
maturity of the Bonds. Beneficial owners of Bonds will not receive physical delivery of Bond
certificates except as provided hereinafter. For so long as DTC shall continue to serve as securities
depository for the Bonds as provided herein, all transfers of beneficial ownership interests will be
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made by book-entry only, and no investor or other party purchasing, selling or otherwise transferring
beneficial ownership of Bonds is to receive, hold or deliver any Bond certificate.

With respect to Bonds registered in the name of Cede & Co., as nominee ofDTC,  the Board,
the Paying Agent and the Registrar shall have no responsibility or obligation to any DTC Participant
or to any person on whose behalf a DTC Participant holds an interest in the Bonds. Without Timmng
the immediately preceding sentence, the Board, the Paying Agent and the Registrar shall have no
responsibility or obligation with respect to (i) the accuracy of the records of DTC, Cede & Co. or any
DTC Participant with respect to any ownership interest in the Bonds, (ii) the delivery to any DTC
Participant or any other person, other than a registered owner of the Bonds, as shown on the
Registration Books, of any notice with respect to the Bonds, including any notice of redemption, and
(iii) the payment to any DTC Participant or any other person, other than a registered owner of the
Bonds, as shown in the Registration Books, of any amount with respect to principal of or premium,
if any, or interest on the Bonds.

Replacement Bonds may be issued directly to beneficial owners of Bonds other than DTC,
or its nominee, but only in the event that (i) DTC determines not to continue to act as securities
depository for the Bonds (which determination shall become effective no less than 90 days after
written notice to such effect to the Board, the Paying Agent and the Registrar); or (ii) the Board has
advised DTC of its determination (which determination is conclusive as to DTC and beneficial
owners of the Bonds) that DTC is incapable of discharging its duties as securities depository for the
Bonds; or (iii) the Board has determined (which determination is conclusive as to DTC and the
beneficial owners of the Bonds) that the interests of the beneficial owners of the Bonds might be
adversely affected if such book-entry only system of transfer is continued. Upon occurrence of any
of the foregoing events, the Board shall use its best efforts to attempt to locate another qualified
securities depository. If the Board fails to locate another qualified securities depository to replace
DTC, the Board shall cause to be. authenticated and delivered replacement Bonds, in certificate form,
to the beneficial owners of the Bonds. In the event that the Board makes the determination noted
in (ii) or (iii) above (provided that the Board undertakes no obligation to make any investigation to
determine the occurrence of any events that would permit the Board to make any such
determination), and has made provisions to notify the beneficial owners of Bonds of such
determination by mailing an appropriate notice to DTC, it shall cause to be issued replacement
Bonds in certificate form to beneficial owners of the Bonds as shown on the records of DTC
provided to the Board.

Whenever, during the term of the Bonds, the beneficial ownership thereof is determined by
a book entry at DTC, the requirements in this Resolution of holding, delivering or transferring Bonds
shah be deemed modified to require the appropriate person or entity to meet the requirements of
DTC as to registering or transferring the book entry to produce the same effect.

- 53  -



If at any time,  DTC ceases  to hold the Bonds, all references  herein  to DTC shall  be of no
further  force or effect.

Section  2.11.  CANCELLATION. All Bonds paid or redeemed in accordance with this
Resolution,  and all Bonds in lieu of which exchange Bonds or replacement  Bonds are  authenticated
and delivered  in accordance  with this  Resolution shall be cancelled  and destroyed by the Registrar.

Section  2.12. TEMPORARY  BONDS.  Pending  the preparation  of definitive  Bonds, the
Board may execute  and,  upon the Board’s  request, the Registrar  shall  authenticate  and deliver,  one
or more temporary  Bonds that  are printed,  lithographed,  typewritten,  mimeographed  or otherwise
produced, in any Authorized  Denomination,  substantially  of the tenor of the definitive  Bonds in lieu
of  which  they are delivered  with provision  for registration  and with such appropriate  insertions,
omissions,  substitutions  and other variations  as the authorized  offricers  of the Board executing  such
temporary  Bonds may determine,  as evidenced by their  signing  of such temporary  Bonds.

Until  exchanged  for Bonds in definitive  form, such Bonds in temporary form shah be entitled
to the benefit  and security of this  Resolution.  The Board,  without  unreasonable  delay, shall  prepare,
execute  and deliver  to the Registrar,  and thereupon, upon  the presentation and surrender  of the Bonds
in temporary  form to the Registrar,  the Registrar  shah authenticate  and deliver  in exchange  therefor
Bonds of the same maturity  and interest  rate,  in definitive  form, in Authorized  Denominations,  and
in the same aggregate  principal  amount,  as the Bonds in temporary form surrendered. Such
exchange  shall  be made without  the making  of any charge therefor  to any holder of Bonds.

Section  2.13. OWNERSHIP OF  BONDS.  The entity  in whose name  any Bond  shall  be
registered  in the Registration  Books at any time  shah be deemed and treated as the absolute  owner
thereof  for all purposes of this  Resolution,  whether or not such Bond shall  be overdue,  and the
Board, the Paying  Agent  and the Registrar  shah not be affected by any notice to the contrary.
Payment  of, or on account of, the principal  of, premium,  if any, and interest  on any such Bond  shall
be made only  to such registered owner. All such payments shah be valid  and effectual to satisfy  and
discharge  the liability upon such Bond to the extent of the sums  so paid.

Section  2.14. PAYING AGENT AND  REGISTRAR.  The Board shah act as the initial
Registrar  for the Bonds and shall  perform such duties as are  required by the Registrar  hereunder.
Pursuant  to Article  717k-6,  Texas Revised Civil  Statutes Amrotated, as amended, and particularly
Section  6 thereof,  the duty of conversion  and exchange  or replacement  of Bonds as set forth in
Section  2.09 hereof  hereby is imposed upon the Registrar. The Board hereby appoints  the Trust
Company to act as the initial  Paying  Agent for paying the principal  of and interest  on the Bonds. The
Paying  Agent  shall  keep  proper records of all payments  made by the Board and the Paying  Agent
with  respect  to the Bonds as provided in this  Resolution.  The Board hereby covenants  with the
registered  owners of the Bonds that it will  pay  the fees and charges, if any, of the Paying  Agent  for
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its services with respect to the payment of the principal of, premium, if any, and interest on the
Bonds, when due.

Section 2.15. SUBSTITUTE PAYING AGENT AND REGISTRAR. The Board covenants
with the registered owners of the Bonds that, at all times while the Bonds are outstanding, the Board
will provide a competent and legally qualified bank, trust company, financial institution, or other
agency to act as and perform the services of Paying Agent and Registrar for the Bonds under this
Resolution, and that the Paying Agent and Registrar will be one entity; provided, however, that
during any period in which DTC is serving as securities depository for all of the outstanding Bonds,
the Trust Company may be the Paying Agent and the Board may be the Registrar. The Board
reserves the right to, and may, at its option, change the Paying Agent or the Registrar upon not less
than 120 days written notice to the Paying Agent or the Registrar, as appropriate, to be effective not
later than 60 days prior to the next principal or interest payment date after such notice. In the event
that the entity at any time acting as Paying Agent or Registrar (or its successor by,merger,  acquisi-
tion, or other method) should resign or otherwise cease to act as such, the Board covenants that it
will promptly appoint a competent and legally qualified bank, trust company, financial institution,
or other agency to act as Paying Agent and Registrar under this Resolution. Upon any change in the
Registrar, the previous Registrar promptly shall transfer and deliver the Registration Books (or a
copy thereof), along with all other pertinent books and records relating to the Bonds, to the new
Registrar designated and appointed by the Board. Upon any change in the Paying Agent or the
Registrar, the Board promptly will cause a written notice thereof to be sent by the new Paying Agent
or Registrar, as appropriate, to each registered owner of the Bonds, by United States mail, first-class
postage prepaid, which notice also shall give the address of the new Paying Agent or Registrar, as
appropriate. By accepting the position and performing as such, each Paying Agent and Registrar
shall be deemed to have agreed to the provisions of this Resolution, and a certified copy of this
Resolution shall be delivered to each Paying Agent and Registrar.

Section 2.16. INITIAL BONDS; APPROVAL BY ATTORNEY GENERAL;
REGISTRATION BY COMPTROLLER. There shall be one Initial Bond for each maturity,
numbered consecutively in the order of their maturity. Each Initial Bond shall be registered in the
name, or at the direction, of the successful bidder at the public sale of the Bonds held pursuant to
Section 7.04 of this Resolution. The Initial Bonds shall be submitted to the Attorney General for
approval and shall be registered by the Comptroller.
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ARTICLE III

SECURITY AND SOURCE OF PAYMENT FOR THE BONDS;
ADDITIONAL PARITY BONDS AND NOTES

Section 3.01. SECURITY AND PLEDGE. Pursuant to the provisions of section 18 of
article VII of the Texas Constitution, as amended, all the Bonds, and any Additional Parity Bonds
and Notes hereafter issued, and the interest thereon, shall be and are hereby equally and ratably
secured, together with the Series 1988 Bonds, the Series 1991 Bonds, the Series 1992A Bonds, the
Series 1992B Bonds and the Series 1996 Bonds, by and payable from a first lien on and pledge of
the Interest of the System in the Available University Fund.

Section 3.02. PAYMENT OF BONDS AND ADDITIONAL PARITY BONDS AND
NOTES. (a) The Comptroller previously has established and shall maintain in the State Treasury
a fund to be known as “Board of Regents of The University of Texas System Permanent University
Fund Bonds Interest and Sinking Fund.” The Board and the offtcers  of the System shall cause the
Comptroller, in addition to taking the actions required by the Series 1988 Resolution to pay the
Series 1988 Bonds, by the Series 1991 Resolution to pay the Series 1991 Bonds, by the Series 1992A
Resolution to pay the Series 1992A Bonds, by the Series 1992B Resolution to pay the Series 1992B
Bonds and by the Series 1996 Resolution to pay the Series 1996 Bonds, (i) to transfer to the Interest
and Sinking Fund, out of The University of Texas System Available University Fund (the fund in
the State Treasury to which is deposited the Interest of the System in the Available University Fund),
on or before each date upon which principal of, premium, if any, or interest on the Bonds and the
Additional Parity Bonds and Notes, when issued, is due and payable, whether by reason of maturity
or optional or mandatory redemption prior to maturity, and (ii) to withdraw from the Interest and
Sinking Fund, and deposit with the Paying Agent on or before each such date, the amounts of interest
or principal, premium and interest which will come due on the Bonds and Additional Parity Bonds
and Notes on each such date, and in such manner that such amounts, in immediately available funds,
will be on deposit with the Paying Agent on or before each such date.

(b) When Additional Parity Bonds or Notes are issued pursuant to the provisions of this
Resolution or the Series 1988 Resolution or the Series 1991 Resolution or the Series 1992A
Resolution or the Series 1992B Resolution or the Series 1996 Resolution, substantially the same
procedures as provided above shall be followed in connection with paying the principal of and
interest on such Additional Parity Bonds or Notes when due; provided, however, that other and
different banks or places of payment (paying agents) and paying agents and registrars and dates and
methods of payment and other procedures not in conflict with this Resolution may be named and
provided for in connection with each issue of Additional Parity Bonds,or Notes. In the event that
any such Additional Parity Bonds or Notes are made redeemable prior to maturity, the resolution or
resolutions authorizing the issuance of such Additional Parity Bonds or Notes shall prescribe the
appropriate procedures for redeeming same.
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Section 3.03. DISPOSITION OF FUNDS. After provision has been made for the payment
of the principal of and interest on the Series 1988 Bonds, the Series 1991 Bonds, the Series 1992A
Bonds, the Series 1992B Bonds, the Series 1996 Bonds, the Bonds and any Additional Parity Bonds
and Notes, when issued, the balance of the Interest of the System in the Available University Fund
each year shall be made available to the Board in the manner provided by law and by regulations of
the Board to be used by the Board as it lawfully may direct.

Section 3.04. ADDITIONAL. PARITY BONDS AND NOTES. The Board reserves the
right and shall have full power at any time and from time to time, to authorize, issue, and deliver
additional bonds and notes on a parity with the Bonds, the Series 1988 Bonds, the Series 1991
Bonds, the Series 1992A Bonds, the Series 1992B Bonds and the Series 1996 Bonds in as many
separate installments or series as deemed advisable by the Board, but only for the purposes and to
the extent provided in article VII, section 18 of the Texas Constitution, as amended, or in any
amendment hereafter made to said article VII, section 18 of the Texas Constitution; or for refunding
purposes as provided by law. Such Additional Parity Bonds and Notes, when issued, and the interest
thereon, shall be equally and ratably secured by and payable from a first lien on and pledge of the
Interest of the System in the Available University Fund, in the same manner and to the same extent
as are the Series 1988 Bonds, the Series 1991 Bonds, the Series 1992A Bonds, the Series 1992B
Bonds, the Series 1996 Bonds and the Bonds issued pursuant to this Resolution, and the Bonds and
the Additional Parity Bonds and Notes, when issued, and the interest thereon, shall be on a parity and
in all respects of equal dignity with each other and with the Bonds, the Series 1988 Bonds, the Series
1991 Bonds, the Series 1992A Bonds, the Series 1992B Bonds and the Series 1996 Bonds. It is
further covenanted that no installment or series of Additional Parity Bonds or Notes shall be issued
and delivered unless the Authorized Representative, or some other officer of the System designated
by the Board, executes:

(4 a certificate to the effect that for the Fiscal Year immediately preceding the
date of said certificate the amount of the Interest of the System in the Available University
Fund was at least l-1/2 times the average ammal Principal and Interest Requirements of the
installment or series of Additional Parity Bonds or Notes then proposed to be issued and all
then outstanding PUF Bonds that will be outstanding after the issuance and delivery of said
proposed installment or series; and

(b) a certificate to the effect that the total principal amount of(i) all Bonds and
Additional Parity Bonds and Notes and (ii) all other obligations of the Board, including but
not limited to the Series 1988 Bonds, the Series 1991 Bonds, the Series 1992A Bonds, the
Series 1992B Bonds and the Series 1996 Bonds, that are secured by and payable from a lien
on and pledge of the Interest of the System in the Available University Fund, that will be
outstanding after the issuance and delivery of the installment or series of Additional Parity
Bonds or Notes then proposed to be issued will not exceed 20% of the cost value of invest-
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ments and other assets of the Permanent University Fund (exclusive of real estate) at the time
the proposed series or installment of Additional Parity Bonds or Notes is issued.

For purposes of calculating the Principal and Interest Requirements under this Section with respect
to any obligations of the Board bearing interest at interest rates that amvariable  or adjustable, the
“maximum rate then permitted by law,” for purposes of the definition of “Principal and Interest
Requirements” set forth in Section 1 .O 1 hereof, shall be deemed to be the maximum “net effective
interest rate” permitted under article 717k-2,  Texas Revised Civil Statutes Annotated, as such article
may be amended from time to time, or such other maximum interest rate permitted to be borne by
such obligations by then-applicable law. In addition, for purposes of this Resolution, including but
not limited to Subsection 3.04(b) above, any obligation of the Board that is payable from amounts
appropriated, pursuant to article VII, section 18 of the Texas Constitution, as amended, including
any amendment hereafter made to said article VII, section 18 of the Texas Constitution, for the
support and maintenance of The University of Texas at Austin or System administration  does not
and shall not constitute an obligation secured by and payable from a lien on and pledge of the Interest
of the System in the Available University Fund.

ARTICLE IV

REMEDIES

Section 4.01. REMEDIES. Any owner or holder of any of the Bonds or Additional Parity
Bonds or Notes, when issued, in the event of default in connection with any covenant contained
herein, or default in the payment of said obligations, or of any interest due thereon, shall have the
right to institute mandamus proceedings against the Board or any other necessary or appropriate party
for the purpose of enforcing payment from the moneys herein pledged or for enforcing any covenant
herein contained.

ARTICLE V

GENERAL COVENANTS OF THE BOARD

Section 5.01. GENERAL COVENANTS OF THE BOARD. The Board covenants and
agrees, in addition to the other covenants of the Board hereunder, as follows:

(4 That while any PUF Bonds are outstanding and unpaid the Board will maintain and
invest and keep invested the Permanent University Fund in a prudent manner and as required by law;

@) That the Board will restrict expenditures for administering the Permanent University
Fund to a minimum consistent with prudent business judgment;
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(cl That the Board duly and punctually will pay or cause to be paid the principal of every
PUF Bond, when issued, and the interest thereon, from the sources, on the days, at the places, and
in the manner mentioned and provided in such obligations, according to the true intent and meaning
thereof, and that it will duly cause to be called for redemption prior to maturity, and will cause to be
redeemed prior to maturity, all PUF Bonds, when issued, that by their terms are required to be
redeemed mandatorily prior to maturity, when and as so required, and that it faithfully will do and
perform and at all times will observe fully all covenants, undertakings and provisions contained in
this Resolution and in the aforesaid obligations; and

(4 That, except for the PUF Bonds, and the interest thereon, the Board will not at any
time create or allow to accrue or exist any lien or charge upon the Permanent University Fund or the
Interest of the System in the Available University Fund, unless such lien or charge is made junior
and subordinate in all respects to the liens, pledges, and covenants in connection with the PUF
Bonds, but the right to issue junior and subordinate lien obligations payable from the Interest of the
System in the Available University Fund is specifically resewed by the Board; and that the lien
created by this Resolution will not be impaired in any manner as a result of any action or non-action
on the part of the Board or offkers  of the System, and the Board will, subject to the provisions
hereof, continuously preserve the Permanent University Fund and each and every part thereof.

ARTICLE VI

PROVISIONS CONCERNING
FEDERAL INCOME TAX EXCLUSION

Section 6.01. GENERAL TAX COVENANT. The Board intends that the interest on the
Bonds shall be excludable from gross income for purposes of federal income taxation pursuant to
sections 103 and 141 through 150 of the Code, and applicable regulations. The Board covenants and
agrees not to take any action, or knowingly omit to take any action within its control, that if taken
or omitted, respectively, would cause the interest on the Bonds to be includable in gross income, as
defined in section 61 of the Code, of the holders thereof for purposes of federal income taxation.
In particular, the Board covenants and agrees to comply with each requirement of this Article VI;
provided, however, that the Board shall not be required to comply with any particular requirement
of this Article VI if the Board has received a Counsel’s Opinion that such noncompliance will not
adversely affect the exclusion from gross income for federal income tax purposes of interest on the
Bonds or if the Board has received a Counsel’s Opinion to the effect that compliance with some other
requirement set forth in this Article VI will satisfy the applicable requirements of the Code, in which
case compliance with such other requirement specified in such Counsel’s Opinion shall constitute
compliance with the corresponding requirement specified in this Article VI.

Section 6.02. USE OF PROCEEDS. The Board covenants and agrees that its use of the Net
Proceeds of the Bonds and the Refunded Notes will at all times satisfy the requirements set forth in
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this Section. When used in this Article VI, the term “Net Proceeds,” when used with respect to the
Bonds and the Refunded Notes, shall mean the proceeds from the sale of the portion of the Bonds
issued to pay Project Costs of Eligible Projects and the proceeds from the sale of the Refunded
Notes, as the case may be, including, in each case, investment earnings on such proceeds, less
accrued interest.

(4 The Board has limited and will limit the amount of original or investment proceeds
of the portion of the Bonds issued to pay Project Costs of Eligible Projects and of the Refunded
Notes to be used (other than use as a member of the general public) in the trade or business of any
person other than a governmental unit to an amount aggregating no more than ten percent of the Net
Proceeds of the Bonds and the Refunded Notes (“private-use proceeds”). For purposes of this
Section, the term “person” includes any individual, corporation, partnership, unincorporated
association, or any other entity capable of carrying on a trade or business; and the term “trade or
business” means, with respect to any natural person, any activity regularly carried on for profit and,
with respect to persons other than natural persons, any activity other than an activity carried on by
a governmental unit. Any use of proceeds of the portion of the Bonds issued to pay Project Costs
of Eligible Projects and of the Refunded Notes in any manner contrary to the guidelines set forth in
Revenue Procedure 97-13, including any revisions or amendments thereto, shah constitute the use
of such proceeds in the trade or business of one who is not a governmental unit.

(b) The Board has not permitted and will not permit more than five percent of the Net
Proceeds of the Bonds or the Refunded Notes to be used in the trade or business of any person other
than a governmental unit if such use is unrelated to the governmental purpose of the Bonds or the
Retimded  Notes, as appropriate. Further, the amount of private-use proceeds of the portion of the
Bonds issued to pay Project Costs of Eligible Project or of the Refunded Notes in excess of five
percent of the Net Proceeds of the Bonds or the Refunded Notes (“excess private-use proceeds”) did
not and will not exceed the proceeds of the portion of the Bonds issued to pay Project Costs of
Eligible Projects or of the Rehmded Notes, as appropriate, expended for the governmental purpose
of the Bonds or Refunded Notes to which such excess private-use proceeds relate.

(cl The Board has not permitted and will not permit an amount of proceeds of any issue
of the portion of the Bonds, issued to pay Project Costs of Eligible Projects or of the Refunded Notes
exceeding the lesser of(i) $5,000,000  or (ii) five percent of the Net Proceeds of the Bonds or the
Refunded Notes, as appropriate, to be used, directly or indirectly, to finance loans  to persons other
than governmental units.

Section 6.03. NO FEDERAL GUARANTY. The Board covenants and agrees not to take
any action, or knowingly omit to take any action within its control, that, if taken or omitted,
respectively, would cause the Bonds to be “federally guaranteed” within the meaning of section
149(b)  of the Code and applicable regulations thereunder, except as permitted by section 149(b)(3)
of the Code and such regulations.
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Section 6.04. BONDS ARE NOT HEDGE BONDS. The Board covenants and agrees that
not more than  50  percent of the proceeds of the portion of the Bonds issued to pay Project Costs of
Eligible Projects will be invested in nonpurpose investments (as defined in section 148(f)(6)(A) of
the Code) having a substantially guaranteed yield for four years or more within the meaning of
section 149(g)(3)(A)(ii)  of the Code, and the Board reasonably expects that at least 85 percent of the
spendable proceeds of the portion of the Bonds issued to pay Project Costs of Eligible Projects will
be used to carry out the governmental purposes of the Bonds within the corresponding three-year
period beginning on the date the Bonds are issued. Furthermore, the Board represents that not more
than 50  percent of the proceeds of the Refunded Notes was invested in nonpurpose investments (as
defined in section 148(t)(6)(A) of the Code) having a substantially guaranteed yield for four years
or more within the meaning of section 149(g)(3)(A)(ii)  of the Code, and the Board reasonably
expected at the time the Refunded Notes were issued that at least 85 percent of the spendable
proceeds of such issue would be used to carry out the governmental purposes of such issues within
the corresponding three-year period beginning on the respective dates of issue of,such  Refunded
Notes.

Section6.05. NO-ARBITRAGE COVENANT. The Board shall certify, through the
Authorized Representative that based upon all facts and estimates known or reasonably expected to
be in existence on the date the Bonds are delivered, the Board will reasonably expect that the
proceeds of the Bonds will not be used in a manner that would cause the Bonds to be “arbitrage
bonds” within the meaning of section 148(a) of the Code and applicable regulations thereunder.
Moreover, the Board covenants and agrees that it will make such use of the proceeds of the Bonds
including interest or other investment income derived from proceeds of the Bonds, regulate
investments of proceeds of the Bonds, and take such other and further action as may be required so
that the Bonds will not be “arbitrage bonds” within the meaning of section 148(a) of the Code and
applicable regulations thereunder.

Section 6.06. ARBITRAGE REBATE.. The Board will take  all necessary steps to comply
with the requirement that certain amounts earned by the Board on the investment of the “gross
proceeds” of the Bonds (within the meaning of section 148@(6)(B)  of the Code) be rebated to the
federal government. Specifically, the Board will (i) maintain records regarding the investment of
the gross proceeds of the Bonds as may be required to calculate the amount earned on the investment
of the gross proceeds of the Bonds separately from records of amounts on deposit in the funds and
accounts of the Board allocable to other bond issues of the Board or moneys that do not represent
gross proceeds of any bonds of the Board, (ii) calculate at such times as are required by applicable
regulations, the amount earned from the investment of the gross proceeds of the Bonds that is
required to be rebated to the federal government, and (iii) pay, not less often than every fifth
anniversary of the date of delivery of the Bonds, all amounts required to be rebated to the federal
government. Further, the Board will not indirectly pay any amount otherwise payable to the federal
government pursuant to the foregoing requirements to any person other than the federal government
by entering into any investment arrangement with respect to the gross proceeds of the Bonds that
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might result in a reduction in the amount required to be paid to the federal government because such
arrangement results in a smaller profit or larger loss than would have resulted if the arrangement had
been at arm’s length and had the yield on the issue not been relevant to either party.

Section 6.07. INFORMATION REPORTlNG.  The Board covenants and agrees to file or
cause to be filed with the Secretary of the Treasury, not later than the 15th day of the second calendar
month after the close of the calendar quarter in which the Bonds are issued, an information statement
concerning the Bonds, all under and in accordance with section 149(e) of the Code and applicable
regulations thereunder.

Section 6.08. CONTINUING OBLIGATION. Notwithstanding any other provision of this
Resolution, the Board’s obligations under the covenants and provisions of this Article VI shall
survive the defeasance and discharge of the Bonds.

ARTICLE VII

MISCELLANEOUS PROVISIONS

Section 7.01. INDIVIDUALS NOT LIABLE. All covenants, stipulations, obligations, and
agreements of the Board contained in this Resolution shall be deemed to be covenants, stipulations,
obligations, and agreements of the 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 the Bonds or
Additional Parity Bonds or Notes when issued, or be subject to any personal liability or
accountability by reason of the issuance thereof.,

Section 7.02. DEFEASANCE OF BONDS. (a) Any Bond and the interest thereon shall be
deemed to be paid, retired, and no longer outstanding within the meaning of this Resolution, except
to the extent provided in subsection (c) of this  Section, when the payment of all principal and interest
payable with respect to such Bond 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 (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 payment (1) lawful money of the United
States of America sufticient  to make such payment or (2) Government Obligations that 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 the Paying Agent and the
Registrar for the payment of their services until after all Defeased  Bonds shall have become due and
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payable. At such time as a Bond shall be deemed to be a Defeased Bond hereunder, as aforesaid,
such Bond and the interest thereon shall no longer be secured by, payable from, or entitled to the
benefits of, the Interest of the System in the Available University Fund, and such principal and
interest shall be payable solely from such money or Government Obligations, and shall not be
regarded as outstanding for the purposes of Section 3.04 hereof or any other purpose.

(b) Any moneys so deposited with or made available to the Paying Agent also may be
invested at the written direction of the Board in Government Obligations, maturing in the amounts
and times as hereinbefore set forth, and ah income from such Government Obligations received by
the Paying Agent that is not required for the payment of the Bonds 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.

Cc) Until all Defeased Bonds shall have become due and payable, the Paying Agent and
the Registrar shall perform their respective services as Paying Agent and Registrar, as applicable,
for such Defeased Bonds the same as if they had not been defeased,  and the Board shall make proper
arrangements to provide and pay for such services as required by this Resolution.

Section 7.03. AMENDMENT OF RESOLUTION. (a) The owners of PUF Bonds
aggregating 5 1% in principal amount of the aggregate principal amount of then-outstanding PUF
Bonds shall have the right Tom time to time to approve any amendment to any resolution authorizing
the issuance of PUF Bonds that 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 PUF Bonds, the amendment of the terms and conditions in
said resolutions or in any PUF Bond so as to:

(1)

(2)

(3)

(4)

(5)

(6)

Make any change in the maturity of the outstanding PUP Bonds;

Reduce the rate of interest borne by any of the outstanding PUF Bonds;

Reduce the amount of the principal payable on the outstanding PUF Bonds;

Modify the terms of payment of principal of or interest on meoutstanding  PUF
Bonds, or impose any conditions with respect to such payment;

Affect the rights of the owners of less than all of the PUF Bonds then outstanding;
or

Change the minimum percentage of the principal amount of PUP Bonds necessary
for consent to such amendment.
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(b) If at any time the Board shall desire to amend a resolution under this Section, the
Board shall cause notice of the proposed amendment to be published in a financial newspaper or
journal published in the City of New York, New York, once during each calendar week for at least
two successive calendar weeks. Such notice shall set forth briefly the nature of the  proposed
amendment and shall state that a copy thereof is on file at the principal ofice of each paying
agent/registrar for the PUF Bonds for inspection by all owners of PUF Bonds. Such publication is
not required, however, if notice in writing is given to each owner of PUF Bonds.

(cl Whenever at any time not less than thirty days, and within one year, from  the date of
the fast  publication of said notice or other service of written notice of the proposed amendment the
Board shall receive an instrument or instruments executed by the owners of at least 51% in aggregate
principal amount of all PUF Bonds then outstanding, 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.

(4 Upon the adoption of any amendatory resolution pursuant to the provisions of this
Section, the resolution 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 PUF Bonds and all future PUF Bonds thereafter shall be determined,
exercised, and enforced hereunder, subject in all respects to such amendment.

63 Any consent given by the owner of a PUF Bond pursuant to the provision 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 PUF Bond during such period. Such consent may be revoked at any time after
six months from the date of the tirst  publication of such notice by the owner who gave such consent,
or by a successor in title, by filing notice thereof with the Registrm  for such PUF Bonds and the
Board, but such revocation shall not be effective if the owners of 5 1% in aggregate principal amount
of the then-outstanding PUF Bonds as in this Section defined have, prior to the attempted revocation,
consented to and approved the amendment.

(Cl For the purpose of this Section the ownership and other matters relating to all PUF
Bonds shall be determined  hrn the registration books kept for such bonds by therespective  paying
agent/registrar therefor.

Section 7.04. ISSUANCE AND SALE OF BONDS. (a) The Authorized Representative is
hereby authorized to act for and on behalf of the Board in connection with the issuance and sale of
the Bonds. In that capacity, the Authorized Representative, acting for and on behalf of the Board,
shall determine the date for issuance and sale of the Bonds, the total amount of Bonds to be issued
and sold, and the particular Refunded  Notes to be refimded  by the Bonds.
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(3) The Bonds shall be sold by competitive bid at public sale. Prior to the date of
~public  sale, the Authorized Representative, acting for and on behalf of the Board, shall cause (i)
an appropriate notice of sale, in a form approved by the Authorized Representative, to be
published at least one time in a financial publication, journal or report of general circulation
among securities dealers in the City of New York (including, but not limited to, The Bond Buyer
or The Wall Street Journal),  or in the State of Texas (including, but not limited to, The Texas
&X&&U&I),  and (ii) an official statement, along with a notice of sale and bidding instructions
and an official bid form, to be provided to each bidder, such documents to be in substantially the
forms presented to the Board on the date of this Resolution, which forms are hereby approved, but
with such changes and completions as the Authorized Representative may approve, including such
changes and completions to the official statement as the Authorized Representative may deem
necessary or appropriate to enable the Authorized Representative, acting for and on behalf of the
Board, to deem the official  statement to be final as of its date, except for such omissions as are
permitted by Rule 15~2-12  of the Securities and Exchange Commission (“Rule 15~2-12”). Each
bidder shall be allowed to name the price for the Bonds, the principal amortization schedule for
the Bonds and the rate or rates of interest to be borne by the Bonds; provided, that, (i) the price
named for the Bonds must be no less than 98 percent of the par amount thereof (plus accrued
interest from the date of the Bonds to the date of delivery thereof against payment therefor), (ii)
the principal amortization schedule named for the Bonds must include scheduled maturities or
mandatory sinking fund redemption requirements on each of the maturity dates specified in Section
2.03 of this Resolution, (iii) the interest rate or rates named for the Bonds must comply with
Section 2.03, and (iv) the principal amortization schedule and interest rate or rates so named must
produce substantially level debt service on the Bonds during the Bond Years ending on July 1 of
the years 1999 through 2018, both inclusive, such that the highest total debt service on the Bonds
during any such Bond Year does not exceed the lowest total debt service on the Bonds during any
such Bond Year by more than $10,000. The Authorized Representative, acting for and on behalf
of the Board, shall, subject to the right to reject any or all bids and to waive any irregularities,
award the sale of the Bonds to the bidder whose bid produces the lowest true interest cost to the
Board, such interest cost being the rate obtained by doubling the semi-annual  interest rate
(compounded semi-annually) necessary to discount the principal and interest payments on the
Bonds from the dates of payment thereof to the dated date of the Bonds and to the price bid. The
price bid for the purpose of the preceding sentence shall not include the amount of interest accrued
on the Bonds from their date to the date of delivery thereof against paymen<therefor. Within
seven business days after the award of the sale of the Bonds, the Authorized Representative, acting
for and on behalf of the Board, shall cause a supplement to the official statement (setting forth the
principal amortization schedule, the interest rates and price or yield for the Bonds and such
additional information, if any, so that the supplement and the official statement shall constitute a
final official statement for purposes of Rule 15~2-12)  to be provided to the successful bidder in
compliance with Rule 15~2-12. The ofticial  statement and the supplement may be used by the
successful bidder in the reoffering of the Bonds.
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(cl Following the award of the sale of the Bonds, the Authorized Representative shall
notify the Paying Agent in writing of the identity of the purchaser of the Bonds, and of the following
terms for the  Bonds: dated date; principal amount; date for issue; maturities; mandatory sinking
fund redemption provisions; rate or rates of interest; and first  interest payment date. The
Authorized Representative shall deliver the Initial Bonds to the purchaser thereof against payment
therefor. Incident to the delivery of the Bonds, the Authorized Representative shall execute:

(1) a certificate to the effect that for the Fiscal Year immediately preceding the
date of said certificate the amount of the Interest of the System in the Available University
Fund was at least l-1/2  times the average annual  Principal and Interests  Requirements
(calculated in the manner described in Section 3.04 of this Resolution) of the Bonds and all
then outstanding PUF Bonds that will be outstanding after the issuance and delivery of the
Bonds;

(2) a certificate to the effect that the total principal amount of (a) all Bonds and
Additional Parity Bonds and Notes and (b) all other obligations of the Board, including but
not limited to the Series 1988 Bonds, the Series 1991 Bonds, the Series 1992A Bonds, the
Series 1992B Bonds and the Series 1996 Bonds, that are secured by and payable from a lien
on and pledge of the Interest of the System in the Available University Fund, that will be
outstanding after the issuance and delivery of the Bonds will not exceed 20% of the cost
value of investments and other assets of the Permanent University Fund (exclusive of real
estate) at the time the Bonds are issued, provided that any obligation of the Board that is
payable from amounts appropriated, pursuant to article VII, section 18 of the Texas
Constitution, as amended, including any amendment hereafter made to said article VII,
section 18 of the Texas Constitution, for the support and maintenance of The University of
Texas at Austin or System administration does not and shall not constitute an obligation
secured by and payable from a lien on and pledge of the Interest of the System in the
Available University Fund;

(3) a certificate to the effect that all action on the part of the  Board necessary for
the valid issuance of the Bonds issued has been taken, that such Bonds have been issued in
compliance with the terms of this Resolution; and ‘-.

(4) a certificate to the effect that the Board is in compliance with the covenants
set forth in Articles V and VI of this Resolution as of the date of such certificate.

Section 7.05. APPLICATION OF BOND PROCEEDS. Proceeds from the sale of
the Bonds shall, promptly upon receipt thereof, be applied by the Authorized Representative as
follows:
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(0

(ii)

accrued interest shall be deposited into the Interest and Sinking Fund;

the remaining proceeds from the sale of the Bonds shall, to the extent required, be
applied to establish an escrow fund  in an amount, together with investment earnings
thereon, sufficient to accomplish the discharge and final payment of the Refunded
Notes in accordance with Section 7.06 of this Resolution, to fond the Construction
Account in accordance with Section 7.07 of this Resolution and, to the extent not
otherwise provided for, to pay all expenses arising in connection with the issuance
of the Bonds and the refunding of the Refunded Notes; and

(iii) except as otherwise required by Section 7.07 of this Resolution, any proceeds of the
Bonds remaining after making all such deposits and payments shall be deposited into
the Interest and Sinking Fund.

Section 7.06. REFUNDING OF REFUNDED NOTES. The discharge and defeasance of
the Refunded Notes shall be effected pursuant to the terms and provisions of the Escrow Agreement.
The Authorized Representative, acting for and on behalf of the Board, is also hereby authorized to
execute and deliver the Escrow Agreement, in substantially the form submitted at this meeting, with
such changes therein as the Authorized Representative executing the same may approve, such
approval to be conclusively evidenced by such execution thereof. To assure the purchase of the
“Escrowed Securities” referred to in the Escrow Agreement, the Authorized Representative, acting
for and on behalf of the Board, is hereby authorized to subscribe for, agree to purchase and purchase
obligations of the United States of America, in such amounts and maturities and bearing interest at
such rates as may be provided for in the Escrow Agreement, and to execute any and all subscriptions,
purchase agreements, commitments, letters of authorization and other documents necessary to
effectuate the foregoing.
The Authorized Representative, acting for and on behalf of the Board, shall sign and otherwise
execute and deliver such notices, instructions, certificate, instruments and other documents as may
be necessary or convenient to accomplish the refunding of the Refunded Notes as set forth herein
and in accordance with their terms. It is hereby found and determined that the refunding of the
Refunded Notes is advisable and necessary in order to restructure the debt service requirements of
the Board so as to fix  the borrowing cost of the Board for financing the facilities financed through
the issuance of the Refunded Notes for the long term at favorable rates. -,

Section 7.07. CONSTRUCTION ACCOUNT. (a) Them is hereby established a separate
account designated as the “Board of Regents of the University of Texas System Permanent
University Fund Bond Construction Account” (the “Construction Account”). The Construction
Account shall be maintained by the Board in an offkial  depository of the System. Money on deposit
or to be deposited in the Construction Account shall remain therein until from time to time expended
for Project Costs of Eligible Projects, and shall not be used for any other purposes whatsoever,
except as otherwise provided below. Pending the expenditure of money in the Construction
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Account, monies deposited therein or credited thereto may be invested in the manner prescribed by
law and in accordance with the written policies adopted by the Board. Any income received from
investments in the Construction Account shall be retained in the Construction Account. Any
amounts remaining in the Construction Account and not anticipated to be needed for the payment
of Project Costs of Eligible Projects shall be transferred to the Interest and Sinking Fund.

(b) Concurrently with the issuance and delivery of the Bonds to the purchaser thereof against
payment therefor, the balance of the proceeds of sale of the Bonds (other than accrued interest which
shall be deposited into the Interest and. Sinking Fund), remaining after the deposit required by
Section 7.06 of this Resolution, shall be deposited into the Construction Account and used for the
purposes set forth above.

Section 7.08. DTC LETTER OF REPRESENTATION. The AuthorizedRepresentative,
acting for and on behalf of the Board, is hereby authorized and directed to approve, execute and
deliver, if deemed necessary or advisable by said Authorized Representative, a Letter of
Representation with DTC with respect to the Bonds to implement the book-entry only system of
Bond registration, such approval to be conclusively evidenced by the Authorized Representative’s
execution thereof.

Section 7.09. CONTINUING DISCLOSURE UNDERTAKING. (a) Annual Reporrs.  The
Board shall provide annually to each NRMSIR and any SID, within six months after the end of each
Fiscal Year ending  after the public sale of the Bonds pursuant to Section 7.04 of this Resolution,
financial information and operating data with respect to the Permanent University Fund and the
Interest of the System in the Available University Fund of the general type included in the final
Official Statement authorized by Section 7.04 of this Resolution, being the information described
in Exhibit  hereto. Any financial statements with respect to the Permanent University Fund so to
be provided shall be (1) prepared in accordance with the accounting principles described in &&&
A hereto and (2) audited, if the Board commissions an audit of such statements and the audit is
completed within the period during which they must be provided. If audited financial statements
with respect to the Permanent University Fund are not so provided within the required period, then
the Board shall provide unaudited financial statements with respect to the Permanent University
Fund for the applicable Fiscal Year to each NRMSIR and any SID, and shall file audited financial
statements with respect to the Permanent University Fund when and if audited financial statements
become available. If audited financial  statements are not prepared with respectto the Permanent
University Fund for any Fiscal Year and audited financial statements are prepared with respect to
the State of Texas for such Fiscal Year, the Board shall provide, or cause to be provided, the audited
financial statements of the State of Texas for the applicable Fiscal Year to each NRMSIR and any
SID within six months after the end of said Fiscal Year or as soon thereafter as such audited financial
statements become available from the State Auditor of the State of Texas. Any such audited
financial statements of the State of Texas so provided shall be prepared in accordance with generally
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accepted accounting principles for state governments, as such principles may be changed from time
to time to comply with state law.

If the Board changes the Fiscal Year, it will notify each NRMSIR and any SID of the change
(and of the date of the new Fiscal Year end) prior to the next date by which the Board otherwise
would be required to provide financial information and operating data pursuant to this Section.

The financial information and operating data to be provided pursuant to this Subsection may
be set forth in full in one or more documents or may be included by specific reference to any
document (including an offkial statement or other offering document, if it is available from the
MSRB) that theretofore has been provided to each NRMSIR and any SID or filed with the SEC.

@I Material Event Notices. The Board shall notify any SID and either each NRMSIR
or the MSRB, in a timely manner, of any of the following events with respect to the Bonds, if such
event is material within the meaning of the federal securities laws:

A.
B.
C.
D.
E.
F.
G.
H.
I.
J.

K.

Principal and interest payment delinquencies;
Non-payment related defaults;
Unscheduled draws on debt service reserves reflecting financial difficulties;
Unscheduled draws on credit enhancements reflecting financial difficulties;
Substitution of credit or liquidity providers, or their failure to perform;
Adverse tax opinions or events affecting  the tax-exempt status of the Bonds;
Modifications to rights of holders of the Bonds;
Bond calls;
Defeasances;
Release, substitution, or sale of property securing repayment of the Bonds;
and
Rating changes.

The Board shall notify any SID and either each NRMSIR or the MSRB,  in a timely manner,
of any failure by the Board to provide financial information or operating data in accordance with
Subsection 7.09(a) above by the time required.

-,
(cl Limitations, Disclaimers, and Amendments. The Board shall be obligated to observe

and perform the covenants specified in this Section for so long as, but only for so long as, the
Permanent University Fund or the Interest of the System in the Available University Fund remains
an “obligated person” with respect to the Bonds within the meaning of Rule 15~2-12,  except that the
Board in any event will give the notice otherwise required under this Resolution of any Bond calls
and defeasance that cause the Permanent University Fund or the Interest of the System in the
Available University Fund to be no longer “obligated persons.”

- 69  -



The provisions of this Section 7.09 are for the sole benefit of the holders and beneficial
.owners  of the Bonds, and nothing in this Section, expressed or implied, shall give any benefit or any
legal or equitable right, remedy or claim hereunder to any other person. The Board undertakes to
provide only the financial information, operating data, financial statements, and notices which it has
expressly agreed to provide pursuant to this Section and does not hereby undertake to provide any
other information that may be relevant or material to a complete presentation of the financial results,
condition, or prospects of the Permanent University Fund or the Interest of the System in the
Available University Fund or hereby undertake to update any information provided in accordance
with this Section or otherwise, except as expressly provided herein. The Board does not make any
representation or warranty concerning such information or its usefulness to a decision to invest in
or sell Bonds at any future date.

UNDER NO CIRCUMSTANCES SHALL THE BOARD BE LIABLE TO THE HOLDER
OR BENEFICIAL OWNER OF ANY BOND OR ANY OTHER PERSON, IN CONTRACT OR
TORT, FOR DAMAGES RESULTING IN WHOLE OR IN PART FROM ANY BREACH BY THE
BOARD, WHETHER NEGLIGENT OR WITHOUT FAULT ON ITS PART, OF ANY
COVENANT SPECIFIED IN THIS ARTICLE, BUT EVERY RIGHT AND REMEDY OF ANY
SUCH PERSON, IN CONTRACT OR TORT, FOR OR ON ACCOUNT OF ANY SUCH BREACH
SHALL BE LIMITED TO AN ACTION FOR MANDAMUS OR SPECIFIC PERFORMANCE.

No default by the Board in observing or performing its obligations under this Section shall
constitute a breach of or default under this Resolution for purposes of any other provision of this
Resolution.

Nothing in this Section is intended or shall act to disclaim, waive or otherwise limit the duties
of the Board under federal and state securities laws.

The provisions of this Section may be amended by the Board Tom  time to time to adapt to
changed circumstances that arise from a change in legal requirements, a change in law, or a change
in the identity, nature, status, or type of operations of the Board or the Permanent University Fund,
but only in (1) the provisions of this subsection, as so amended, would have permitted an underwriter
to purchase or sell Bonds in the primary offering of the Bonds in compliance with Rule 15~2-12,
taking into account any amendments or interpretations of Rule 15~2-12  to-the date of such
amendment, as well as such changed circumstances, and (2) either (A) the holders of a majority in
aggregate principal amount (or any greater amount required  by any other provision of this Resolution
that authorizes such an amendment) of the outstanding Bonds consent to such amendment or (B)  a
person that is unaffiliated with the Board and the Permanent University Fund (such as nationally
recognized bond counsel) determines that such amendment will not materially impair the interests
of the holders and beneficial owners of the Bonds. If the Board so amends the provisions of this
Section, it shall include with any amendment tinancial  information or operating data next provided
in accordance with Subsection (a) of this Section an explanation, in narrative form, of the reasons
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for the amendment and of the impact of any change in the type of financial information or operating
data so provided. The Board may also amend or repeal the provisions of this continuing disclosure
requirement if the SEC amends or repeals the applicable provisions of Rule 15~2-12  or a court of
final  jurisdiction enters judgment that such provisions of Rule 15~2-12  are invalid, but only if and
to the extent that the provisions of this sentence would not prevent an underwriter from lawfully
purchasing or selling Bonds in the primary offering of the Bonds.

(4 Dejinitions. As used in this Section 7.09, the following terms have the meanings
ascribed to such terms below:

“MSRB” means the Municipal Securities Rulemaking Board.

“NRMSIR”  means each person whom the SEC or its staffhas  determined to be a nationally
recognized municipal securities information repository within the meaning of the rule from time to
time.

“SEC” means the United States Securities and Exchange Commission.

“SID” means any person designated by the State of Texas or an authorized department,
officer, or agency thereof as, and determined by the SEC or its staff to be, a state information
depository within the meaning of Rule 15~2-12  from time to time.

Section 7.10. FURTHER PROCEDURES. The Chairman of the Board, the Executive
Secretary of the Board, the Authorized Representative, the Vice Chancellor and General Counsel of
the System, and all other officers, employees, and agents of the Board, and each of them, shall be
and they are hereby expressly authorized, empowered, and directed from time to tune and at any time
to do and perform all such acts and things and to execute, acknowledge, and deliver in the name and
under the seal and on behalf of the Board all such instruments, whether or not herein mentioned, as
may be necessary or desirable in order to carry out the terms and provisions of this Resolution, the
Bonds, the preliminary official  statement and the official statement for the Bonds, the Escrow
Agreement, the Bond Purchase Contract and the DTC Letter of Representation. In case any offtcer
whose signature appears on any Bond shah cease to be such officer before the delivery of such Bond,
such signature shah nevertheless be valid and suf?icient  for all purposes the sameas if he or she had
remained in office until such delivery.

-41-
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ADOPTED AND APPROVED this the 13th day of November, 1997.

-Donald  L. Evans
Chairman
Board of Regents of
The University of Texas System

Attest:

Dilly
Executive Secretary
Board of Regents of
The University of Texas System
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EXHIBIT  A

CONTINUING DISCLOSURE -
DESCRIPTION OF ANNUAL FINANCIAL INFORMATION

Pursuant to Subsection 7.09(a), .me  information to be updated in the Board’s annual  tiling
includes all quantitative financial  information and operating data with respect to the Permanent
University Fund or the Interest of the System in the Available University Fund of the general type
included in the Official Statement under the heading “Permanent University Fund” and in
Appendices A, B and C. The updated information will include annual financial statements with
respect to the Permanent University Fund provided on an accrual basis, or such other basis as the
Board may be required to employ from time to time pursuant to state law or regulation.
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OFFICIAL STATEMENT DATED ,199-

NEW ISSUE: Book-Entry Only RATINGS: See “Ratings.”

In the opinion of Bond Counsel, interest on the Bon& is acludablefrom  gross incomeforfederal  income tax  purposes under
existing law  and the Bonds  are not private acti+  bon&. See “Tm Matters”for  ~1 discussion of the opinion of Bond Counsel,

including a description of alternative minimum tax  consequences for corporations.

Board of Regents of The University of Texas System
Permanent University Fund Bonds

Series 199-

The Bonds will constitute valid and legally binding special obligations of the Board of Regents (the “Board”) of The University
of Texas System (the “System”), secured by and payable from a fust  lien on and pledge of the “Interest of the System” in the “Available
University Fund” (as deftted  herein) on a parity with the Board’s outstandiig Pernxment  University Fund Bonds, Series 1988, Series
1991, Series 1992A,  Series 1992B and Series 1996. The Board  has reserved the tight to issue additional bonds on a parity with the
Bonds. THE BONDS DO NOT CONSTITUTE GENERAL OBLIGATIONS OF THE BOARD, THESYSTEM,  THE STATE OF
TEXAS OR ANY POLITICAL SUBDIVISION OF THE STATE OF TEXAS. THE BOARD HAS NO TAXING POWER, AND
NEITHER THE CREDIT NOR TI4E TAXING POWER OF THE STATE OF TEXAS OR ANY POLITICAL SUBDIVISION
THEREOF IS PLEDGED AS SECURITY FOR THE BONDS. See “Security for the Bonds.”

The Bonds will mature (either by scheduled maturity or pursuant to mandatory sinking  fund provisions) on July 1 in each of
the years 1999 through 2018 (both inclusive), in the amounts and will  bear interest at the per annum  rates, established by competitive
bid at public sale. The maturity schedule and interest rates on the Bonds will be set forth on a Supplement to this Official Statement
dated as ofthe date of such public sale. The Bonds will be dated as of the fast calendar day of the month during which they are sold
at public sale. The Bonds will bear interest from their date and interest will be payable January 1 and July 1 of each year, commencing

, until maturity  or prior redemption.

The Bonds are subject to optional redemption prior to maturity as described herein. See “Description of the Bonds --
Redemption.”

The Bonds are initially issuable only to Cede & Co., as nominee of The Depository Trust  Company, New York, New York
(“DTC”),  pursuant to the book-entry only system described herein. Beneficial ownership of the Bonds may be acquired in
denominations of $5,000 or integral multiples thereof. No physical delivery of the Bonds will be made to the purchasers thereof.
Interest on and principal of the Bonds will be payable by the Texas Treasury Safekeeping Trust Company, the initial Paying Agent,
to Cede &  Co., as nominee for DTC, which will make distribution of the amounts  so paid to DTC Participants (as defmed herein) who

will make payments to the Beneficial Owners (as defmed herein) of the Bonds. See “Description of the Bonds -- Book-Entry Only
System.”

Proceeds from the sale of the Bonds, together with other available moneys of the Board, $11  be used for the purposes of
currently refunding certain outstandiig obligations of the Board, providing fimds  for improvements at various institutions within the
System and paying the costs of issuance of the Bonds. See “Plan of Financing.”

The Bonds  are offered when, ap  and if  issued are subject to approval of lega&  by the Attorney General of the State of Texas
and by Vinron  & Elkins  L.L.P.. Austin  and Houston, Texas,  Bond Counsel. Certain legal matters will be passed upon for the Board
by its special counsel, Yaw D. Scott, Attornw-at-luw, Houston, Texas. The Bonds  are expected to be available for delivery through
The Depository Trust Company

Sealed bids will be received prior to 10:00 a.m., CT, on a day (“the Sale Date”) during a - week period beginning
A 199 and ending ,199. At least 24 hours prior to the sale of the Bonds, the Board will notify
prospective bidders by MUNIFACTS NEWS SERVICE of the Sale Date and tbe date fixed for delivery of the Bonds,
which is anticipated to be within 30 business days of the Sale Date.
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USE OF INFORMATION IN OFFICIAL STATEMENT

No dealer, brokr,  solesmon  or otkrprson  has  ken authorized  by the Bodrd,  tk System or tk Initial Pwchoser  to give
any  informalion.  or to mok any representations other than  those contained in the  Ogcial Statemen;.  and i/given or mode. such
other information or represetiafiow  must not be relied upon or having  been authorized by any of the foregoing.

This Q#Icial  Statement  ir not lo & wed  in connection with on  ofir  to sell  or tk solicttatton  of on offer to buy in any state
in which such offer or solicitarion  ts not authortied or in which the person making such offer or solicitation is not qualified to do
so or to onyperson to whom if is unlowfil  IO  mok such offer or solicitation.

Any tnformotton  and  expressions  of opinion herein contained ore subject to change  without notice, and neitkr  the delivery
of this Ogieioi  Statemenf  nor any sale  mode hereunder rho//,  under any  circumstances, create  any implication thot there has  been
no change in the afiirs  of the Board,  tk System, the Permanent University Fund, the kterest  of the System in tk Available
University Fund or other matters  described heroin since the dote hereof

The  price and other terms respecting tk ofiring  and sale  of the Bonds  may  be chongedfiom  time to time by the Initial
Purchaser @per  tk Bonds  we  releosedfw  sale, omi the Bon&  may  be o&ed  and sold otprtces otkr than the initial offering price,
including sales  to dealers  who may  se0  tk Bonds  into inwstmeti  occoun~~ In connection with  tk offering of the Bonds, the Initioi
Purchaser may  overollot  or effic:  troruoctiom which stabike  or maintain  the morktprtce  of the Bonds of (I level above that which
might otherwire prevail in the open morkt. Such stabiltzing,  ~fcommenced  may  be dtscontinued  ot any time.
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OFFICIAL STATEMENT

relating to

s
Board of Regents of The University of Terns System

Permanent University Fund Bonds, Series 199-

INTRODUCTION

This Offkial Statement, which includes the cow page end the Appendices hereto and the Supplement hereto
setting forth the maturity schedule and interest  &es  on the Bonds as determined by competitive bid at public sale,
provides certain information regarding the issuance by the Board of Regents (the “Board”) of The University of Texas
System (the “System”) of its bonds, entitled “Board of Regents of The University of Texas System Permanent University
Fund Bonds, Series 199-”  (the “Bonds”). Capitalized terms  used in this Ofticial  Statement and not otherwise defmed
have the same meanings assigned to such terms in the resolution (the “Resolution”) adopted by the Board on
November 13,1997,  authorizing the issuance oftbe Bonds.

Tbe System was established pursuant to the provisions of tbe Constitution and tbe laws of the State of Texas
(the “State”) as an agency ofthe  State  The System presently consists  of IS State-supported general academic and heakh-
related education and research institutions, including The University of Texas at Austin, all as listed on the inside cover
of this Offkial Statement. Preliiinaty  total enrollment for the System for the Fall 1997 semester is 140,822 students.
The Board is tbe governing body of the System and its members are officers of the State, appointed by the Governor with
the advice and consent of the State Senate.

This Offkial Statement contains summaries and descriptions of the plan of financing, the Resolution, the Bonds,
the Board, the System and other  related matters. All references to and  descriptions of documents contained herein are
only summaries and are qualified in their entirety by refercncc  to each such document, copies of which are available t?om
the Board upon request at the Office of Finance, 201 W. 7th Street, Austin, Texas 78701-2981.

PLAN OF FINANCING

Authority for Issuance of the Bonds

The Bonds will be issued under the authority o! Article VII, Section 18  of the Texas Constitution (the
“Constitutional Provision”), Section 65.46, Texas Education Code, and Articles 717k and 717q,  Texas Revised Civil
Statutes Annotated, all as amended, and pursuant to the terms  of the Resolution and the action of the authorized
representative of the Board awardiig the sale of the Bonds and establishing their fmal  terms.

Purpose

The Bonds are being issued for the purposes of currently refunding $78,000,000  in p&cipal  amount of tbe
Board’s Permanent University Fund Variable Rate Notes, Series A (the “Refunded Notes”), funding the costs of
improvements at various institutions within the System and paying tbe costs of issuance of tbe Bonds. The issuanccof
the Bonds will permit the Board to restrwtwe  its debt service requirements with respect to tbe Refunded Notes through
tbe establishment of long-term fvted  rates for the Board’s permanent fmaucing  of certaio  facilities initially fmanced
through the issuance of such Refunded Notes.

Refunded Notes

The  Refunded Notes,  and interest thereon,  a to be paid on the scheduled  payment date of each such note (but
not later than 90 days after the delivery of the Bonds to the Ioitial  Purchaser tbereot)  from funds to be deposited with
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Bankers  Trust  Company (the “Escrow Agent”) pursuant  to an escrow agreement (the ‘:&row  Agreement”) between the
Board and the  Escrow Agent.

The Resolution provides that  6om the proceeds of the sale of the Bonds to the Initial Purchaser thereof, the
Board will deposit with the Escrow Agent the amount necessary to accomplish the discharge and fmal  payment  of the
Refunded Notes. Such funds  will be held by the Escrow Agent in a special  escrow account (the “Escrow Fund”)  and  used
to purchase obligations of the  United States of America (the “Government  Obligations”).

Deloitte & Touche  LLP, independent certified public accountants, will verify at the time of delivery of the
Bonds to the Initial Purchaser thereof that  the Government Obligations will mature and pay interest in such amounts,
which together with uninvested funds,  if any, in the Escrow Fund, will be sufftcient  to pay, when due, the principal of
and interest on the Refunded Notes.

By the deposit of the Government Obligations and cash with the Escrow Agent pursuant to the Escrow
Agreement, the Board will have effected the defeasance  of the Refunded Notes, such that the Refunded Notes will no
longer be payable f?om the “Interest of the  System” in the “Available University Fund” (as such temx are defmed  herein).

Parity Bonds

The Bonds will be  issued on a parity with the Board’s previously issued and outstanding  Permanent  University
Fund  Refimding  Bonds, Series 1988, Series  1991, Series 1992A and Series 1996 and Permanent University Fund  Bonds,
Series 1992B (collectively, the “Outstanding PUF Bonds”), currently  outstanding  in the aggregate principal amount of
$519,200,000. The Ootstamiiig PUF Bonds, the Bonds and all additional bonds and  notes.issued  on a parity therewith
(“Additional Parity Bonds and Notes”) are referred to collectively herein  as the “PUF Bonds”. The anticipated debt
service requirements for the Bonds combined  with  the debt service reqtdrements  for the Ootstandiig PUF Bonds are  set
forth in Appendix C.

DESCRIPTION OF THE BONDS

The Bonds will be  issued only as folly registered bonds, without coupons, in any integral multiple of $5,000
principal amount witbii  a stated mahaity, will be dated as of the  fust  calendar day of the  month during  which they are
sold by competitive  bid at public sale, and will accrue  interest from their dated date. The Bonds will mature (either by
scheduled maturity or pursuant to mandatory  sinking fond provisions) on July 1 in each of the years 1999 through 20 18
(both inclusive), in the amounts and will bear interest at the per annum  rates, established by competitive bid at public
sale. The  maturity schedule for the Bonds (icludiig  any mandatory sinkiig  fund  requirements)  and the interest rates
on the Bonds will be set forth on the Supplamcnt  to thii Ofticial  Statement. Interest on the Bonds (calculated on the basis
of a 360-day year composed of twelve 30-&y months) is payable on January  1 and July 1 of each year, commencing

The Bonds are initially issoablc  in book-entry only form. Initially, Cede  &  Co., the nominee of The Depository
Trust  Company (“DTC”),  New York, New York, will be  the registered owner and references her&  to the Bondholders,
holders, holders of the Bonds or registered owners of the Bonds shall mean  Cede &  Co. and not the beneficial owners
of the Bonds. See “Description of the Bonds -- Book-Entry Only System.”

In the event that any date for payment  of the principal of or interest on the Bonds is a Saturday, Sunday, legal
holiday or day on which banking  institutioru  in the city where the designated  office for payment of the Paying Agent is
located are authorized  by law or executive order to close, thee  tbc  date  for such payment will bc  the next succeeding day
which is not a Saturday, Sunday, legal holiday or day on which such baokiig  institutions are authorized to close.
Payment on such later date will not increase the amount of intcrcst  due and will have the same force and effect as if made
on the  original date payment was due.
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Redemption

-RedemDtion.  The Bonds scheduled to mature  on and after July 1,  - are subject to redemption
prior to maturity  at the option of the Board on July 1 .-. or on any interest payment date thereafier,  in whole or in
part, in any integral  multiple of $5,000 (and,  if in part, the particular Bonds or portions thereof to be redeemed shall  be
selected by the Board) at the redemption price of par plus accrued interest to the redemption date; provided that during
any period in which ownership of the Bonds is determined by a book  entry  at a securities depository for such Bonds, if
fewer than all of the Bonds of tbe same maturity  and bearing the same interest rate are to be redeemed, the particular
Bonds of such maturity and bearing such interest rate shall be selected in accordance with the arrangements between  tbc
Board and the securities depository.

m The Bonds may bc subject to mandatory sinking fond redemptions in lieu of or in
tandem with serial maturities, if such option is made a part of the winniig  bid of the Initial Purchaser. Any mandatory
sinking fund  redemption req~~irements  for the Bon&  will be set forth on the Supplement to this Official Statement. The
principal amount of any Bonds required to be redeemed on each such redemption date pursuant to operation of the
mandatory  sinking  fond shall  be  reduced, at the option of the Board, by the principal amount of any such Bonds, which,
at least 45 days prior to the mandatory sinking  find  redemption date, (1) shall have been acquired by the Board and
delivcrcd  to the Paying Agent for cancellation, or (2) shall have been acquired and canceled by the Paying Agent at the
direction of the Board, in either case of (1) or (2) at a price not exceeding the par or principal amount of such Bonds,
or (3) shall have been redccmcd  pursuant to the optional redemption provisions set forth above and not theretofore
credited against a mandatory sinking timd redemption. During any period in which ownership of the Bonds is determined
by a book entry at a securities depository for the Bonds, if fewer than all of tbe Bonds of the same maturity and bearing
the same interest rate are to be redeemed, the particular B&s  of such maturity  and bearing such interest rate shall be
selected in accordance with the arrangements between the Board and the securities depository.

m.  Not less than 30 days prior to a redemption date, a notice of redemption will be
published once in a facial  publication, journal or report  of geneml  circulation among securities dealers in the City of
New York, New York, or in the State. Additional notice will be  sent by the Registrar by United States mail, fmt-class,
postage prepaid, to each registered owner of a Bond to be redeemed in whole or in part at the address of each such owner
appearing on the  registration books of the Registrar on the 45th day prior to such redemption date, to each registered
securities depository and to any national information service that disseminates redemption notices. Failure to mail or
receive such notice will not affect the proceedings for redemption and publication of notice of redemption in the manner
set forth above  shall be  the only notice actually required as a prerequisite for redemption. In addition, in the event of
a redemption caused by an advance refundiig  of the Bonds, the Registrar shall send a second notice of redemption to
registered owners  of Bonds  subject to redemption at least 30 days but not more  than 90 days prior to the actual
redemption date. Any notice sent to registered securities depositories or national information services shall be sent so
that they are received at least hvo days prior to the general mailing or publication date of such notice. The Registrar shall
also send a notice of prepayment or redemption to the registered owner of any Bond who has not sent Bonds in for
redemption 60 days after the redemption date.

All redemption notices shall  contain a description of the Bonds to be redeemed including the complete name
of the  Bonds, the date of issue, the interest rates, the maturity dates, the CUSP  numbers, the certificate numbers, the
amounta  of each certificate called,  the publication and mailing dates for the notices, the dates of redemption, the
redemption prices, the names of the Paying Agent and Registrar and the address at which the Bonds may be redeemed
including a contact person and telephone number.

Paying Agent and Registrar

The initial Paying Agent  is named on the cover page  hereof. The Board will serve as the initial Registrar for
the Bonds. In the Resolution, the Board reserves the right to replace the Paying Agent or Registrar and covenants to
maintain and provide a Paying Agent and Registrar at all times while the Bonds are outstanding. Any successor Paying
Agent or RegisEar  is required by the Resolution to be a competent and legally qualified bank, trust company, fmancial
institution or other  agency. Upon any change in the Paying Agent or Registrar, the Board is required promptly to cause
a written notice thereof to be sent to each registered owner of the Bonds by United States mail, fust-class,  postage
prepaid, which notice shall also give the address of the new Paying Agent or Registrar.
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Book-Entry Only System

Book-Entrv.  DTC will act as securities depository for the Bonds. The Bonds will be issued a.~
fully-registered bonds registered in the tmme of Cede &  Co. (DTC’s  partnership  nominee). One  filly-ngistered  Bond
CertifiCate  Will be  iSSUed  for  each maturity, in the aggregate principal amount  of such  issue,  and will be  deposited with
DTC.

DTC is a limited-purpose trust  company organized under the New York Banking Law, a “banking organization”
within  the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing  corporation”
within the meaning of the New York Uniform Commercial Code, and a “cleating agency” registered pursuant to the
provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds bonds that its participants (“Participants”)
deposit with DTC. DTC also facilitates the settlement among Participants of securities transactions, such as transfers
and pledges, in deposited securities through electronic computerized book-entry changes in Participants’ accounts,
thereby eliminating the need for physical movement of securities. Direct Participants include securities brokers and
dealers, banks, trust  companies, clearing corporations, and certain other organizations. DTC is owned by a number of
its Direct Participants and by the New York Stock Exchange, Inc., the American Stock Exchange, Inc., and the National
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such as securities broken
and dealers, banks and trust  companies that clear through or maintain a custodial relationship with a Direct Participant,
either directly  or indiictly (“Indict Participants”). The Rules applicable to DTC and its Participants are on file with
the Securities and Exchange Commission.

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which will receive
a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each Bond (“Beneficial
Owner”) is in tom to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners  will not receive
written  confutation  from  DTC of their purchase, but Beneficial Owen are expected to receive written conf~ations
providing details of the transaction, as well as periodic statcmentS of their holdings, 6om the Direct or Indirect
Participant through which the Beneficial Owner entered into the transaction. Transfen  of ownership interests in the
Bonds are  to be accomplished by entries made on the books of Participants acting on behalf of Beneticial Owners.
Beneficial Owners  will not receive certificates representing their ownership interests in Bonds, except in the event that
use of the book-entry system for the Bonds is discontinued.

To facilitate subsequent  transfers, all Bonds deposited by Participants with DTC are registered in the name  of
DTC’s pamwship nominee, Cede &  Co. The deposit of Bonds with DTC and their registration in the name of Cede &
Co. effect no change in beneficial ownership. DTC has no knowledge of the actual  Beneficial Owners of the Bonds;
DTC’s records reflect only the identity of the Dii Participants to whose accotmts  such Bonds are credited, which may
or may not be the Beneficial Ownm. The Participants will remain responsible for keeping account of their holdings on
behalf of their customers.

Conveyance of notices and other communications by DTC to Diet  Participants, by Direct  Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statotmy  or regulatory requiemmts  as may be in effect from  time to time.

Redemption notices shall be sent  to Cede &  Co. If less than all of the Bonds of a maturity  are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each Direct Participant iti such maturity to be
redeemed.

Neither DTC nor Cede &  Co. will consent or vote with respect to Bonds. Under its usual procedures, DTC
mails an Omnibus Proxy to the Board as soon as possible after  the record date. The Omnibus Proxy assigns Cede & CO.‘S
consenting or voting rights to those Direct Participants to whose accounts the Bonds are credited on the record date
(identified in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Bonds will be made to DTC. DTC’s practice is to credit Direct
Participants’ accounts on the payable date in accordance with their respective holdings shown on DTC’s records unless
DTC has reason to believe that it will not receive payment on the payable date. Payments by Participants to Beneficial
Owners will be governed by standing instructions and customary practices, as is the case with securities held for the
accounts of the customers in bearer form or registered in “street name,” and will be the responsibility of such Participant
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and  not of DTC, the Paying Agent or the Board, subject to any statutory or regulatory requirements as may be in effect
from time to time. Payment of principal and interest to DTC is the responsibility of the Board and  the Paying  Agent,
disbursement of such paymenb  to Diict Participants shall be the responsibility of DTC, and disbursement  of such
payments to the Beneficial Owners  shall be the responsibility of Direct and Indirect Participants

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by
giving reasonable notice to the Board. Under such circumstances, in the event that a successor  securities depository is
not obtained, Bonds are required to be printed and delivered.

The Board may decide to discontinue use of the system of book-entry transfers through DTC (or a successor
securities depository). In that event, Bond certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s  book-entry system has been obtainedfrom DTC,
and is not guaranteed as  to accuracy or completeness by, and is not to be conrhwed  as  a representation of the Board
or the Initial Purchaser. In reading this O@ial  Statement it should be understood that while the Both are  in the book-
enhy only @em.  references in other sections  ofthis G#cial  Statement to registered owners should be read to include
the person for which the Particijnmt  acquires an interest in the Bono&  but (i) all rights of ownership must be exercised
through DTC and the book-entry only vstem,  and (ii, except as described above. notices that are to be given to
registered owners under the Resolution will be given oniy to DTC.

Onlv &&&  DTC may determine to discontinue providing its services with
respect to the Bonds at any time by giving notice to the Board, the Paying Agent and the Registrar and discharging its
responsibilities with respect thereto under applicable law. Under such circomstances  (if there is not a successor  securities
depository), certificated Bonds are required to be delivered as described in the Resolution.

If the Board determines that (a) DTC is incapable of discharging its responsibilities or @) the interests of the
Beneficial Ownen  of tie Bonds might be adversely affected if the book-env  only system is continued, the Board shall
appoint a successor securities depository or deliver certificated Bonds, each as described in the Resolution.

Onlv Systrm.  In the event that the Book-Entry Only System is
terminated by DTC or the Board, the following provisions will be applicable to the Bonds:

(a) Payments. The principal and redemption price of all Bonds is payable to the registered owners thereof at
maturity or on the date of earlier redemption and only upon presentation and surrender of such Bonds at the designated
office for payment of the Paying Agent. Interest on the Bonds will b-e paid by check mailed by the Paying Agent to the
registered owners thereof as shown in the bond regisnation  books of the Registmr  as of the Record Date, which will be
the 15th day of the month next preceding each interest payment data. Alternatively, upon the rquest  and at the risk and
expense of a registered owner, interest may be paid by another method acceptable to the Paying Agent.

(b)  Tranrfer.  Exchange andRegist?ation.  Bonds may be tmnsfemd  and exchanged on the registration books
of the Registrax  only upon presentation and surrender thereof to the Registrar, together with proper written  instruments
of assignment in form and with guarantee of signatures satisfactory to the Registrar. Any such transfer or exchange will
be without expense or service charge to the registered owner except for any tax or other governmental charges required
to be paid with respect thereto. A new Bond or Bonds will be delivered by the Registrar, in lieu of the Bonds being
transferred or exchanged, at the principal offtce  of the Registrar. Any Bond issued in exchange or transfer for another
Bond may be in any integral  multiple of $5,000 principal amount for any one maturity  and shall have the same -gate
unpaid principal amount, interest rate and  maturity date as the Bond or Bonds surrendered for exchange or transfer. The
Board, the Paying Agent and the Registrar may treat the person  in whose name a Bond is registered as the absolute OWIW
thereof for all purposes, whether such Bond is overdue  or not, includiig  for the purpose of receiving payment of, or on
account of, the principal of and interest on such Bond.

(c) Limitation on Transfw.  Neither the Board nor the Registrar shall be required to assign, transfer, or
exchange (i) any Bond or any portion  thereof during  a p&xi  beginning at the close of business on any Record Date, and
ending  at the opening of business on the next following principal or interest payment date or (ii) any Bond or any  portion
thereof that has been called for redemption within  45 days prior to the date fixed for redemption.
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Amendment of Terms

The owners of PUP Bonds aggregating 5 1% of the aggregate principal amount of the then outstanding PUP
Bonds have the right under the Resolution to approve any amendment to the Resolution or any other resolution
authorizing the issuance of PUP Bonds that may be  deemed necessary or desirable by the Board; provided, however, that
the owners of all of the outstanding PUF Bonds must approve the amendment of the terms and conditions in any PUF
Bond, the Resolution or such other resolutions so BS to (a) make any change in the maturity of the outstanding PUF
Bonds, (b)  reduce the rate of interest borne by any of the outstandiig PUP Bon@ (c)  reduce  the amount  of the principal
payable on the outstanding Pm  Bonds, (d) modify the terms of payment of principal of or interest on the outstanding
PUP Bonds, or impose any conditions with respect to such payment; (e) affect the rights of the owners of less than all
of the PUF Bonds then outstanding; or (f)  change the minimum percentage of the principal amount of PUF Bonds
necessary for consent to such amendment.

If at any time the Board shall desire to amend the Resolution or any such other resolution, the Board shall cause
notice of the proposed amendment to be published in a financial newspaper  or journal published in the City of New York,
New York once during  each calendar week for at least hvo successive calendar weeks. Such notice shall set forth briefly
the nature  of the proposed amendment and shall state that a copy thereof  is on file at the principal oftice  of each paying
agent/registrar  for the PUF Bonds for inspection by all owners of PUF Bonds. Such publication is not required, however,
if notice in writing is given to each owner of PUP Bonds.

The Resolution makes the following provisions for the defeasance  of the Bonds:

(a) Any Bond and the interest thereon shall  be deemed to be  paid, retired, and oo longer  outstanding within  the
meaning of the Resolution (a “Defeased Bond”) except to the extent provided in (c)below, when the payment of all
principal and interest payable with respect to such Bond 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 giviog of any required notice of redemption) or (ii) shall have been
provided for on or before such due date by irrevocably depositing with or makiig  available to the Paying Agent for such
payment (1)  lawful money of the United States of America sufficient to make such payment, or (2) Government
Obligations that mahue 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 combiiation  of (1) and (2) above, and
when proper mangements  have been made by the Board with the Paying Agent and the Registrar for the payment of their
services until after all Defeased Bonds shall have become  due and payable. At such time as a Bond shall be deemed to
be a Defeased Bond, such Bond and the interest thereon shall  no longer be  secored  by, payable from, or entitled to the
benefits of the Interest of the System in the Available University Fond, and  such principal and interest shall be payable
solely ftom such money  or Government Obligations, and shall  not be regarded as outstanding under the Resolution. See
“Security for the Bonds.”

(b)  Any moneys so deposited with or made available to the Paying Agent also may be invested at the written
diction of the Board in Government Obligations, maturing in the amounts and times as hereinbefore set forth, and all
income f+om  such Government Obligations received by the Paying Agent that is not required for  the payment of the
Bonds and interest thereon, with respea 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) Until all Defeascd Bonds shall have become due and payable, the Paying  Agent and the Registrar shall
perform the services of Paying Agmt and Registrar, respectively, for such Defeascd Bonds the same as if they had not
been defeased,  and the Board shall make proper arrangements to provide and pay for such  services as required by the
Resolution.

(d)  For purposes of these provisions, “Government Obligations” means 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.
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SECURITY FOR THE BONDS

Pledge Under the Resolution

PUF Bonds and the interest thereon are equally and ratably secured by and payable t&n  a fast lien on and
pledge of the Interest of the System in the Available University Fund, BS described below. Pursuant to the Resolution,
the Board has reserved the right to issue Additional Parity Bonds and Notes on a parity with the Bonds and  the
Outstanding PUF Bonds. See “Security for the Bonds -- Additional Parity Bonds and Notes.”

The Bonds do not constitute general obligations of the Board, the System, the State or any political
subdivision of the State. The Board has no taxing power, and neither the credit nor the taxing power of the State
or any political subdivision thereof is pledged aa  security for the Bonds.

Available University Fund

Tbe  Available University Fund is defined by the State Constitution to consist of all the  dividend, interest and
other  income of the Permanent University Fund (less administrative  expenses), including net income attributable to the
surface of Permanent University Fund land. See “Penoanent  University Fund.” Through Fiscal Year 1997, all such
earnings  f?oom the Permanent University Fund were distributed to the Available University Fund on a cash-as-received
basis. As a result of a recent change in state law, beginniig  with Fiscal  Year 1998, accrued earnings  from the Permanent
University Fund will now be credited to the  Available University Fund at least once a month. For Fiscal Year 1994 and
thereafter, the System has reported amounts credited to the Available University Fund on an accrual basis. See
“Pemmnent  University Fund-Income, Debt Service Requirements and Coverage.”

Two-thirds  of the amounts atibutable to the Available University Fund (less adminiitrative expenses of the
Permanent University Fund) are constitutionally appropriated to the System to be used for constitutionally prescribed
purposes. This two-thirds  share is referred to herein and in the Resolution as the “Interest of the System” in the
“Available University Funb” The remaining one&ii  ofthe  at+xatts  attributable to tbe Available University Fund, after
deducting such expenses, is constitutionally appropriated to The Texas A&M University System.

Money credited to the Available University Fund is administered  by the State Comptroller  and, along with other
funds  of the State, is invested in acconiance  with State law. Earnings on that portion of the Available University Fund
appropriated to the System accme  to aad become a part of the Interest of the System in the Available University Fund.

General Covenants

The resolutions authorizing the  Outstanding PUF Bonds and the Resolution require the State Comptroller to
maintain in the  State Treasury an Jnterest  and Sinking Fund for the PUF Bonds. Such resolutions collectively require
the Board and the offtcers  of the System to cause the State Comptroller, on or before the date on which principal or
interest is due on the PUF Bonds, to transfer from  the Interest and Sinkiig  Fund to the paying agents for such bonds
amounts suff%ient  to pay such principal and interest. 7

The Board additionally covenants and agrees:

(9 that while any PUF Bonds are outstandiig and unpaid, the Board will maintain and invest and keep
invested the Permanent University Fund in a prudent manner and as required by law;

(b) that the Board will restrict expenditures  for admiiistcringthe  Permanent University Fund to a minimum
consistent with prudent business judgment;

Cc) that  the Board will duly and punctually pay or cause to be paid the principal of every PUF Bond, and
the interest thereon, from the sources, on the days, at the places and in the manner  mentioned and provided in such
obligations, according to the hue intent and meaning thereof, and that it will duly cause to be redeemed prior to maturity
all PUF Bonds that  by their terms are required  to be redeemed mandatorily prior to maturity, when and  as so required,
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and that it will faithfully do and perform end at all times fully observe all covenants, undertakings end provisions
contained in the Resolution and in the aforesaid obligations; and

Cd) that, except for the PUF  Bonds, and the interest thereon, the Board will not at any time create or allow
to accrue  or  exist any lien or  charge upon the Permanent University Fund or the Interest of the System in the Available
University Fund, unless such lien or charge is made junior and subordinate in all respects to the liens, pledges, and
covenants in connection with the PUF Bon&, but the right to issue junior and subordiiate  lien obligations payable from
such Interest of the System in the Available University Fund is specifically reseived  by the Board;  end that the lien
created by the Resolution will not be impaired in any manner as a result of any action or non-action on the part of the
Board or officers of the System, end the Board will continuously preserve the Permanent University Fund end each and
every part thereof.

General Tax Covenant

In the Resolution, the Board states its intention that the interest on the Bonds shall be excludable km gross
income for purposes of fcdeml  income  taxation pursuant to Sections 103 end 141 through 150 of the Internal Revenue
Code of 1986, as amended (the “Code”), end applicable regulations. The Board covenants and agrees not to take  any
action, or knowingly omit to take any action within its control, that if taken or omitted, respectively, would cause the
interest on the Bonds to be includable in gross income, as defmed in Section 61 of the Code, of the holders thereof for
pluposes  of federal income taxation. In particular, the Board covenants and agrees in the Resolution tocomply  with each
requirement of the Resolution relating to the treatment of interest on the Bonds for federal income tax purposes;
provided, however, that the Board shall not be required to comply with any particular requirement if the Board has
received en opinion of nationally recognized bond counsel acceptable to the Board that such noncompliance will not
adversely affect the exclusion tkm  gross  income for federal  income tax purposes of interest on the Bonds or if the Board
has  received an opinion of such counsel to the effect that compliance with scme  other requirement set forth in the
Resolution will satisfy the applicable requirements of the Code, in which case compliance with such other requirement
specified in such counsel’s opinion shall constitute compliance with the corresponding requirement specified in the
Resolution.

Additional Parity Bonds and Notes

The Board reserves the right, exercisable at any time end from time to time, to issue and deliver Additional
Parity Bonds and Notes, in as many separate installments or  series as deemed advisable by the Board. but only for
constitutionally permitted (icludiig  refunding) purposes. Such Additional Parity Bonds and Notes, when issued, and
the interea thereon, shall be equally end ratably secured by and payable from e fast lien on and pledge of the Interest
of the System in the Available University Fund, in the same menner  and to the same extent es are the Bonds and the
Outstandiig PUF  Bonds. It is further covenanted, however, that no installment or series of Additional Parity Bonds or
Notes shall be  issued and delivcmd  unless  the Chancellor, Executive Vice Chancellor for Business Affairs, the Assistant
Vice Chancellor for Fiance, the Director of Finance of the System or some other officer of the System designated by
the Board executes:

(a) a certificate to the effect that for the Fiscal Year immediately preceding the date of said
certificate, the amount of the Interest of the System in the Available University Fund was at least I-K?  times
the average annual Principal, and Interest Requirements (es defmed below) of the installment or series of
Additional Parity Bonds or Notes then proposed to be issued end all then outstandiig PUF Bonds that will be
outstanding after the issuance and delivery of such proposed instalbnent  or series; and

@) a certificate to the effect that the total principal amount of(i) all PUF Bonds and (ii) all other
obligations of the Board mat  are sewed  by end payable from a lien on end pledge of the interest  of the System
in the Available University Fund that will be outstanding after the issuance  and delivery  of the installment or
series of Additional Parity Bonds or  Notes then proposed to be issued will not exceed 20% of the cost value
of invmcnts  and other assets of the Permanent University Fund (exclusive of the PUF Land, as hereinafter
defmed) at the time the proposed series or installment of Additional Parity Bonds or Notes is issued.
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For purposes of the calculation required by (a) above  and for other purposes of the Resolution, “Principal and
Interest Requirements” means, with respect to any  Fiscal Year of the System, the amounts of principal of and  interest
on all PUF Bonds scheduled to be paid in such Fiscal Year from the Interest of the System in the Available University
Fund. If the rate of interest to be borne by any PUF Bonds is not fixed, but is variable or adjustable by any formula,
agreement, or otherwise, and therefore cannot be calculated as actually beiig  scheduled to be paid in a particular amount
for any particular period, then for the purposes of the previous sentence such PUP Bonds shall be deemed to bear interest
at all times to their maturity or due date at the lesser of(i) the maximum rate then permitted  by law or (ii) the maximum
rate specified in such PUF Bonds.

Future Financings

The Constitutional Provision provides that the System and its component institutions designated in the
Constitutional Provision may not receive any funds from the general revenue of the State for acquiring land, with or
without improvements, for constructing or equipping buildings or other permanent improvements, or for major repair
and rehabilitation of buildings or other  pnmanent improvements, except in case of fin  or natural  disaster (when the State
Legislature may appropriate amounts to replace uninsured losses) or in cases of demonstrated need, as statutorily
expressed in an appropriations act adopted by a two-thiis vote of both houses of the State Legislature. Accordingly,
the needs of the System for capital funds through  the issuance of bonds or notes are cm-going. The Board reserves the
right to issue Additional Parity Bonds and Notes and other obligations should it elect to do so. See Table II, “Historical
Availability and Gutstan&mg  Bonds and Notes.”

Remedies

Any owner  of any of the Outstanding PUF Bonds, the Bonds or Additional Parity Bonds or Notes shall, in the
event of default iu connection with any covenant contained in the Resolution or default in the payment of any amount
due with respect to such obligations, have the tight to institute mandamus proceedmgs  against the Board or any other
necessary or appropriate party for the purpose of enforcing payment from the moneys pledged under the Resolution or
for enforcing any such covenant. Except for the remedy of mandamus to enforce the Board’s coveuants  and obligations
under the Resolution, the Resolution does ttot establish other remedies or specifically emunerate  the events of default
with respect to the Bonds. The Resolution does not provide for B trustee to enforce the covenants and obligations of the
Board. In no event will registered owners have the tight to have the maturity ofthe Bonds accelerated as a remedy. The
enforcement of the remedy of mandamus may be diffklt  and time consumiog.  No assurance can be given that a
mandamus or other legal action to enforce a default under  the Resolution would be successful.

The opinion of the Bond Counsel will note that all opinions relative to the enforceability of the Resolution and
the Bonds are limited by baukruptcy,  insolvency, reorganization, moratorium, liquidation, and other similar laws relating
to creditors’ rights generally. See “Appendix D -- Form of Bond Counsel Opinion.”

Subordinate Lien Notes

In addition to the PUP Bonds, pursuant to the Constitutional Provision, the Board has authorized an interim
fmfmcing  pro- through  the issuance of its Permanent University Fund Variable Rate Notes, Series A to be outstanding
at any time in the maximum principal amount of S250,000,000  ( the “Subordimate  Lien  Notes”). Following the delivery
of the Bonds and the retirement of the Refunded Notes, there will be $72,000.000  in principal amount  of Subordinate
Lien Notes outstanding. The Sukdinate  Lien Notes are secured by a lien on the Interest of the System in the Available
Univmity  Fund subordinate  to the lien securing the PUF Bonds. The Board has entered into a Standby Note Purchase
Agreement with Westdeutsche Ladesbank  Giizenb-ale,  New York Braoch,  Bayerische  Landesbank  Girozen~le,  New
York Branch, and Laodesbank  Hessen-Tblltiugen  Gizenhsle,  New York Branch,  pursuant to which each bank,  acting
severally but not jointly, is obligated to purchase up to f65,000,000  (collectively, Sl9S,OOO,OOO)  of Subordinate Lien
Notes through the period ending  May  3 I.2000 (which term may be extended annually  by the Board for successive one-
year periods if the banks consent thereto in accordance with the agreement). Such agreement provides a source of
liquidity to the Board with respect to the Subordinate  Lien Notes, but does not constitute security or credit enhancement.
See “Permanent University Fund -- Constitutional Debt Power, Debt Limitations.”

9

- 86 -



Residual Funds

After the payment of annual  debt service on the PUF  Bonds and after payment of any other obligations secured
by a lien on the Interest of the System in the Available University Fund, the Constitutional Provision appropriates the
remaining amount atnibutable to the Interest of the System in the Available University Fund (the “Residual AUF”) to
the Board for the support and maintenance of The University of Texas at Austin and for the administration of the System.

PERMANENT UNIVERSITY FUND

Introduction

The Permanent University Fond is a constitutional fund,  created in the Texas Constitution of I876  through the
appropriation of land grants previously given to The University of Texas at Austin plus one million acres. The land
grants to the Permanent University Fund were completed in 1883. Today, the Permanent University Fund contains
2,109,190  acres located in 24 counties in North and West Texas (collectively, the “PUF Land”).

As interpreted by the State Supreme Court and by the State Attorney General, the Permanent University Fund
must be forever kept intact, and the proceeds f?om  oil, gas, sulphur  and water royalties, together with all gains on
investments, all rentals on mineral leases, all lease bonuses and all amounts received 6om the sale of land must be
retained as a part of the corpus of the Permanent University Fund.

The  assets and earnings  of the Permanent University Fond are dedicated to the uses and purposes of the System
and The Texas  A&M University System. See “Security for the Bonds -- Available University Fond.” The Permanent
University Fund functions as a public endowment contributing to the support of institutions of the System (other than
The University of Texas-Pan American and The University of Texas at Brownsville) and eligible institutions of The
Texas A&M University System (other than Texas A&M University -- Corpus Christi,  Texas A&M International
University, Texas A&M University - Kingsville, West Texas A&M University, Texas A&M University - Commerce,
Texas A&M University - Texarkaoa  and Baylor College of Dentistry).

A graphic summary and analysis  of the relationship among the Permanent University Fond, the Available
University Fund, the System and  The Texar,  A&M University System follows. Said summary and analysis is qualified
in its entirety by reference to the fall text of this Offtcial  Statement and to the documents, laws and constitutional
provisions referred to herein.

(The remainder of this page is intentionally left blank.)
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Permanent Universitv  Fund

PUF Land
(2,109,190  acres)

Investments
bW975  billion book value of

all assets  at S/3 l/97.  Proceeds
from sales remain as part of
corpus. See “Eligible
Investments and Investment
Policies.”

I Available University Fund (AUF) I

I Administration Expenses
I

Security for System PUF bon& and notes:
I. Can only issue bonds and notes of the System

up to 20% of cost value of PUF (excluding real estate).
2 . PUF Bonds payabkfmm  first  lien on the Interest of

the  System in the AUF.
3 . Subordinate Lien Notes payable atIer  obligations

listed in 2. above.
4. The Board reserves the right to issue obligations

on parity with Notes, subject to I. above. or
with a junior lien and pledge thereto.

e

Security for A&M  Syncm  PUF bonds and notes:
Can  only issue bon& and notes of the A&M System
up to lC% of cost  value  of PUF (excluding real
Cstate).

2. PUF bonds payable from the  first  lien on the
interest of the A&M System in the AUF.

3. Subordinate lien notes-of  the A&M System
payable at?er  obligations listed in 2. above.

4. Tbc  A&M  Board reserve8  the  right to issue
obligations on parity with PUF bonds and
subordinate lien  notes,  subject,to  I. above,
or with ajunior  lien and pledge thereto.

Residual AUF Residual AUF

+
Residual AUF income  constitutionally appropriated to UT
Austin and  the System for specified purposes.

+
Residual AUF constitutionally appmpriated  to A&M System
for spcciticd  purpa~w.

I I I I
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Income, Debt Service Requirements and Coverage

Table I below sets forth historical earnings of the Permanent University Fond that were deposited to the
Available University Fund, together with the debt service requirements of the Outstanding PUF Bonds and the
Subordinate Lien Notes and the covemge  thereof. See “Security for the Bonds - Subordinate Lien Notes and Residual

Fiscal
YCiT

Ending

1988
1989
1990
1 9 9 1
1992
1993
1994”’
1995”’
1996”’
1997”’

AUF (After)
Administrative
s

$231,417
248,146
258,219
250,421
250,255
245,025
245,562
245,400
250,542

Table I

Historical Available University Fund
(In Thousands)

Interest of the
System in
Available
Univenity

Ednd
$154,278

165.43 1
172,146
166,948
166,837
163,350
163,708
163,600
167,028

Other
m

$5,939
9,216
8,188
5,21  I
5,260
4,182
4,163
4,458
4,451

Total
Income

Available to
Pav Debt
s&i6

$160,217
174.647
Ho;334
172,159
172,097
167,532
167,871
168,058
171,479

Total Debt
Service Payable

from
Available

$43,531
51,867
50,549
53,506.
63,466
65,906

66,042
66,927
57,750

Coveraee”’
3.68x
3.36x
3.57x
3.21x
2.71x
2.54x
2.54x
2.5 lx
2.97x

(1)
(2)

(3)
(4)

(5)

The amounts are unaudited amoonts  reflected on the System’s books.
Numbers shown  reflect the Available University Fond (net of expenses of administering the Permanent
University Fond). Tbe  expenses of admiieriog  the Permanent University Fond constitute a fust  claim on the
income therefrom and are deducted prior to dividing the Available University Fond between the System and
The Texas A&M University System. Tbe Resolution contains a covenant reticting  administrative expenses
of the Permanent University Fund to a minimum consistent with prudent business judgment.
Includes Debt Service on PUF Bonds and Subordinate Lien Notes.
Represents Total Income Available to Pay Debt Service divided by Total Debt Service Payable 6om  Available
University Fond.
For Fiscal Years 1994 and thereafter, the System began reporting accrued earnings Tom  the Permanent
University Fund as credits to the Available University Fund,  while earnings from  the Permanent University
Fund were actually  distributed to the Available University Fund on a cash-as-received basis. The amounts
actually distributed to the Available University Fund on a cash basis for 1994, 1995, 1996 and 1997 are
$237,620,000,  $243,940,000,  $249,383,000  and  $ respectively. As a result of a recent state law
change, beginning with Fii Year 1998, accrued earningsfrom  the Permanent University Fond will now be
credited to the Available University Fond at least monthly.

Constitutional Debt Power, Debt Limitations

The discretion to direct the use of the Interest of the System in the Available University Fund, after
administrative  expenses, for constitotionally  authorized purposes is vested in the Board. Tbe discretion to direct the use
of the one-third  interest  of The Texas A&M University System in the Available University Fond, tier administrative
expenses, is vested in the Board of Regents of The Texas A&M University System.

The Constitutional Provision autboriws  the Board to issue bonds sod  notes, payable from all or any part of the
Interest of the System in the Available University Fund  for the purpose of (a) acquiring Ia@ with or without permanent
improvements, (b)  constructing and equipping buildings or other permanent impmvements,  (c)  making  major repair and
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rehabilitation of buildings  and other permanent improvemenu,  (d) acquiring capital equipment, library books and library
materials, and (c) refundmg  bonds or notes issued under such Constitutional Provision or prior law at or for System
adminiihation end certain component institutions ofthe System. The pledge end security interest made end granted in
the  Resolution is accomplished pursuant to that Constitutional Provision.

The Constitotional  Provision limits  the aggregate amount of bonds and notes secured by the Interest of the
System in the Available University Fund that may be issued by the Board to amounts not exceeding, at the  time of
issuance, 20% of the cost value of investments end other assets of the Permanent University Fund, exclusive of the PUP
Land. As of August 3 1, 1997, the unaudited cost value ofthe Permanent University Fond, exclusive of PUF Land, was
84,974,s  15,767 and outstandiig bonds and notes secured by the Interest of the System in the Available University Fund
totaled $669,200,000.  Accordingly, using the August 3 1,  1997, valuation (without takiig  into account the issuance of
the Bonds end the refunding  of the Retimded  Notes), the Board will be authorized to issue an additional $325,703,153
of bands or notes secured by the Interest of the System in the Available University Fund. For the purpose of making
these calculations, “cost value” end “book value”  are treated as equivalent terms.

Table 11 shows the constitotional  debt limits  of the Permanent University Fund for each Fiscal Year 1988
through 1997 and the amount of outstanding bonds and notes secured by the respective interests in the Available
University Fund for each of such years  for both the System end ne Texas A&M University System.

Table II
Historical Availability and Outstanding Bonds end Notes

(In Thousands)

Fiscal Year Book Value

1988
1989
1990
1 9 9 1
1992
1993
1994
1995
1996
1997

$3,082,119 $616,438 $442.100
3,294,392 658,878 477,205
3,435,080 687,016 542,155
3,526,481 705,296 551,465
3,656,917 73 1,383 626,840
4,044,284 808,857 602,630
4.213.209 842,642 615,110
4,315,824 875,165 586,315
49638,337 927,667 607,885

The University
of Texas Sv

Constitutional

The Texas A&M
mv~m

Debt
8308.218

329;439 248;050
343,508 255,685
352,648 308,300
365,698 288,427
404,428 324,759
421,321 355,319
431,592 344,659
463,834 329,930

$224.180

Investment Governance and Management Structure

The Board for Lease of University Lands, composed of representatives of the System, The Texas  A&M
University System end the State Land  Commissioner, is responsible for the approval of oil, gas and other mineral leases
of Permanent University Fund lands.

The fiduciary responsibility for managing end investing the Permanent University Fund is constitutionally
assigned to the Board. In 1995, the State Legislahue authorized the Board to enter into a contract with a nonprofit
corporation to invest funds  under  the control end management of the Board subject to the following conditions: (a) that
the corporation not engage in ei~y  business other than investing fends  designated by the Board under the contract; @)
that the Board approve (i) the articles  of incorporation and by-laws of the corporation, (ii) the investment policies of the
corporation, (iii) the audit and ethics committee of the corporation, end (iv) the code of ethics of the corporation; (c)that
the Board appoint all members of the corporation’s nine-member board  of diiectors  which shall consist of at least three
members of the Board, the Chancellor of the System, at least one member appointed by the Board from a list of
candidates submitted by the Board of Regents of the A&M System and up to four independent directors; (d) that the
Board provide for an annual  facial  audit of the Permanent University Fund; and (e) that the corporation file quarterly
reports with the Board concerning mattern  required by the Board.
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On February 8, 1996, the Board approved a contract for the investment management of all funds  under the
Board’s  control and management with The University of Texas Investment Management Company (“UTIMCO”),  a
corporation organized under  the laws ofthe State of Texas, in accordaoce  with the 1995 legislation. The Board’s existing
investment management and operating staff were then transfemd to UTIMCO. The Board pays UTIMCO an annual
fee for investment management services. On April 23,1996,  UTIMCO received a determination from the Internal
Revenue Service that it constitutes a tax-exempt organization described in Section 501(c)(3)  of the Code.

Investment Management Firms

UTIMCO may hire unaffiliated investment managers from time to time in order to provide the Permanent
University Fund with increased diversity through their unique style and approach to investing, as well as to improve the
Permanent University Fund’s return  and risk characteristics. The external managers are screened and evaluated on the
basis of investment philosophy and historical perfom~ance.  Investment managers are monitored periodically for
performance and adherence  to investment discipline. UTIhfCO  reviews the composition of managers f&m  time to time
and may add or terminate managers in order to optimize portfolio retoms. As of August 3 1, 1997, external managers
managed approximately 18.6% of the investment assets of the Permanent University Fund on an active, folly
discretionary basis, and 3 1 .O% on a passive indexed basis.

Eligible Investmeats  and Investment Policies

Pursuant  to an amendment to Article VII of the State Constitution  which was approved by the voters of the State
on November 8, 1988, the Board is authorized, subject to procedures and restrictions it establishes, to invest the
Permanent University Fond in any kind of investments and in amounts it considers appropriate; provided that it adheres
to the prudent person investment standard, which requires that, in making each and all investments, the Board shall
exercise the judgment and care uoder  the circomstance=s  then prevailing which persons of ordiiary  prudence, discretion
and intelligence exercise in the management of their own affairs, not in regard to speculation but in regard to the
permanent disposition of their funds, consideriog  the probable~ income there6om,  as well as the probable safety of their
capital.

On February 6,1997,  the Board adopted a new investment policy for the Permanent University Fond. The new
policy explicitly recognizes the comtitotional  segregation of total investment reb.un  between income retom,  all of which
must be distributed to the Available University Fund, and price return  (realized  and unrealized gains)  which must be
retained as Permanent University Fond corpus. The new policy also recognizes the perpetual nature of the Permanent
University Fund and stipulates two long term investment objectives: (i) to preserve the purchasing power of Permanent
University Fund assets and annual distributions by earning an average annual  total return  after  inflation of 5.5% over
rolling  ten-year periods or longer and (ii) to generate a return  on the Permanent University Fund in excess  of a policy
portfolio benchmark established by UTIMCO and comprised of a blend of asset class indices weighted to reflect
Permanent University Fond asset allocation policy tsrgets.  The  new policy also established long-term asset allocations
for the Permanent  University Fund of 5@%  to 90% io equities (icluding  dome&  and international  stocks and  alternative
asset investments) and not more  than  50% in fixed  income securities.

The new policy delegates authority to UTIMCO to establish a neutral allocation and a ra&  for each asset class
within  the broad policy guidelines described above, with actual  allocations to be de&mined  by UTIMCO  in response
to changes in the outlook for investments.  UTIhKO is required to mpmt  specific  asset allocation policies to the Board.
Table III sets forth the neutral allocations and ranges so established by UTIMCO by asset class.
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Table III
Neutral Allocations and Ranges

Neutral
Asset Class

Cash and Equivalents

Equities
U.S. common stocks:

Mednarge  Capitalization Stocks
Small Capitalization Stocks

Sub-total

International Common Stocksz
Established Markets
Emerging Markets

Sub-total
Total Common Stocks

Alternative Assets:
Liquid
Illiquid
Inflation Hedging

Total Alternative Assets

TOTAL EQUITIES

Fixed Income
U.S. (Domestic)
International

TOTAL FIXED INCOME
TOTAL ASSETS

0 %

30%
ls!%
40%

12%

g
55%

5 %
15%
2%
25%

8 0 %

15%
5 %

a-!%
100%

Allocation

25%35%
5%-15%
30%50%

5%-20%
0%10%
Afhz3.m
35%-80%

o%-5%
10%20%
0%5%
10%30%

50%-85%

15%-50%
o%-5%

15%-50%

Asset Class

Cash & Cash Equivalents
us. Common stocks

Alternative Assets
U.S. Fiied Income
International Fixed Income

Total Assets

The neutral akcations  established by UTIMCO and the actual allocation percentages as of August 3 1,  1997,
are set forth in Table IV below.

Table IV
Specific Asset Allocation

Percentage Alloc$ioo
Neutral-

0 % 0.3%
40% 50.1%
15% 6.5%
25% 6.1%
15% 37.0%

2% A!s!%
100% 100.0%
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The change in the asset allocation is expected to increase the amount of income distributed to the Available
University Fund over  the long term, althm~gb  the implementation of the new asset mix is expected to be gmdual,  so that
distributable income is not expected to increase in significant amounts for several years.

Tbe Resolution requires tbe Board to maintain and invest and keep invested the  Permanent University Fund in
a prudent manner and as required by law. To tbe best knowledge and belief of the  Board, tbe Board’s investments,
practices and policies are in full compliance with the requirements of the State Constitution and the Resolution.

Table V shows the annual  growth  in tbe book value oftbe  Permanent University Fundthrough  Fiscal Year 1997.
Proceeds from the sale of investment securities contained in such Fund, including capital gains, are constihltionally
required to remain as part  of tbe corpus of such Fund.

Fiscal Year
Ending

1988 . . . . . . . . . . . . . . . . .
1989 . . . . . . . . . . . . . . . . .
1990 . . . . . . . . . . . . . . . . .
1991 . . . . . . . . . . . . . . . . .
1992 . . . . . . . . . . . . . . . . .
1993 . . . . . . . . . . . . . . . . .
1994 . . . . . . . . . . . . . . . . .
1995 . . . . . . . . . . . . . . . . .
1996 . . . . . . . . . . . . . . . . .
1997 . . . . . . . . . . . . . . . . .

Table V
Annual Permanent University Fund Growth

(In  Millions)

PUF
Beginning LMds
JGalma  RcceiDts

$2.919.5 $80.3
3.082.1 71.8
3,294.4 78.5
3.4351 89.3
3,526,s 64.6
39656.9 69.4
4,044.3 59.6
4.213.2 57.1
4.3758 65.7

-‘- -‘-

Net
Realiid
M

$82.3
140.5
62.2

2.1
65.8

318.0
109.3
105.5
196.8

-‘-

(1) Net of realized losses on sale of Permanent University Fund securities,
(2) Excludes nominal value of PUF Land of $10.027.384.

Total
Addibu

Ending
p&gp&

$162.6 $3,082.1
212.3 33294.4
140.7 3,435.l
91.4 3.526.5

130.4 3,656.V
387.4 4.044.3
168.9 4.213.2
162.6 4,375.g
262.5 4.638.3

-‘-

(The remainder of this page is intentionally left  blank.)

16

- 93 -



Table VI shows a summary  comparison  of the investmmts,  cxcludmg  the PUF Land, of the Permanent University
Fund for Fiscal  Years ended August 3 I.1996  and 1997. Though market values are shown, assets are valued at their book
value in the financial records of the System. The  2,109,190  acres of PUF Land owned by the Permanent University Fond
are carried on the books at the nominal book value of $10,027,384.

Table VI
Permanent University Fund

Comparison Summary of Investments
August 31;1996
(ln Thousands)

Debt Securities
U.S. Govt. Obligations @irect)
U.S. Govt. Obligations (Guaranteed)
U.S. Govt. Agencies (Non-Guaranteed)
Foreign Government Obligations
Municipal and County Bonds
Corporate Bonds

Total Debt Securities

Preferred Stocks

Equity Securities
Convertible Referred Stocks
common stocks
Limited Partnerships and other
Indexed Funds

Total Equity Securities

Cash and Cash Equivalents
Cash Held at State Treasury
Money Markets
Commercial Paper

Total Cash and Cash Equivalents

Total Investments of Securities - Principal

Trade Receivables
Trade Payables

Value of Fund - Principal

Book
Yak

$342,857
43,239

333,275
95,445
98,897

2,294,223

2,696

1,075
842,771
190,107

2,191,929

26,846
8,162

150,008

49638,856

4,890

8.87%
8.18%
8.45%
7.66%
7.66%
la%
8.10%

9.67%

6.83%
3.21%
0.00%

LLl!zQ
2.92%

5.25%
5.94%
iL3Q.s
5.33%

uu

Market
Y&s

S364,273
44,801

342,961
96,483
97,385

2,328,178

2,690

1,177
1,111,631

245,227

2,811,739

26,846
8,162

150,008

5,292,615

4,890

-.

xi&l

6.57%
7.77%
7.73%
7.58%
7 . 3  1 %
lL%
7.55%

9.69%

6.24%
2.44%
0.00%
2Lmi
2.29%

5.25%
5.94%
tLx@i
5.33%

Note: Bonding  limits are based on the Permanent University Fund’s book value which includes investments, receivables
and payables. Values for Fiscal  Years 1996 and 1997 have been reported oa a trade date basis which includes
trade receivables and payables. The  yields shown in the table above represent  the income from the respective
types of investments divided by the book value or market value, as the case may be, at the date shown.
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Table VI (continued)
Permanent University Fund

Comparison Summary of Investments
August 31,1997
(IO  Thousands)

Debt Securities
U.S. Govt. Obligations (Diict)
U.S. Govt. Obligations (Guaranteed)
U.S. Govt. Agencies (Non-Guaranteed)
Foreign Government Obligations
Municipal and  County Bonds
Corporate Bon&

Total Debt Securities

Book Market
Yale xi&l Yalw

Preferred stocks

Equity Securities
Convertible Prefemd Stocks
common stocks
Limited Partnerships and Other
Indexed Funds

Total Equity Securities

Cash and Cash Equivalents
Cash Held at State Treasury
Money Markets
Commercial Paper

Total Cash and Cash Equivalents

Total Investments  of Securities-Principal

Trade Receivables
Trade Payables

xi&l

Value of Fund - Principal

Note: Bonding  Limits  are  based  on the Permanent University Fund’s book value  which  includes investments, receivables
and payables. Values for Fiscal Years 1996 and 1997 have been reported on a trade date basis which includes
trade receivables and payables. The yields shown  in the table above represent the income from  the  respective
types of investments divided by the book value or market value, as the case may be, at the date shown.
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Table VII  shows a summary of the incotne  from investmeats  in the Permanent University Fund for the Fiscal Year
ended August 3 I, 1997, which was deposited in the Available University Fund.

Table VII
Permanent University Fund

Summary of Income
Year Ended August 31,1997

(In Thousands)

Debt Securities
U. S. Govt. Obligations @ict)
U. S. Govt. Obligations (Gtd)
U. S. Govt. Agencies (Non-Gtd)
Foreign Govcmment  Obligations
Municipal and County  Bonds
Corporate Bonds

Total Debt Securities

Preferred Stocks

Equity Securities
Convertible Preferred Stocks
Common Stocks & Other Equities
Index Funds

Total Equity Securitks

Cash and Cash  Equivalents
Cash Held at State Treasury
Money Markets
Commercial Paper

Total Cash and Cash
Equivalents

Other Investment Income
Securities Lending
Director’s Fees

Total Other Investment InCOme

Total Investment Income

Surface and Other Income
Grazing Leases
Land Easements
Exploration & Prospecting

Permits
Miscellaneous

Total Surface and Other Income
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Financial Information

prepared
Beginning with the Fiscal Year ended August 3 1,1987,  the State began issuing audited fmancial statements,
in accordance with generally accepted accounting principles, for the State government as a whole. The

statements are  prepared  by the State Comptroller and are audited by the State Auditor’s office. The State Auditor
expresses an opinion on the financial statements of the State but does not express an opinion on the fmancial statementi
of individual component units, including those of the System and the Permanent University Fund.

The scope of the State Auditor’s audit includes tests for compliance with the covenants of bond issues ofthe
State or itF component agencies and institutions. In addition, supplementary schedules are included in the State fmancial
statements, providing for each bond issue information related to pledged revenues and expenditures, coverage of debt
service requirements, restricted account balances and/or other relevant information which may feasibly be incorporated.
The State Auditor expresses an opinion on such schedules in relation to the basic fmancial statements taken as a whole.
Any material compliance exceptions related to bond  covenantS are disclosed in the notes to the fmancial statements and
all compliance exceptions related to bond covenants are addressed in the overall management letter for the State audit.

For the Fiscal Year ended August 3 1, 1997, the Board commissioned an audit of the statement of inveshnent
assets and liabilities of the Permanent  University Fund, including the comparison summary of investments as of
August 3 1,1996,  and the related statement of invesbnent  income (accrual  basis and cash basis), the statement of changes
in net investment assets and the schedule of changes in book value of investments for the year then ended. As noted in
the audit, the preparation of the statement of investment income on a cash basis is a comprehensive basis of accounting
other than generally accepted accounting principles. The report of the independent auditor with the summary of
investments and the statement of investment income (accrual basis and cash basis) are included in Appendix A hereto.

LEGAL MATTERS

Legal matters incident to the autho<ition,  issuance and sale of the Bonds are subject to the unqualified
approval of the Attorney General of the State of Texas and of Vinson  &  Elkins  L.L.P., Bond Counsel, whose approving
opinion will be in the form  attached hereto as Appendix D. The payment of legal fees to Bond Counsel in connection
with the issuance of the Bonds is contingent on the sale and delivery of the Bonds. Certain legal matters will be passed
upon for the Board by its special counsel, Yaw D. Scott, Attorney-at-law, Houston, Texas.

ABSENCE OF LITIGATION

Neither the Board nor the System is a party to any litigation or other proceeding pending  or, to the knowledge
of the General Counsel of the System, threatened, in any court, agency or other administrative body (either state or
federal) which, if decided adversely to either such party, would have a material adverse effect on the fmancial condition
of the System, the Permanent University Fund or the Interest of the System in the Available University Fund. No
litigation of any nature  has been filed,  or to the knowledge of the General Counsel of the System threatened, which seeks
to restrain  or enjoin the issuance or delivery of the Bonds or which would affect the provisions made for their payment
or security, or in any manner questioning the validity of the Bonds. The Board will furnish to the Initial Purchaser a
certificate to the effect that, as of the date at delivery of the Bonds to the Initial Purchaser, no litigation of any nature has
been filed or is then pending which seeks to restrain or enjoin the issuance or delivery of the Bonds or which would affect
the provisions made for their payment or security, or in any manner questioning the validity of the Bonds.
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TAX MATTERS

Tax Exemption

In the opinion of Vimon &  Ekiis  L.L.P., Bond Counsel, (i) interest on the Bonds is excludable from  gross
hCOiZe  for  federal  hotIE ti purposes under existing law, (ii) certain  “original  issue  discount”  on my Bonds  for which
the public Offering pike  aS set forth on the Supplement to this Official Statement is less than the stated redemption price
at maturity thereof (the “Original Issue Discount Bonds”) is excludable from gross  income for  federal income  ~,IX
purposes under existing law as described more folly in “Tax Matters -- Tax Accounting Treatment of Original  issue
Discount Bonds” and (iii) the Bonds are not “private activity bonds” under the Code, and interest on the Bonds will not
be subject to the alternative minimum tax on individuals and corporations, except as described below in the discussion
regarding the adjusted current earnings adjustment for corporations.

The Code imposes a number ofrequirements  that must be satistied  for interest on state or local obligations, such
as the Bonds, to be excluded from gross income for federal income tax purposes. These requirements include limitations
on the use of proceeds and the source of repayment, limitations on the investment of proceeds prior to expenditure, a
requirement that excess arbitrage earned  on the investment of proceeds be paid periodically to the United States, and
requirement that the issuer file an information report with the Internal Revenue Service. The  Board has covenanted in
the Resolution that it will comply with these requirements.

Bond Counsel’s opinion will assume  continuing compliance with the  covtiants of the Resolution pertaining to
those sections of the Code which affect  the exclusion from gross income of interest on the Bonds for federal income tax
purposes and, in addition, will rely on representations by the Board and the Initial Purchaser of the Bonds with respect
to matters solely within the knowledge of the Board and the Initial Purchaser of the Bonds, respectively, which Bond
Counsel has not independently verified. If the Board should fail to comply with  the covenantS  in the Resolution or if
the foregoing representations should be determined to be inaccurate or incomplete, interest on the Bonds could become
taxable from the date of delivery of the Bonds, regardless of the date on which the event causing such taxability occurs.

The Code also imposes a 20% alternative maximum tax on the “alternative minimum taxable income” of a
corporation, if the amount of such alternative minimum tax is greater than the amount of the corporation’s regular income
tax. The “Supertimd  Revenue Act of 1986” also imposes an additional 0.12% “environmental tax” on the alternative
miniium  taxable income of a corporation in excess of $2,000,000. Generally, for taxable years beginning after 1989,
the alternative minimum taxable income of a corporation (otherthan  any ‘3” corporation, regulated investment company,
REIT, REMIC or FASIT)  includes 75% of the amount by which its “adjusted current earnings” exceed its other
“alternative minimum taxable income.” Because interest on tax-exempt obligations, such as the Bonds, is included in
a corporation’s “adjusted current earnings,” ownership of the Bonds could subject a corporation to alternative minimum
tax consequences.

Under the Code, taxpayers are required to report on their retoms  the amount of tax-exempt interest, such as
interest on the Bonds, received or accrued during  the year.

Except as stated above, and  as stated below in “Tax Matters -- Tax Accounting Treatment of Original issue
Discount Bonds,” Bond Counsel will express no opinion as to any federal, state or local tax consequences resulting from
the ownership of, receipt or accrual of interest on, or disposition of, the Bonds. 7

Prospective purchasen  of the Bon& should be aware that the ownership of tax-exempt obligations may result
in collateral federal income tax consequences to financial institutions, life insorance  and property and casualty insurance
companies, certain S corporations with Subchapter C earnings and  profits, individual receipts of Social Security or
Railroad Retirement benefits, taxpayer who may be deemed to have incurred or continued indebtedness to purchase or

carry tax-exempt obligations, and individuals otherwise qualifying  for the earned income credit. In addition, certain
foreign corporations doing business in the U. S.  may be subject to the “branch profits tax” on their effectively-connected
earnings and  profits including tax-exempt interest such as interest on the Bonds. These  categories of prospective
purchasers should consult their own tax advisors as to the applicability of these consequences.
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Bond Counsel’s opinions are based on existing law, which is subject to change. Such opinions are further based
on Bond Counsel’s knowledge of facts as of the date thereof. Bond Counsel assumes no duty to update or supplement
its opinions to reflect any facts or circumstances that may tbereafkr  come to Bond Counsel’s attention or to reflect any
changes in law that may thereafter occur or become effective.

Tax Accounting Treatment of Original Issue Discount Bonds

The initial public offering price to be paid for any Original Issue Discount Bonds is less than the stated
redemption price at mamrity  thereof. Bond Counsel, under existing law and based upon the assumptions hereinafter
stated, will render an opinion to the effect that:

(a) The  difference between (i) the amount payable at the maturity of each Original Issue Discount
Bond, and (ii) the initial offering price to the public of such Original Issue Discount Bond constitutes original
issue discount with respect to such Original Issue Discount Bond in the hands  of any owner who has  purchased
such Original Issue Discount Bond in the initial public offering of the Bonds; and

(b) Such initial owner is entitled to exclude from gross income (as delined  in Section 61 of the Code)
an amount of income with respect to such Original Issue Discount Bond equal to that  portions of the amount
of such original issue discount allocable to the period that such Original Issue Discount Bond continues to be
owned by such owner.

In the event of the redemption, sale or  other taxable disposition of such Original Issue Discount Bond prior to
maturity, however, the amount realized by such owner in excess of the basis of such Original Issue Discount Bond in
the hands of such owner (adjusted upward by the portion of the original issue discount  allocable to the period for which
such Original Issue Discount Bond,was  held by such initial owner)  is includable in gross income. (Because original issue
discount is treated as interest for federal income tax purposes, the discussion regarding interest on the Bonds under the
caption “Tax Matters -- Tax Exemption” generally applies, except as otherwise provided below, to original issue discount
on an Original Issue Discount Bond held by an c~wner  who purchased such Bonds at the initial offering price in the initial
public offering of the Bonds, and should be considered in connection with the discussion in this portion of the Official
Statement.)

In rendering the foregoing opinion, Bond Counsel will assume, in reliance upon certain representations of the
Initial Purchaser, that  (a) the Initial Purchaser has purchased the Bonds for contemporaneous sale to the public and (b)
all of the Original Issue Discount Bonds have been initially offered, and a substantial amount of each maturity thereof
has been sold, to the general public in arm’s-length  transaction for a price (and with no other consideration being
included) not more than the initial offering prices thereof. Neither the Board nor the Bond Counsel warrants that the
Original Issue Discount Bonds will be offered and sold in accordance with such assumptions. Certain of the
representations of the Initial F’urchaser,  upon which Bond Counsel will rely in rendering the foregoing opinion, are based
on records or facts the Initial Purchaser had no reason  to believe were not correct.

Under existing law, the original issue discount on each Original Issue Discount Bond is accrued daily to the
stated maturity thereof (ii amounts calculated as described below for each six-month period ending  on the  date before
the semi-annual anniversary dates of the date of the Bonds and ratably within each six-month period) and the accrued
amount  is added to an initial owner’s basis for such Original Issue Discount Bonds for purposes of determining the
amount of gain or  loss recognized by such owner upon the redemption, sale or  other disposition thereof. The amount
to be added to basis for each accrual period is equal to (a) the sum of the issue price and the amount of original issue
discount accrued in prior periods multiplied by the yield to stated maturity  (determined on the basis of compounding at
the close of each accrual period and properly adjusted for the length of the accrual period) less @)  the amounts payable
as current interest during such accrual period on such Bond.

The  federal income tax consequences of the purchase, ownership, and redemption, sale or other disposition of
Original Issue Discount Bonds which are not purchased in the initial offering at the initial offering price may be
determined according to rules  which differ f?om those described above. All owners of Original Issue Discount Bonds
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should consult their own tax advisors with  respect to the determination  for federal, state, and local income tax purposes
of interest accrued upon redemption, sale  or other disposition of such Original Issue Discount Bonds with  respect to the
federal, state, local and foreign tax consequences of the purchase, ownership, redemption, sale or other disposition of
such Original issue Discount Bonds.

LEGAL INVESTMENTS IN TEXAS

Pursuant to Article 717k-6, Texas Revised Civil Statutes Annotated, as amended, the Bonds are legal and
authorized investments for banks, savings banks, trust companies, building and loan associations, savings and loan
associations, insurance companies, fiduciaries and trustees, and for the sinking  funds  of cities, towns, villages, school
districts and other political subdivisions or public agencies of the  State. The Bonds are eligible to ~ecwe  deposits of
public funds of the State, or any political subdivision or public agency of the State, and are legal security for those
deposits to the extent of their market value. The Texas Public Funds Investment Act, Chapter 2256, Texas Government
Code, as amended (the “Investment Act”), provides that  any “local government” and “state agency” (as those are defined
in tbe Investment Act) may invest in the Bonds,  provided the Bonds have received a rating of not less than “A” from
a nationally recognized investment rating tkm.  No investigation has been made of other laws, regulations or investment
criteria which might limit the ability of such institutions or entities to invest in the Bonds, or which might limit the
suitability of the Bonds to secure the timds  of such entities. No review by the Board has been made of the laws in other
states to determine whether the Bonds are legal investments for various institutions in those states.

RATINGS

Ratings on the Bonds have been received from Moody’s Invest&  Service, Inc. (“Moody’s”), Standard &  Poor’s
Corporation (“S&P”) and Fitch Investors Service (“Fitch”). Moody’s has assigned a rating of “A&’  to the Bonds. S&P
and Fitch have each assigned a rating  of “AAA” to the Bonds. An explanation of the  significance of each such rating
may be obtained from the company furnishing the rating. Tlx ratings will reflect only the views of such organizations
at the time such ratings are given, and the Board makes no representation as to the appropriateness of the ratings. There
is no aswrance  that such ratings will continue for any given period of time or that they will not be  revised downward or
withdrawn entirely by such rating companies, if in the judgment of such rating companies, circumstances so warrant.
Any such downward revision or withdrawal of any of such ratings may have an adverse effect on the market price of tbe
Bonds.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Issuance of the Bonds will be subject to deliwy  by Del&e &  Touche  LLP, independent certified public
accountants, of a report of the mathematical accuracy of certain computations relating to the accuracy of the maturing
principal amounts of the Government  Obligations held in the Escrow Fund, together  with a portion of the interest income
thereon and uninvested cash, if any, to pay, when due, the principal of and interest cm  the Refunded Notes.

CONTINUING DISCLOSURE OF INFORMATION
-,

In the Resolution, the Board has made the following agreement for the benefit of the holders and beneficial
owners  of the Bonds. The Board is required to observe the agreement for so long as it remains obligated to advance.
funds to pay the Bonds. Under the agreement, the Board will be obligated to provide certain updated fiancial
information and operating data annually, and timely notice of specified material events, to certain information vendors.
This information will be available to securities brokers and others who subscribe to receive the information 6om the
vendors.
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Annual ReportsAnnual Reports

The Board will provide certain updated fmancial information and operating data to certain information vendorsThe  Board will provide certain updated fmancial information and operating data to certain information vendors
annually. The information to be updated includes all quantitative fmancial information and operating data with  respectannually. The information to be updated includes all quantitative fmancial information and operating data with  respect
to the Permanent  University Fund and the Interest of the System in the Available University Fund of the general typeto the Permanent  University Fund and the Interest of the System in the Available University Fund of the general type
included in this Official  Statement under the heading  “Permanent University Fund” and in Appendices A, B and C. Theincluded in this Official  Statement under the heading  “Permanent University Fund” and in Appendices A, B and C. The
Board will update and provide this information within  six months after  the end of each Fiscal Year ending  after the publicBoard will update and provide this information within  six months after  the end of each Fiscal Year ending  after the public
sale of the Bonds. The Board will provide the updated information to each nationally recognized municipal securitiessale of the Bonds. The Board will provide the updated information to each nationally recognized municipal securities
information repository (“‘NRMSIR”) and to any state information depository (“SW’)  that is designated by the State andinformation repository (“‘NRMSIR”) and to any state information depository (“SW’)  that is designated by the State and
approved by the staff of the United States Securities and Exchange Commission (the “SEC”).approved by the staff of the United States Securities and Exchange Commission (the “SEC”).

The Board may provide updated information in full  text or may incorporate by reference certain other publicly
available documents, as permitted by SEC Rule 15~2-12 (“Rule 15~2-12”).  The updated information will include annual
fmancial statements with respect to the Permanent University Fund provided on an accrual basis, or such other basis as
the Board may be required to employ from time to time pursuant to state law or regulation, and will be audited, if the
Board commissions an audit of such fmancial statements and the audit is completed during the period during which they
must be provided. If audited fmancial statements with  respect to the Permanent  University Fund are not so provided
within  the required period, then the Board shall provide unaudited financial statements with respect to the Permanent
University Fund for the applicable Fiscal Year to each NRMSIR and any SID, and shall tile audited fmancial statements
with respect to the Permanent  University Fund when and if audited financial statements become available. If audited
fmancial statements with respect to the Permanent University Fund are not prepared for any Fiscal,Year,  and audited
fmancial statements are prepared  with  respect to the State for such Fiscal Year, the Board shall provide, or caose  to be
provided, the audited fmancial statements of the State for the applicable Fiscal Year. Any such fmancial statements of
the State shall be provided within six months after the end of such Fiscal Year or as soon thereafter as such audited
fmancial statementi  of the State become available from  the State Auditor. Any such fmancial statements of the State
shall be prepared in accordance with generally accepted accounting principles for state governments, as such principles
may be changed from time to time to comply with state law.

The  State’s current Fiscal Year end is August 3 1. Accordiigly,  the Board must provide updated information
by the last day of February in each year, unless the State changes its Fiscal Year. If the State changes its Fiscal Year,
the Board will notify each NRh4SlR and any SID of the change.

Material Event Notices

The Board will also provide timely notices of certain eventa  to certain information vendors. The Board will
provide notice of any of the following events with respect to the Bonds, if such event is material to a decision to purchase
or sell Bonds: (I) principal and interest payment delinquencies; (2) non-payment related defaults; (3) unscheduled draws
on debt service reserves reflecting fmancial difficulties; (4) unscheduled draws on credit enhancements reflecting
fmancial diffkulties; (5) substitution of credit or liquidity providers, or their failure to perform; (6) adverse tax opinions
or events affecting the tax-exempt status of the Bonds, (7) modifications to rights of holders of the Bonds; (8) Bond calls;
(9) defeasances;  (10) release, substitution, or sale of property securing repayment of the Bonds; and (1 I) rating changes.
(Neither the Bonds nor the Resolution make any provision for debt service reserves, credit enhancement or liquidity
enhancement.) In addition, the Board will provide timely notice of any failure by the Board to provide information, data,
or fmancial  statements in accordance with  its agreement described above under “Annual Reports”. The Board will
provide each notice described in this paragraph to any SID and to either each NRMSIR or the Municipal Securities
Rulemaking Board (“MSRB”).

Availability of Information from NRMSIRs  and SID

The Board has agreed to provide the foregoing information only to NRMSIRs  and any SID. The information
will be available to holders of Bonds only if the holders comply with the procedures and pay the charges established by
such informat&  vendors or obtain the information tbmugb  securities brokers who do so.
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The Municipal Advisory Council of Texas has been designated by the State of Texas as a SID,  and the SEC
staff has issued a no action letter confirming that it will accept that designation. The address of the Municipal Advisory
Council of Texas is 600 West 8th Street, P.O. Box 2177, Austin, Texas 78768-2177, and its telephone number is
5 12/476-6947.

Limitations and Amendments

The Board has agreed to file updated information and to provide notices of material events only as described
above. The Board has not agreed to provide other information that may be relevant or material to a complete
presentation of its fmancial results of operations, condition, or prospects or agreed to update any information that is
provided, except as described above. The Board makes no representation or warranty concerning such information or
concerning its usefidness  to a decision to invest in or sell Bonds at any future date. ‘IIe  Board disclaims any contractual
or tort liability for damages resulting in whole or in part from any breach of its continuing disclosure agreement or from
any statement made pursuant to its agreement, although holders of Bonds may seek a writ of mandamus to compel the
Board to comply with its agreement.

This continuing disclosure agreement may be amended by the Board from time to time to adapt to changed
circumstances  that arise from a change in legal requirements, a change in law, or a change in the identity, nature, status,
or type of operations of the Board or the Permanent University Fond, but only if (1) the provisions, as so amended, would
have permitted an underwriter to purchase or sell Bonds in the primary offering of the Bonds in compliance with
Rule 15~2-12,  taking into account any amendments or interpretations ofRule 15~2-12  since such offering as well as such
changed circumstances and (2) either (a) the holders of 51% in aggregate principal amount of the outstanding Bonds
consent to such amendment or(b) a person that is unaffiliated  with the Board and the Permanent University Fund (such
as nationally recognized bond counsel) determined that such amendment will not materially impair the interest of the
holders and beneficial owners of the Bonds. The Board may also amend or repeal the provisions of this continuing
disclosure agreement if the SEC amends or repeals the applicable provision of Rule 15~2-12 or a court of foal
jurisdiction enters judgment that such provisions of Rule 15~2-12 arc invalid, but only if and to the extent that the
provisions of this sentence would not prevent  an underwiter from lawfully purchasing or selling Bonds in the primary
offering of the Bonds.

The Board has not failed to comply with its previous continuing disclosure agreements in accordance with SEC
Rule 15~2-12.

OTHER MATTERS

The fmancial  data and other information  contained herein  have been obtained from the Board’s records, fmancial
statements and other sources which are believed to be reliable. There is no guarantee that any of the assumptions or
estimates contained her&  will be realized. All of the summaries ofthe constitutional provisions, statutes  and documents
contained in this Official Statement arc made subject to all of the provisions of such constitutionalprovisions,  statutes
and documents. The summaries do not purport to be complete statements of such provisions and reference is made to
such provisions and documents for further information. Reference is made to original documents in all respects.

At the time of payment for and delivery of the Bonds, the Initial Purchaser will be furnished a certificate,
executed by an authorized representative  of the Board, to the effect that, to the best of such representative’s knowledge,
(i) this Official Statement, including any addendum, supplement or amendment hereto (hereafter, this “Official
Statement”) does not contain any untrue  statement of a material fact or omit to state any material fact required to be stated
therein or necessary to make the statements  therein, in light of the circumstances under which they were made, not
misleading; (ii) no event affecting the Board, the Pernmnent  University Fond or the Interest of the System in the
Available University Fund has occurred since the date of the Official Statement which is materially adverse for the
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purpose for which the Otricial  Statement is to be used or which it is necessary to disclose therein in order to make the
statements and information therein not misleadiig  in any respect; and (iii) there has not been any material adverse
change in the fmancial condition of the Board, the Permanent University Fund or  the Interest of the System in the
Available University Fund from that reflected in the Board’s fmancial  statements and the fmancial information contained
in the Official Statement.

The Resolution authorizing the issuance of the Bonds also approved the form and content of this Offkial
Statement and authorized its further use in the reoffering  of the Bonds by the Initial Purchaser.

Is/  Pamela K. Clavton
Interim Assistant Vice Chancellor for Finance,
The University of Texas System

-,
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APPENDIX A

AUDITED STATEMENT OF INVESTMENT ASSETS AND LIABILITIES
OF THE PERMANENT UNIVERSITY FUND,
STATEMENT OF INVESTMENT INCOME

(ACCRUAL BASIS AND CASH BASIS),
STATEMENT OF CHANGES IN NET

INVESTMENT ASSETS AND SCHEDULE
OF CHANGES IN BOOK VALUE OF INVESTMENTS

A-l
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APPENDIX B

PERMANENT UNIVERSITY FUND SCHEDULE OF INVESTMENT VALUES

B-l
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APPENDIX C

COMBINED DEBT SERVICE REQUIREMENTS
OF THE OUTSTANDING PUF BONDS AND THE BONDS

C-l
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APPENDIX D

FORM OF BOND COUNSEL OPINION

D-l
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NOTICE OF SALE
AND

BIDDING INSTRUCTIONS

S
BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

PERMANENT UNIVERSITY FUND BONDS
SERIES 199-

THE  SALE

Bonds Offered For Sale At Comoetitive Bid-

The Board of Regents of The University of Texas System (the “Board”) is offering for sale its $
Permanent University Fund Bonds, Series 199-  (the “Bonds”).

Address of.&&

Sealed bids, plainly marked “Bid for Bonds”, should be addressed to “Interim Assistant Vice Chancellor for
Finance, The University of Texas System” (the “Assistant Vice Chancellor”), and delivered to 201 West 7th
Street, Ashbel Smith Hall, 2nd Floor, Austin, Texas 78701, prior to 10:00 AM, CT, on the date of the bid
opening described below. All bids must be submitted on the Official Bid Form, without alteration or
interlineation.

Place and Time ofBid

The Board will accept bids for the sale of the Bonds on a day during the _ week period beginning
199-  and ending , 199-.  At least 24 hours prior to the sale of the Bonds, the Assix
Chancellor will communicate, through MUNIFACTS NEWS SERVICE, the date and time for submission of
bids. The Assistant Vice Chancellor, acting on behalf of the Board, shall accept bids up to the time specified
in the notice as hereinbefore described. The Authorized Representative, defined below, shall accept the
winning bid or reject any and all bids submitted.

Award of the Bonds

On November 13, 1997, the Board authorized the Chancellor, the Executive Vice Chancellor for Business
Affairs, the Interim Assistant Vice Chancellor for Finance and the Director of Finance (each the “Authorized
Representative”) to receive bids, to award the Bonds or to reject all bids on the date of the bid opening. THE
AUTHORIZED REPRESENTATIVE RESERVES THE RIGHT TO REJECT ANY OR ALL BIDS, AND
TO WAIVE ANY IRREGULARITIES, EXCEPT TIME OF FILING OF A BID.

THE BONDS

The Bonds will be dated as of the tint day of the month that includes the sale date (the “Bond Date”), and
interest will accrue from the Bond Date, and is payable on January 1 and July 1 of each year, commencing
) calculated on the basis of a 360-day year composed of twelve 30&y  months.T h e  B o n d s
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will be issued only in fully registered form in any integral multiple of $5,000 for any one maturity. The Bonds
will mature on July 1 in the years determined as described in the following paragraph.

Each bidder shall be allowed to name the price for the Bonds, the principal amortization schedule for the
Bonds and the rate or rates of interest to be borne by the Bonds; provided, that (i) the price named for the
Bonds must be no less than 98 percent of the par amount thereof (plus accrued interest from the date of the
Bonds to the date of delivery thereof against payment therefor), (ii) the principal amortization schedule named
for the Bonds must include scheduled maturities or mandatory sinking fund redemption requirements on each
July 1 in each of the years 1999 through 2018 (each date inclusive), (iii) the interest rate or rates named for
the Bonds must comply with the methodology described in “Conditions ofthe Sale -- Type of Bids and Interest
Rates,” below, and (iv) the principal amortization schedule and interest rate or rates so named must produce
substantially level debt service on the Bonds during the Bond Years ending on July 1 ofthe years 1999 through
2018 (each date inclusive), such that the highest total debt service on the Bonds during any such Bond Year
does not exceed the lowest total debt service on the Bonds during any such Bond year by more than $10,000.
“Bond Year” means the period beginning on July 2 of any calendar year and continuing through July 1 of the
following calendar year.

Book-Eatrv Onlv Svstem

The Board intends to utilize the Book-Entry Only System of The Depository Trust Company (“DTC”). See
“DESCRIPTION OF THE BONDS - Book-Entry Only System” in the Official Statement.

The Board reserves the right, at its option, to redeem Bonds having stated maturities on and after July 1,
- in whole or in part in principal amounts of $5,000 or any integral multiple thereof, on July 1
or any interest payment date thereafter, at the par value thereof plus accrued interest to the da&fixed
redemption.

If the winning bid includes term bonds with mandatory sinking fund requirements, the Bonds will be subject
to mandatory sinking fund redemptions on the dates specified in the winning bid (subject to the requirements
set forth in “The Bonds -- Description,” above) and at the redemption price of par, without premium, plus
accrued interest to the redemption date.

Paviw AmmtlR~

The Board shall act as the initial Registrar for the Bonds and the Texas Treasury Safekeeping Trust Company
shall act as the initial Paying Agent.

Source of Pm

The Bonds constitute special obligations of the Board and are payable solely from a first lien on and pledge
of the “Interest of the System” in the “Available University Fund” (as defined in the Official Statement) on
a parity with the Board’s outstanding Permanent University Fund Retimdhtg  Bonds, Series 1988, Series 199 1,
Series 1992A  and Series 1996 and Permanent University Fund Bonds, Series 1992B.  The Board has reserved
the right to issue additional parity bonds and notes from time to time.

Further details regarding the Bonds are set forth in the Official Statement.
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CONDITIONS OF THE SALE

Tvoe of Bids mterest  IQ&

The Bonds will be sold in one block on an  “All or None” basis, and at a price  of not less  than  98 percent of
their par value plus accrued interest to the date of delivery of the Bonds. See “THE BONDS -- Description”
above. Bidders are invited to name the rate(s) of interest to be borne by the Bonds, provided that(i)  each&

0hid  must be in a muI&&  of 118 or 1 /o or l/Z0  of 10.  wtb  sll0, . h . .

the same . .interest rate. (111  t e . n t n
112rate oa
Bonds bv more than 4%  No limitation is imposed upon bidders as to the number of rates or changes which
may be used. No bids involving supplemental interest rates will be considered. Each bidder shall state in the
bid the True Interest Cost Rate, which will be considered informative only and not a part of the bid.

Basis for Award

The sale of the Bonds will be awarded to the bidder making a bid that conforms to the specifications herein
and which produces the lowest True Interest Cost Rate to the Board. The True Interest Cost Rate is that rate
which, when used to compute the total present value as of the Bond Date of all debt service payments on the
Bonds on the basis of semiannual compounding, produces an  amount equal to the sum of the par value of the
Bonds plus any premium bid (but not interest accrued from the Bond Date to the date of delivery of the
Bonds). In the event of a bidder’s error in True Interest Cost Rate calculations, the interest rates, premium or
discount, if any, set forth in the Official Bid Form will be considered as the intended bid.

&gd Faith Deoosi$

A Good Faith Deposit, payable to “The University of Texas System” in the amount of $ is required.
Such Good Faith Deposit shall be in the form of a bank cashier’s check or a certified check, which is to be
retained uncashed by the Board pending the Purchaser’s compliance with the terms of the bid and this Notice
of Sale and Bidding Instructions. The Good Faith Deposit may accompany the Official Bid Form or it may
be submitted separately. If submitted separately, it shall be made available to the Board prior to the opening
of the bids, and shall be accompanied by instructions from the bank on which drawn which authorize its use
as a Good Faith Deposit by the Purchaser who shall be named in such instructions. The Good Faith Deposit
of the Purchaser will be returned to the Purchaser upon payment for the Bonds. No interest will be
allowed on the Good Faith Deposit. In the event the Purchaser should fail or refuse to take up and pay for the
Bonds in accordance with the bid, then said check shall be cashed and accepted by the Board as full and
complete liquidated damages. The checks accompanying bids other than the winning bid will be returned
immediately after the bids are opened and an award of the Bonds has been made.

. . . . . . .
mv Underas  Partw~

The Board encourages historically underutilized businesses to submit bids for the Bonds. Each senior manager
of any underwriting syndicate that submits a bid for the Bonds is strongly encouraged to include certified
historically underutilized businesses in its syndicate.

As used herein, “historically underutilized business” means(i) a corporation formed for the purpose of making
a profit in which at least 5 I percent of all classes of the shares of stock or other equitable securities are owned
by one or more persons who have been historically underutilized because of their identification as women or
members of certain minority groups, including Black Americans, Hispanic Americans, Asian Pacific
Americans and Native Americans, (ii) a sole proprietorship for the purpose of making a profit that is 100
percent owned, operated and controlled by a person described above, or (iii) a partnership for the purpose of
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making a profit in which 51 percent of the assets and interest in the partnership is owned by one or more
persons described above. Those persons must have a proportionate interest in the control, operation and
management of the partnership’s affairs.

DELIVERY OF THE BONDS AND ACCOMPANYING  DOCUMENTS

It is anticipated that CUSIP identification numbers will appear on the Bonds, but neither the failure to print
or type such number on any bond nor any error with respect thereto shall constitute cause for a failure or
refusal by the Purchaser to accept delivery of and pay for the Bonds in accordance with the terms ofthis  Notice
of Sale and Bidding Instructions and the terms of the Official  Bid Form. All expenses in relation to the
printing or typing of CUSIP numbers on the’Bonds shall be paid by the Board; provided, however, that the
CUSIP Service Bureau charge for the assignment of the numbers shall be the responsibility of and shall be paid
for by the Purchaser.

I  D e l i v e r y - a l  B o n d s

Initial delivery will be accomplished by the issuance of one Initial Bond for each maturity (also called the
“Bond” or “Bonds”), either in typed or printed form, in the aggregate principal amount of $
payable to the Purchaser, approved by the Attorney General, and registered and manually  signed by the State
Comptroller of Public Accounts. Upon delivery ofthe  Initial Bonds, they shall be immediately canceled and
one Bond for each maturity will be delivered and deposited with DTC in connection with  DTC’s  Book-Entry
Only System. Initial delivery will be at the Austin, Texas office of Vinson & Elkins  L.L.P., 29th Floor, One
American Center, 600 Congress Avenue, Austin, Texas 78701. Payment for the Bonds must be made in
immediately available funds for unconditional credit to the Board, or as otherwise directed by the Board. At
least 24 hours prior to the sale of the Bonds, the Director will communicate, through MUNIFACTS NEWS
SERVICE, the date fixed for delivery of the Initial Bonds. It is anticipated that initial delivery  of the Initial
Bonds will be made by the 30th business day following the award of the Bonds (the “Closing Date”), and it
is understood and agreed that the Purchaser will accept delivery and make payment for the Bonds by IO:00
AM, CT, on the Closing Date, or thereafter on the date the Initial Bonds are tendered for delivery, up to and
including an additional I5 business days following the Closing Date. If for any reason the Board is unable to
make delivery on or before the Closing Date, the Board shall immediately contact the Purchaser and offer to
allow the Purchaser to extend its offer for an additional 15 business days. If the Purchaser does not elect to
extend its offer within six business days thereafter, then its Good Faith Deposit will be returned, and both the
Board and the Purchaser shall be relieved of any further obligation. In no event shall the Board be liable for
any damages by reason of its failure to deliver the Bonds, provided such failure is due to circumstances beyond
the Board’s reasonable control.

to Delivers

The obligation of the Purchaser to take up and pay for the Bonds is subject to the Purchaser’s receipt of(i) the
legal opinion of Vinson & Elkins  L.L.P., Houston and Austin, Texas, Bond Counsel for the Board (“Bond
Counsel”), (ii) the no-litigation certificate, and (iii) the certification as to the Offtcial Statement, all as further
described in the Official Statement.

In order to provide the Board with information required to enable it to comply with certain conditions of the
Internal Revenue Code of 1986, as amended, relating to the exclusion of interest on the Bonds from the gross
income of their owners  for federal income tax purposes, the Purchaser will be required to complete, execute,
and deliver to the Board (on or before the sixth business day prior to the delivery of the Bonds) a certification
as to their “issue price” substantially in the form and to the effect  attached hereto or accompanying this Notice
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of Sale and Bidding Instructions. In the event the successful bidder will not reoffer  the Bonds for sale, such
certificate may be  modified in a manner approved by the Authorized Representative. In no event will the
Board fail to deliver the Bonds as  B result of the Purchaser’s inability to sell a substantial amount of
tbe Bonds at a particular price prior to delivery. Each bidder, by submitting its bid, agrees to complete,
execute and deliver such a certificate by the date of delivery of the Bonds, if its bid is accepted by the Board.
It will be the responsibility of the Purchaser to institute such syndicate reporting requirements, to make such
investigation, or otherwise to ascertain the facts necessary to enable it to make  such certification with
reasonable certainty. Any questions concerning such certification should be directed to Bond Counsel.

. .&gill ODInlong

The Bonds are offered when, as and if issued, subject to the approval of the Attorney General of the State of
Texas. Delivery of any payment for the Bonds is subject to the receipt by the Purchaser of opinions of Bond
Counsel, to the effect that the Bonds are valid and binding special obligations of the Board and that the interest
on the Bonds will be excludable from gross income for federal income tax purposes under existing law, subject
to the matters described under “TAX MATTERS” in the Offkial  Statement, including the alternative
minimum tax on corporations.

Chawe W&&crnDt  St-

At any time before the Bonds are tendered for delivery, the Purchaser may withdraw its bid if the interest
received by private holders on bonds of the same type and character shall be declared to be taxable income
under present federal income tax laws, either by ruling of the Internal Revenue Service or by a decision of any
federal court, or shall be declared taxable or be required to be taken into account in computing any federal
income taxes, by the terms of any federal income tax law enacted subsequent to the date of this Notice of Sale
and Bidding Instructions.

In its resolution (the “Resolution”) authorizing issuance of the Bonds, the Board has agreed to provide certain
periodic information and certain notices of material events, all in accordance with Securities and Exchange
Commission Rule 15~2-12  (“SEC Rule 15~2-12”)  and as described in the Offkial  Statement under
“CONTINUING DISCLOSURE OF INFORMATION.” The Purchaser’s obligation to accept and pay for the
Bonds is conditioned upon delivery to the Purchaser or its agent of copies of the resolution containing the
agreement described under such caption in addition to the other documents described under the subheading
“Conditions to Delivery” above.

GENERAL

By submission of its bid, the Purchaser represents that the sale of the Bonds in states other than Texas will be
made only pursuant to exemptions from registration or, where necessary, the Purchaser will register the Bonds
in accordance with the securities law of the states in which the Bonds are offered or sold. The Board agrees
to cooperate with the Purchaser, at the Purchaser’s written request and expense, in registering the Bonds or
obtaining an exemption from registration in any state where such action is necessary; provided, however, that
the Board shall not be obligated to execute a general or special consent to service of process in any such
jurisdiction.
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This Notice of Sale and Bidding Instructions does not alone constitute an offer to sell the Bonds, but is merely
notice of sale of the Bonds. The offer to sell the Bonds is being made by means of the Notice of Sale and
Bidding Instructions, the Official Bid Form and the Official  Statement. Prospective Purchasers are urged to
carefully examine the Official Statement to determine the investment quality of the Bonds.

Ratings on the Bonds have been received from Moody’s Investor’s Service, Inc. (“Moody’s”), Standard &
Poor’s Corporation (“S & F”‘) and Fitch Investors Service (“Fitch”). The Bonds are rated “Aaa” by Moody’s
and “AAA” by S&P and Fitch.

The Official Statement and Cwce  with  SEC Rule 15~2-12

The Board has prepared the accompanying Official Statement and, for the limited purpose of complying with
SEC Rule 15~2-12,  deems such Off%ial  Statement to be tinal as of its date within the meaning of such Rule
for the purpose of review prior to bidding. Representations made and to be made by the Board concerning the
absence of material misstatements and omissions in the Official Statement are addressed,elsewhere  in this
Notice of Sale and Bidding Instructions and in the Official Statement.

The Board will furnish to the Purchaser, acting through a designated senior representative, in accordance with
instructions received from the Purchaser, within seven business days from the sale date an aggregate of _
copies ofthe Off%ial  Statement together with a like number of copies of a Supplement dated the sale date (the
“Supplement”) reflecting the maturity schedule, interest rates and other terms relating to the initial reoffering
of the Bonds. Oflicial Statements and Supplements in excess of the number specified shall be prepared and
distributed at the cost of the Purchaser. The Purchaser shall be responsible for providing in writing the initial
reoffering prices and other terms, if any, to the Authorized Representative by the close of the next business
day after the award. Except as noted above, the Board assumes no responsibility or obligation for the
distribution or delivery of any copies of the Official Statement or the Supplement in connection with the
offering or reoffering of the Bonds.

. .nal  Comes  of Nottee. Bad  Fm

A limited number of additional copies of this Notice of Sale and Bidding Instructions, the Official Bid Form
and the Official Statement, as available over and above the normal mailing, may be obtained from Pamela K.
Clayton (5 12) 499-4334, The University of Texas System, 20 1 West 7th Street, Ashbel Smith Hall, 2nd Floor,
Austin, Texas 7870 1.

On the date of the sale, the Authorized Representative will confirm the approval of the form and content of
the Official Statement, and any addendum, supplement, or amendment thereto, and authorize its use in the
reoffering of the Bonds by the Purchaser.

J/s/ Pamela K. Clavton
INTERIM ASSISTANT VICE CHANCELLOR FOR FINANCE
THE UNIVERSITY OF TEXAS SYSTEM

, I99-
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OFFICIAL BID FORM

Director of Finance
The University of Texas System

, 199-

Reference is made to your Official Statement and Notice of Sale and Bidding Instructions, dated
- 199, relating to $ BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS
SYSTEM PERMANENT UNIVERSITY FUND BONDS, SERIES 199, both of which constihlte  a part  hereof.

For your legally issued Bonds, as described in said Notice of Sale and Bidding Instructions and Official Statement,
we will pay you % and accrued interest from date of issue to date of delivery to us for Bonds maturing
and bearing interest as follows:

t.Y5awY
7-I-1999
7-l-2000
7-l-2001
7-I-2002
7-l-2003
7-I-2004
7-l-2005
7-I-2006
7-l-2007
7-I-2008

Principal Interest Principal Interest
&4Lm!a Rat!z* A!ll.wu &&*

$ -% 7&%

t
-% 7-l-2010 :

-%
-%

% 7-l-201 1 $ -%

:
% 7-l-2012 % -%
-% 7-l-2013 %

i
-% 7-l-2014 i 247
-% 7-l-2015
-% 7-l-2016 i

-%
%

ii % 7-l-2017 $ -%
$ % 7-l-2018 $ -%

Complete if applicable: Term Bonds, maturing in the amounts and years set forth below, shall be subject tc
nandatory sinking fond redemptions in the amounts set above corresponding to the years set forth below:

Y e a r s  o f  Mandator  Sinkine F u n d  Redemtz&us

Year of Principal
Maturity (7-l) Amount

$ - - A - - , -
% -,-L-d-
$ - - A - - -

Our calculation (which is not a part of this bid) of the interest cost from the above:

True Interest Cost Rate -%

Submitted herewith (but it is not a part of this bid) is a debt service table prepared by the bidder which shows the
annual installments of principal and interest on the Bonds based upon the foregoing bid.

The Initial Bonds shall be registered in the name of We will advise The
Depository  Trust Company (“DTC”)  of registration instructions at least tive business days prior to the Closing Date
described below.

* All interest rates on installments which are mandatory sinking fond redemptions of the same term bond,
if any, should be completed with a uniform interest rate.
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A bank cashier’s check or a certified check of the Bank, in
the amount of $ which represents our  Good Faith Deposit (is attached hereto) or (has been made
available to you prior to the opening of this bid), and is submitted in accordance with the terms as set forth in the
Official Statement and Notice of Sale and Bidding Inshuctions.

We agree to accept delivery of the Bonds utilizing the Book-Entry Only System through DTC and make payment
for the Initial Bonds in immediately available funds, pursuant to written direction of the Board, not later than IO:00
AM, CT, on the scheduled date of delivery of the Bonds (the “Closing Date”) communicated to us by the Board
of Regents of The University of Texas System (the “Board”), or thereafter on the date the Bonds are tendered for
delivery, pursuant to the terms set forth in the Notice of Sale and Bidding Instructions.

The undersigned agrees to complete, execute, and deliver to the Board, at least six (6) business days prior to the
Closing Date, a certificate relating to the “issue price” of the Bonds in the form and to the effect accompanying
the Notice of Sale and Bidding Instructions, with such changes thereto as may be acceptable to the Board.

We agree to provide in writing the initial reoffering  prices and other terms, if any, to the Authorized Representative
by the close of the next business day after  the award.

By:
Authorized Representative

ACCEPTANCE CLAUSEACCEPTANCE CLAUSE

The above and foregoing bid is hereby in all things accepted by the Board of Regents of The University of TexasThe above and foregoing bid is hereby in all things accepted by the Board of Regents of The University of Texas
System, subject to all and in accordance with the Notice of Sale and Bidding Instructions, this the _System, subject to all and in accordance with the Notice of Sale and Bidding Instructions, this the _ day ofday of
, I99-., I99-.

Authorized Representative,
The University of Texas System



ESCROW AGREEMENT

THIS ESCROW AGREEMENT (this “Escrow Agreement”) dated as of ,199i
is made and entered into by and between the BOARD OF REGENTS OF THE UNIVERSITY OF
TEXAS SYSTEM (the “Board”) and BANKERS TRUST COMPANY, New York, New York, as
escrow agent (together with any successor or assign in such capacity, the “Escrow Agent”).

WHEREAS, the Board has heretofore issued its Permanent University Fund Variable Rate
Notes, Series A, currently outstanding in the aggregate principal amount of %150,000,000; and

WHEREAS, the Board desires to refund the Refunded Notes (as hereinafter defined); and

WHEREAS, Article 717k,  Vernon’s Texas Civil Statutes, as amended, authorizes and
empowers the Board to issue, sell and deliver refimding  bonds and to deposit the proceeds of such
bonds with any place of payment for the Relirnded  Notes in an amount which is sufIicient  to provide
for the payment or redemption of the principal of and interest on the Refunded Notes; and

WHEREAS, the Board has adopted a resolution (the “Refunding Bond Order”) authorizing
the issuance of its Permanent University Fund Bonds, Series 1997, in the maximum aggregate
principal amount of % , and on the date hereof the Board is issuing, selling and delivering
the Refunding Bonds (as hereinafter defined), for the purposes of (i) funding the costs of
improvements at various institutions within The University of Texas System and (ii) providing the
funds necessary to refund the Refunded Notes to restructure the Board’s debt service requirements;
and

WHEREAS, the Board has provided for the transfer to the Escrow Agent pursuant to this
Escrow Agreement of a portion of the proceeds of the Refunding Bonds and other money lawfully
available for such purpose, to provide for the payment of the Refunded Notes; and

WHEREAS, the Board has further determined to effectuate the refunding of the Refunded
Notes pursuant to this Escrow Agreement, under which provision is made for the safekeeping,
investment, reinvestment, administration and disposition of proceeds of the Refunding Bonds so as
to provide firm banking and financial arrangements for the discharge and final payment of the
Refunded Notes; .-.

NOW, THEREFORE, in consideration of the mutual undertakings, promises and agreements
herein contained, and other good and valuable consideration, the receipt and sufficiency of which
hereby are acknowledged, and in order to secure the full and timely payment of the principal of and
interest on the Refunded Notes, the Board and the Escrow Agent contract and agree as follows:

-l-
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ARTICLE I

DEFINITIONS AND INTERPRETATIONS

Section 1 .Ol . Definitions. Unless otherwise expressly provided or unless the context clearly
requires otherwise, the following terms shall have the respective meanings specified below for all
purposes of this Escrow Agreement:

“Board” shall mean the Board of Regents of The University of Texas System, and any
successor to its duties and functions.

“Code” shall mean the Internal Revenue Code of 1986, as amended, and the applicable
regulations thereunder and under the Internal Revenue Code of 1954.

“Escrow Agent” shall mean Bankers Trust Company, New York, New York, in its capacity
as escrow agent hereunder, and any successor or assign in such capacity.

“Escrow Agreement” shall mean this escrow agreement.

“Escrow Fund” shall mean the fund created in Section 3.01 of this Escrow Agreement to be
administered by the Escrow Agent pursuant to the provisions of this Escrow Agreement.

“Escrow Funding Date” shall mean the date on which the Board deposits with the Escrow
Agent the Escrowed  Securities and cash described in Section 2.01.

“Escrowed Securities” shall mean the direct  non-callable and non-prepayable United States
Treasury obligations initially purchased with proceeds of the Refunding Bonds, all as more fully
described in Exhibit A hereto.

“Paying Agent for the Refunded Notes” shall mean Bankers Trust Company, New York, New
York.

“Refunded Note Resolution” shall mean the amended and restated resolution adopted by the
Board on April 14,1997,  authorizing the issuance of the Refunded Notes.

“Refunded Notes” shall mean $78,000,000  of the Board’s Permanent  University Fund
Variable Rate Notes, Series A, bearing interest at the “Flexible Rate” for the “Flexible Rate Periods”
shown on E&&i@  hereto (the quoted terms having the meaning assigned to such terms in the
Refunded Note Resolution).

“Refunding Bond Resolution” shall mean the resolution adopted by the Board on
November 13,1997,  authorizing the issuance of the Refunding Bonds.
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“Refunding Bonds” shall mean the Board’s Permanent University Fund Bonds, Series 199,
dated as of the tirst  calendar day of the month during which they are sold at public sale, being issued,
sold and delivered on the date hereof in the aggregate principal amount of $

Section 1.02. Interpret-. The titles and headings of the articles and sections of this
Escrow Agreement have been inserted for convenience of reference only and are not to be considered
a part hereof and shall not in any way modify or restrict the terms hereof. This Escrow 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 refunding of the Refunded
Notes in accordance with applicable law.

ARTICLE II

Q

. .Section 2.01. l&posits  wtth  Escro w Agent  Acau’sitionofed  Securities. On the
Escrow Funding Date the Board will deposit, or cause to be deposited, with the Escrow Agent the
following:

(4 Escrowed  Securities in the principal amount of $ , purchased with
proceeds of the Refunding Bonds and other money lawfully available for such purpose; and

(b) A beginning cash balance of $

ARTICLE III

CREATION  AND OPERATION OF ESCROW FUND

Section 3.QL. EscrowFund.  On the Escrow Funding  Date the Escrow Agent will create on
its books a special fund and irrevocable escrow to be known as the “Board of Regents of The
University of Texas System Permanent University Fund Bonds, Series 199, Escrow Fund” into
which will be deposited the cash and Escrowed  Securities described in Section 2.01. The Escrowed
Securities, all proceeds therefrom, and all cash balances from time to time on deposit in the Escrow
Fund shall be the property of the Escrow Fund and shall be applied only in strict conformity with the
terms and conditions hereof. The Escrowed  Securities, all proceeds therefrom and all cash balances
from time to time on deposit in the Escrow Fund are hereby irrevocably pledged to the payment of
the principal of and interest on the Refunded Notes, which payment shall be made by timely transfers
to the Paying Agent for the Refunded Notes of such amounts at such times as are provided in Section
3.02 hereof. When the final transfers have been made to the Paying Agent for the Refunded Notes
for the payment of such principal of and interest on the Refunded Notes, any balance then remaining
in the Escrow Fund shall be transferred to the Board, and the Escrow Agent shall thereupon be
discharged from any further duties hereunder.
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Pavment of Princioal  of and Interest on Retimded&&s.  The Escrow Agent
is hereby irrevocably instructed to transfer to the Paying Agent for the Refunded Notes from the cash
balance from time to time on deposit in the Escrow Fund the amounts required to pay the principal
of and interest on the Reftmded Notes as the same become due and payable, as shown in Exhibit B
hereto.

Section 3.03. Sufficiency  of Escrow Fund. On the basis of a report delivered by Deloitte &
Touche  LLP, independent certified public accountants, a copy of which has been delivered to the
Escrow Agent, the Board represents that the successive receipts of the principal of and interest on
the Escrowed  Securities will assure that the cash balance on deposit t?om  time to time in the Escrow
Fund will be at all times suffkient to provide money for transfer to the Paying Agent for the
Refunded Notes at the times and in the amounts required to pay the interest on the Refunded Notes
as such interest comes due and to pay the principal of the Refunded Notes as the Refunded Notes
are redeemed. 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 to make  the
payments set forth in Section 3.02 hereof, the Board shall timely deposit into the Escrow Fund, from
lawfully available tiurds,  additional funds in the amounts required to make such payments. Notice
of any such insuffkiency shall be given promptly as hereinafter provided, but the Escrow Agent shall
not be Responsible for any insufficiency of funds in the Escrow Fund or the Boards failure to make
additional deposits thereto.

Section 3.04. wow  Fund The Escrow Agent at all times shall hold 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 always shall be maintained by the Escrow
Agent as special trust funds for the purposes specified in this Escrow Agreement and for the benefit
of the holders of the Refunded Notes; and a special account evidencing such fact shall be maintained
at all tunes on the books of the Escrow Agent. The holders of the Refunded Notes 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 as are enjoyed by other beneficiaries of similar accounts. The
amounts received by the Escrow Agent under this Escrow Agreement shall not be considered as a
banking deposit by the Board, and the Escrow Agent shall have no right or title with respect thereto
except as escrow agent under the term” hereof. The amounts received by ,me  Escrow Agent
hereunder shall not be subject to warrants, drafts or checks drawn by the Board.’

ARTICLE IV

REDEMPnON  OF REFUNDED  NOTES  PFWR 1-0 MATU3UY

Section  4.01. Optional Redemption of R&t&d&&&  The Board has irrevocably exercised
its option to call the Refunded  Notes for redemption prior to maturity, on the redemption dates set
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forth on Exhibit  hereto, at a price of 100% of par plus accrued interest to the date fixed for
redemption. Such optional redemption shall be carried out in accordance with the Refunded Note
Resolution. The Escrow Agent is hereby authorized to provide funds therefor  as set forth in Section
3.02 hereof.

ARTICLE V

LIMIT- ON INVESTMENTS

Section 5.01. General. Except as herein otherwise expressly provided, the Escrow Agent
shall not have any power or duty to invest any money held hereunder, or to make substitutions of the
Escrowed  Securities, or to sell, transfer or otherwise dispose of the Escrowed  Securities.

Section 5.02. Substitution 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 and cancel Refunded Notes or to purchase 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 or prepayment thereof at the option of
the obligor. Any such transaction may be effected by the Escrow Agent only if (1) the Escrow Agent
shall have received a written opinion Tom  a recognized fm 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 of and interest on the remaining Refunded Notes as they become due,
and (2) 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 (a) such transaction will not cause any of the Refunded Notes or Refunding Bonds to be an
“arbitrage bond” within the meaning of the Code, and (b) that such transaction complies with the
Constitution and laws of the State of Texas and with all relevant documents relating to the issuance
of the Refunded Notes and the Refunding Bonds.

ARTICLE VI

RECORDS AND REPORTS

Section &QL M. The Escrow Agent shall keep books of record and account in which
complete and correct entries shall be made of all transactions relating to the receipt, disbursement,
allocation 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 holders of the Refunded Notes.

Section 6.02. &JQ& On or before ,199, the Escrow Agent shall prepare
and send to the Board a written report summarizing all transactions relating to the Escrow Fund
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during the period from the Escrow Funding Date and ending on , 1997, 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 to the Paying Agent for the Refunded Notes
or otherwise, together with the cash balance on deposit in the Escrow Fund as of the end of such
period.

Section 6.03. Notification. The Escrow Agent shall notify the Board immediately if at any
time during the term of this Escrow Agreement it determines that the cash and Escrowed  Securities
in the Escrow Fund are not sufticient  to provide for the transfer to the Paying Agent for the Refunded
Notes for timely payment of all interest on and principal of the Refunded Notes, but the Escrow
Agent shall not be responsible for any insufficiency of funds in the Escrow Fund or the Board’s
failure to make additional deposits thereto.

ARTICLE VII

CONCERNING THE  ESCROW AGENT

Section m. vs Of Escrow Age&  The Escrow Agent hereby represents that
it is the Paying Agent for the RetImded  Notes, that it has all necessary power and authority to enter
into this Escrow Agreement and undertake the obligations and responsibilities imposed upon it
herein, and that it will carry out all of its obligations hereunder.

Section  7.U.
. .

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

The liability of the Escrow Agent to transfer funds to the Paying Agent for the Refunded
Notes for the payments of the principal of and interest on the Refunded Notes shah 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, the Escrow Agent
shall have no liability whatsoever for the insufficiency of funds from time to time in the Escrow
Fund or any failure of the obliger of the Escrowed  Securities to make timely payment thereon, except
for its obligation to notify the Board promptly of any such occurrence. 1:

The recitals herein and in the proceedings authorizing the Refunding Bonds shall be taken
as the statements of the Board and shall not be considered as made by, or imposing any obligation
or liability upon, the Escrow Agent. In its capacity as Escrow Agent, it is agreed that the Escrow
Agent need look only to the terms and provisions of this Escrow Agreement.

-6-
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The Escrow Agent makes no representation as to the value, condition 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 incur no liability or responsibility with respect to any
of such matters.

It is the intention of the Board and the Escrow Agent 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.

Unless it is specifically provided otherwise 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 and to
dispose of and deliver the same in accordance with this Escrow Agreement. If, however, the Escrow
Agent is called upon by the terms of this Escrow 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 the Board, among others, at any time.

Section 7.Q. m. On the date hereof, the Board has paid to the Escrow Agent,
and the Escrow Agent hereby acknowledges its receipt of, a fee of $ as full and
sufficient compensation for performing the services hereunder and for all expenses incurred or to
be incurred by the Escrow Agent in the administration of this Escrow Agreement, and for its services
in its capacity as Paying Agent for the Refunded Notes. If 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 reimburse the Escrow Agent for all expenses incurred
by the Escrow Agent in performing such extraordinary service. It is expressly provided that the
Escrow Agent shall look only to the Board for the payment of such additional fees and
reimbursement of such additional 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,
additional or extraordii, as Escrow Agent, or in any other capacity, or for reimbursement for any
of its expenses. -,

Section 7.04. SuccesSpr  Escrow Agents. If at any time the Escrow Agent or its legal
successor or successors should cease to be the Paying Agent for the Refunded Notes, a vacancy shall
forthwith exist hereunder in the office of the Escrow Agent. Any successor Paying Agent for the
Refunded Notes appointed by the Board shall succeed, without further act, to all the rights,
immunities, powers and trustsof  the predecessor Escrow Agent hereunder. Upon the request of any
such successor Escrow Agent, the Board shall execute any and all instruments in writing for more
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fully and certainly vesting in and confirming to such successor Escrow Agent all such immunities,
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 equal to the portion of such fee attributable
to duties to be performed after the date of succession.

ARTICLE VIII

Section 8.01. &&i&%&  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 as follows:

To the Escrow Ber;8t:

Bankers Trust Company
Corporate and Trust Agency Croup
Four Albany Street, 4th Floor
New York, New York 10006
Attention: Ms. Karen Sheridan

To the Boar&

The Board of Regents of
The University of Texas System
201 West Seventh Street, ASH 2nd Floor
Austin, Texas 78701-2981
Attention: Interim Assistant Vice Chancellor for Finance

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 party not less than ten days
prior notice thereof.

. . I ..Section  8.02. Terrmnatlonofscrow B. Upon the taking by the Escrow
Agent of all the actions as described herein, the Escrow Agent shall have no further obligations or
responsibilities hereunder to the Board, the holders of the Refunded Notes or to any other person or
persons in connection with this Escrow Agreement.

. .
&don803 Blndlne.. This Escrow Agreement shall be binding upon the Board

and the Escrow Agent and their respective successors and legal representatives, shall inure solely to
the benefit of the holders of the Refunded Notes, the Board, the Escrow Agent and their respective
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successors and legal representatives. This Escrow Agreement shall not be subject to amendment
without the written consent of the holders of all Refunded Notes then outstanding.

Section 8.04. Severability. If any one or more of the provisions contained in this Escrow
‘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 provision of this Escrow
Agreement, but this Escrow Agreement shall be construed as if such invalid or illegal or
unenforceable provision had never been contained herein.

Section 8.05 Go eu. THIS ESCROW AGREEMENT SHALL BE DEEMED TO
BE A CONTRACTMADE UNDER THE LAWS OF THE STATE OF TEXAS AND FOR ALL
PURPOSES SHALL BE CONSTRUED IN ACCORDANCE WITH, AND ITS VALIDITY
GOVERNED BY, THE LAWS OF SAID STATE, EXCEPT THAT THE RIGHTS, IMMUNITIES
AND DUTIES OF THE ESCROW AGENT SHALL BE CONSTRUED IN ACCORDANCE WITH
AND GOVERNED BY THE LAWS OF THE STATE OF NEW YORK.

Section 8.06.  be of Essence. Tie shall be of the essence in the ‘performance of
obligations from time to time imposed upon the Escrow Agent by this Escrow Agreement.

Executed as of ,199-.

THE BOARD OF REGENTS
THE UNIVERSITY OF TEXAS SYSTEM

Interim Assistant Vice Chancellor for Finance

BANKERS TRUST COMPANY, as Escrow Agent

By:
Title:
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EXHIBIT A

F.SCROWD  SECURITIES

The following noncallable United States Treasury obligations constitute “Escrowed
Securities”:

0Coupon U.l Par Amount

A-l
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REFUNDED NOTES

BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM

PERMANENT UNIVERSITY FUND VARIABLE RATE NOTES
SERIES A

B-l
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4. U. T. Board of Regents:  Approval to Adopt the Sixth 
Supplemental Resolution to the Master Resolution 
Authorizing the Issuance of Board of Regents of The 
University of Texas System Revenue Financing System 
Bonds, Series 1997A and Series 1997B, in an Aggregate 
Principal Amount Not to Exceed $127,000,000; Approval of 
the Official Statement, Paying Agent/Registrar Agreement, 
and Escrow Agreement; Appointment of McCall, Parkhurst & 
Horton, L.L.P., Dallas, Texas, as Bond Counsel and 
Disclosure Counsel; Bankers Trust Company, New York, New 
York, as Escrow Agent; Norwest Bank Texas, N. A., Dallas, 
Texas, as Paying Agent; and Deloitte & Touche L.L.P., 
Houston, Texas, as Escrow Verification Agent; 
Authorization for Officers of U. T. System to Complete 
All Transactions; and Approval of Use of Revenue 
Financing System Parity Debt, Receipt of Certificate, and 
Finding of Fact with Regard to Financial Capacity.--The 
Board, upon recommendation of the Business Affairs and 
Audit Committee: 

 
a. Adopted the Sixth Supplemental Resolution 

to the Master Resolution and approved  
the Official Statement, Paying Agent/ 
Registrar Agreement, and Escrow Agreement 
substantially in the form set out on  
Pages 132 - 268 to authorize the issuance  
of Board of Regents of The University of 
Texas System Revenue Financing System 
Bonds, Series 1997A and Series 1997B,  
in an aggregate principal amount not to  
exceed $127,000,000 with a final maturity 
not to exceed August 15, 2018, to be used 
to refund up to $119,959,000 of Revenue  
Financing System Commercial Paper Notes, 
Series A, and to pay issuance costs 

 
b. Appointed McCall, Parkhurst & Horton, L.L.P., 

Dallas, Texas, as Bond Counsel and as  
Disclosure Counsel 

 
c. Appointed Bankers Trust Company, New York, 

New York, as Escrow Agent 
 
d. Appointed Norwest Bank Texas, N. A., Dallas, 

Texas, as Paying Agent 
 

e. Appointed Deloitte & Touche L.L.P., Houston, 
Texas, as Escrow Verification Agent 
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f. Authorized appropriate officers and employees 
of the U. T. System as set forth in the  
related documents to take any and all actions 
necessary to carry out the intentions of the 
U. T. Board of Regents to complete the 
transactions as provided in the Resolution. 

 
In compliance with Section 5 of the Amended and Restated 
Master Resolution Establishing The University of Texas 
System Revenue Financing System, adopted by the U. T. 
Board of Regents on February 14, 1991, and amended on  
October 8, 1993 and August 14, 1997, and upon delivery  
of the Certificate of an Authorized Representative as set 
out on Page 131, the Board resolved that: 

 
a. Parity Debt shall be issued to refund  

outstanding Revenue Financing System  
Commercial Paper Notes, Series A 

 
b. Sufficient funds will be available to 

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

 
c. The “members” as such term is used in the 

Master Resolution possess the financial 
capacity to satisfy their Direct 
Obligation as defined in the Master 
Resolution relating to the issuance by 
the U. T. Board of Regents of tax-exempt 
Parity Debt 

 
d. This resolution satisfies the official 

intent requirements set forth in 
Section 1.150-2 of the U. S. Treasury 
Regulations. 

 
Proceeds from the Revenue Financing System Bonds,  
Series 1997A, will be used to refund Revenue Financing 
System Commercial Paper Notes, Series A, that were issued 
to fund construction costs of $10,455,000 for projects 
authorized by Section 55.1714 of the Texas Education 
Code.  These projects are part of the South Texas/Border 
Initiative Program. 
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Proceeds from the Revenue Financing System Bonds,  
Series 1997B, will be used to refund $109,504,000  
of Revenue Financing System Commercial Paper Notes,  
Series A, that were issued to provide interim financing 
during the construction of auxiliary projects.  This 
method of financing allows the component institutions  
to pay short-term rates during construction and does not 
require any amortization of the debt during this period.  
Once the project construction is completed, the 
commercial paper debt is refunded with fixed rate debt 
and amortization begins.  Proceeds not used for the 
purpose of refunding the Notes will be used to pay 
issuance costs of approximately $190,000. 

 
The bonds will be sold on a competitive basis as 
specified in Section 3 of the Resolution.  A U. T. System  
Representative will take actions to ensure that the bonds 
of each series are sold on the most favorable terms and 
are sold and awarded to the winning bidder pursuant to 
the Resolution.  The U. T. System Representative is  
defined in the Resolution as the Chancellor, the 
Executive Vice Chancellor for Business Affairs, the 
Assistant Vice Chancellor for Finance, or the Director of 
Finance. 

 
 



PARITY DEBT CERTIFICATE OF U. T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice Chancellor for
Finance of The University of Teaas System, a U. T. System
Representative under the Amended and Restated Master
Resolution Establishing The University of Texas System Revenue
Financing System adopted by the Board on February 14, 1991,
and amended on October 8, 1993 and August 14, 1997, (the
"Master Resolution"), do hereby execute this certificate for
the benefit of the Board of Regents pursuant to
Section 5 (a) (ii) of the Master Resolution in connection with
the authorization by the Board to issue "Parity Debt" pursuant
to the Master Resolution to refund outstanding Revenue
Financing System Commercial Paper Notes, Series A, and do
certify that to the best of my knowledge the Board of Regents
is in compliance with all covenants contained in the Master
Resolution, Amended and Restated First Supplemental Resolution
Establishing an Interim Financing Program, Second Supplemental
Resolution, Third Supplemental Resolution,~ Fourth Supplemental
Resolution, and the Fifth Supplemental Resolution and is not
in default of any of the terms, provisions, and conditions in
said Master Resolution, Amended and Restated First
Supplemental Resolutioni Second Supplemental Resolution, Third
Supplemental Resolution, Fourth Supplemental Resolution, and
the Fifth Supplemental Resolution as amended.

EXECUTED this I3 day of fld@hkw, 1997

Chancellor for Finance
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SIXTH SUPPLEMENTAL RESOLUTION TO THE MASTER
RESOLUTION AUTHORIZING THE  ISSUANCE, SALE, AND
DELIVERY OF BOARD OF REGENTS OF THE UNIVERSITY OF
TEXAS SYSTEM REVENUE FINANCING SYSTEM BONDS, AND
APPROVING AND AUTHORIZING INSTRUMENTS AND
PROCEDURES RELATING THERETO
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SIXTH SUPPLEMENTAL RESOLUTION TO THE MASTER
RESOLUTION AUTHORIZING THE ISSUANCE, SALE, AND
DELIVERY OF BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM REVENUE FINANCING
SYSTEM BONDS, AND APPROVING AND AUTHORIZING
INSTRUMENTS AND PROCEDURES RELATING THERETO

WHEREAS, on February 14, 1991, the Board adopted the First Amended and Restated
Master Resolution Establishing The University of Texas System Revenue Financing System and
amended such resolution on October 8, 1993, and August 14, 1997 (referred to herein as the
“Master Resolution”); and

WHEREAS, unless othenvise detined  herein, terms used herein shah have the meaning given
in the Master Resolution; and

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

WHEREAS, the Board, has previously adopted the First through Fifth Supplemental
Resolutions to the Master Resolution authorizing Parity Debt thereunder; and

WHEREAS, the Board has determined to authorize the issuance of Parity Debt in the form
of long term fixed rate bonds (i) to provide permanent financing for facilities and improvements
tinanced with the proceeds of some of its outstanding Revenue Financing  System Commercial Paper
Notes, Series A (the “Refunded Obligations”); and

WHEREAS, the Board hereby determines and deems it necessary to authorize the issuance
ofParity  Debt pursuant to this Sixth Supplement to the Master Resolution for such purposes ; and

WHEREAS, the bonds (the “Bonds”) authorized to be issued by this Sixth Supplement are
to be issued and delivered pursuant to Chapter 55, Texas Education Code, Vernon’s Texas Civil
Statutes Article 717q,  and other applicable laws, including Vernon’s Texas Civil Statutes Article
717k  insofar as it may be required in connection with the refunding of the Retimded Obligations.

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

Section 1. DEFINITIONS. In addition to the definitions set forth in the preamble of this
Sixth Supplement, the terms used in this Sixth Supplement (except in the Form of Bonds) and not
otherwise defined shall have the meanings given in the Master Resqhrtion or in Exhibit “A” to this
Sixth Supplement attached hereto and made a part hereof
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Section 2. AMOUNT, PURPOSE, AND DESIGNATION OF THE BONDS The Board’s
“BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM REVENUE
FINANCING SYSTEM BONDS, SERIES 1997A”,  are hereby authorized to be issued and
delivered in the maximum aggregate principal amount of $11,500,000,  FOR THE PURPOSE OF
(i) REFUNDING $10,455,000,  IN AGGREGATE PRINCIPAL AMOUNT OF THE BOARD OF
REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM REVENUE FINANCING SYSTEM
COMMERCIAL PAPER NOTES, SERIES A ISSUED FOR THE PURPOSE OF ACQUIRING,
PURCHASING, CONSTRUCTING, IMPROVING, ENLARGING, AND EQUIPPING THE
PROPERTY AND FACILITIES OF THE MEMBERS OF THE REVENUE FINANCING
SYSTEM PURSUANT TO SECTION 55.1714 OF THE TEXAS EDUCATION CODE AND
(ii) PAYING THE COSTS RELATED THERETO; and the Board’s “BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM REVENUE FINANCING SYSTEM BONDS,
SERIES 1997B”,  are hereby authorized to be issued and delivered in the maximum aggregate
principal amount of $115,500,000,  FOR THE PURPOSE OF (i) REFUNDING %109,504,000,  IN
AGGREGATE PRINCIPAL AMOUNT OF THE BOARD OF REGENTS OF THE UNIVERSITY
OF TEXAS SYSTEM REVENUE FINANCING SYSTEM COMMERCIAL PAPER NOTES,
SERIES A AND (ii) PAYING THE COSTS RELATED THERETO.

The Bonds, herein authorized, unless otherwise indicated, are hereinafter referred to as the
“Bonds”, which may be in the form of either Current Interest Bonds or Capital Appreciation Bonds
as provided in Section 6.

Section 3. DATE, DENOMINATIONS, NUMBERS, MATURITIES AND TERMS OF
BONDS. (a) Terms of Bonds. For each Series of Bonds, there shah initially be issued, sold, and
delivered hereunder tilly registered bonds, without interest coupons, in the form of Current Interest
Bonds or Capital Appreciation Bonds, numbered consecutively for each Series of Bonds from R-l
upward, in the case of Current Interest Bonds and CR-l upward, in the case of Capital Appreciation
Bonds, payable to the respective initial registered owners thereof, or to the registered assignee or
assignees of said bonds or any portion or portions thereof (in each case, the “Registered Owner”),
in the denomination of $5,000 or any integral multiple thereofwith respect to Current Interest Bonds
and in the denomination of $5,000 in Maturity Amount or any integral multiple thereof with respect
to Capital Appreciation Bonds (an “Authorized Denomination”), maturing not later than August 15,
2018, serially or otherwise on the dates, in the years and in the principal amounts, respectively, and
dated, all as set forth in the Award Certificate of the U.T. System Representative.

(b) Award Certificate. As authorized by Vernon’s Texas Civil Statutes Article 7 17q, as
amended, the U.T. System Representative is hereby authorized, appointed, and designated to act on
behalf of the Board in selling and delivering the Bonds of each Series and carrying out the other
procedures specified in this Resolution, including determining and fixing the date of the Bonds of
each Series, any additional designation or title by which the Bonds of each Series shall be known,
the price at which the Bonds of each Series will be sold, the years in which the Bonds of each Series
will mature, the principal amount to mature in each of such years, the aggregate principal amount
of the Bonds of each Series, the aggregate principal amount of Current Interest Bonds and Capital
Appreciation Bonds of each Series, the rate of interest to be borne by each maturity, the interest
payment periods, the dates, price, and terms upon and at which the Bonds of each Series shall be



subject to redemption prior to maturity at the option of the Board, as well as any mandatory sinking
timd redemption provisions, and all other matters relating to the issuance, sale, and delivery of the
Bonds of each Series, and the retimding  of the RefUnded  Obligations, all of which shall be specified
in a certificate of the U.T. System Representative delivered to the Executive Secretary to the Board
(the “Award Certificate”); provided that (i) the price to be paid for the Bonds of each Series shall
not be less than 95% of the aggregate original principal amount thereof plus accrued interest thereon
From its date to its delivery, and (ii) none of the Bonds shall bear interest at a rate greater than 8%
per annum or in excess of the maximum rate allowed by law. It is f&her provided, however, that,
notwithstanding the foregoing provisions, the Bonds of a Series shall not be delivered unless prior
to delivery, the Bonds of such Series have been rated by a nationally recognized rating agency for
municipal securities in one of the four highest rating categories for long term obligations, as required
by Vernon’s Texas Civil Statutes Article 717q,  as amended. The Award Certificate is hereby
incorporated in and made a part of this Resolution and shall be filed in the minutes of the Board as
a part of this Sixth Supplement.

(c) Sale of The Bonds. The U.T. System Representative, acting for and on behalf of the
Board, is authorized to seek competitive bids for the sale of the Bonds of each Series and to take
such actions as in the judgment of the U.T. System Representative are necessary to insure that the
Bonds of each Series are sold on the most favorable terms, and the U.T. System Representative is
authorized and directed to receive such bids and to award the sale of the Bonds of each Series to the
winning bidder pursuant to this Resolution. The name of the winning bidder and the terms of the
bid shall be included in the Award Certificate.

(d) Continuing Disclosure. (i) Annual Reoorts. The Board shall provide annually to each
NRMSIR and any SID, within six months after the end of each Fiscal Year ending in or after 1997,
financial information and operating data with respect to The University of Texas System of the
general type included in the Official Statement dated February 9, 1996, relating to the Board’s
Revenue Financing System Bonds, Series 1996A and Series 19969 under the captions “Annual Debt
Service Requirements”, “Financial Management of The University of Texas System” and “General
Description of The University of Texas System - Enrollment and Faculty and Employees” and in
Appendix C to such Offtcial Statement, Financial Statements of The University of Texas System.
Any tinancial statements so to be provided shall be (1) prepared in accordance with the accounting
principles described in Exhibit C hereto and (2) audited, if the Board commissions an audit of such
statements and the audit is completed within the period during which they must be provided. I f
audited financial statements are not so provided within the required period, then the Board shall
provide unaudited tinancial statements for the applicable Fiscal Year to each NRMSIR and any SID,
and shah file audited tinancial statements when and if audited financial statements become available.
If audited financial statements are not prepared for any Fiscal Year and audited financial statements
are prepared with respect to the State of Texas for such Fiscal Year, the Board shall provide, or
cause to be provided, the audited financial statements of the State of Texas for the applicable Fiscal
Year to each NRMSIR and any SID within six months after the end of said Fiscal Year or as soon
thereafter as such audited financial statements become available from the State Auditor of the State
of Texas. Any such audited financial statements of the State of Texas so provided shall be prepared
in accordance with generally accepted accounting principles for state governments, as such principles
may be changed from time to time to comply with state law.



If the Board changes the Fiscal Year, the Board will notify each NRMSIR and any SID of
the change (and of the date of the new Fiscal Year end) prior to the next date by which the Board
otherwise would be required to provide financial information and operating data pursuant to this
Section.

The financial information and operating data to be provided pursuant to this Section may be
set forth in lid1  in one or more documents or may be included by specific reference to any document
(including an official statement or other offering document, if it is available from the MSRB) that
theretofore has been provided to each NRMSIR and any SID or filed with the SEC.

(ii) Material Event Notices. The Board shall notify any SID and either each NRMSIR or
the MSRB, in a timely manner, of any of the following events with respect to the Bonds, if such
event is material within the meaning of the federal securities laws:

A.
B.
C .
D.
E.
F.
G.
H.
I.
J.

K .

Principal and interest payment delinquencies;
Non-payment related defaults;
Unscheduled draws on debt service reserves reflecting financial difficulties;
Unscheduled draws on credit enhancements reflecting financial difficulties;
Substitution of credit or liquidity providers, or their failure to perform;
Adverse tax opinions or events atfecting the tax-exempt status of the Bonds;
Modifications to rights of holders of the Bonds;
Bond calls;
Defeasances;
Release, substitution, or sale of property securing repayment of the Bonds;
and
Rating changes.

The Board shall not@ any SID  and either each NRMSIR or the MSRB, in a timely manner,
of any failure by the Board to provide financial information or operating data in accordance with this
Section of this Sixth Supplement by the time required.

(iii) Limitations. Disclaimers. and Amendments. The Board shall be obligated to observe
and perform the covenants specified in this Section 3(d) for so long as, but only for so long as, the
Board remains an “obligated person” with respect to the Bonds within the meaning of the Rule,
except that the Board in any event will give the notice required by this Sixth Supplement of any
Bond calls and defeasance that cause the Bonds to be no longer outstanding.

The provisions of this Section are for the sole benefit of the holders and beneficial owners
of the Bonds, and nothing in this Section, express or implied, shall give any benefit or any legal or
equitable right, remedy, or claim hereunder to any other person. The Board undertakes to provide
only the fmrmcial  information, operating data, financial statements, and notices which it has expressly
agreed to provide pursuant to this Section and does not hereby undertake to provide any other
information that may be relevant or material to a complete presentation of the Boards financial
results, condition, or prospects relating to the Financing System or hereby undertake to update any
information provided in accordance with this Section or otherwise, except as expressly provided



herein. The Board does not make any representation or warranty concerning such information or
its usefulness to a decision to invest in or sell Bonds at any future date.

UNDER NO CIRCUMSTANCES SHALL THE BOARD BE LIABLE TO THE HOLDER
OR BENEFICIAL OWNER OF ANY BOND OR ANY OTHER PERSON, IN CONTRACT OR
TORT, FOR DAMAGES RESULTING IN WHOLE OR IN PART FROM ANY BREACH BY
THE BOARD, WHETHER NEGLIGENT OR WITHOUT FAULT ON ITS PART, OF ANY
COVENANT SPECIFIED IN THIS SECTION, BUT EVERY RIGHT AND REMEDY OF ANY
SUCH PERSON, IN CONTRACT OR TORT, FOR OR ON ACCOUNT OF ANY SUCH
BREACH SHALL BE LIMITED TO AN ACTION FOR MANDAMUS OR SPECIFIC
PERFORMANCE.

No default by the Board in observing or performing its obligations under this Section shall
constitute a breach of or default under this Sixth Supplement for purposes of any other provision
of this Sixth Supplement.

Nothing in this Section is intended or shall act to disclaim, waive, or otherwise limit the
duties of the Board under federal and state securities laws.

The provisions of this Section may be amended by the Board from time to time to adapt to
changed circumstances that arise from a change in legal requirements, a change in law, or a change
in the identity, nature, status, or type of operations of the Board, but only if (1) the provisions of this
Section, as so amended, would have permitted an underwriter to purchase or sell the Bonds in the
primary offering of the Bonds in compliance with the Rule, taking into account any amendments or
interpretations of the Rule to the date of such amendment, as well as such changed circumstances,
and (2) either (A) the holders of a majority in aggregate principal amount (or any greater amount
required by any other provision of this Sixth Supplement that authorizes such an amendment) of the
outstanding Bonds consent to such amendment or (B) a Person that is unaffiliated with the Board
(such as nationally recognized bond counsel) determines that such amendment will not materially
impair the interests of the holders and beneficial.owners  of the Bonds. If the Board so amends the
provisions ofthis  Section, it shall include with any amended financial information or operating data
next provided in accordance with this Section an explanation, in narrative form, of the reasons for
the amendment and of the impact of any change in the type of linancial information or operating data
so provided. The Board may also amend or repeal the provisions of this continuing disclosure
requirement if the SEC amends or repeals the applicable provisions of the Rule or a court of final
jurisdiction enters judgment that such provisions of the Rule are invalid, but only if and to the extent
that the provisions of this sentence would not prevent an underwriter from lawfully purchasing or
selling the Bonds in the primary offering of the Bonds.

(e) In General. The Bonds of each Series (i) may and shall be redeemed prior to the
respective scheduled maturity dates, (ii) may be assigned and transferred, (iii) may be exchanged for
other Bonds of such Series, (iv) shall have the characteristics, and (v) shall be signed and sealed, and
the principal of and interest on the Bonds shall be payable, all as provided, and in the manner
required or indicated, in the FORM OF BONDS set forth in Exhibit B to this Sixth Supplement and
as determined by the UT. System Representative as provided herein, with such changes and



additions as are required to be consistent with the terms and provisions shown in the Award
Certificate relating to a Series of Bonds.

Section 4. INTEREST. The Current Interest Bonds of each Series of Bonds shall bear
interest calculated on the basis of a 360-day year composed of twelve 30-day months from the dates
specified in the FORM OF BONDS and in the Award Certificate to their respective dates of maturity
at the rates set forth in the Award Certificate.

The Capital Appreciation Bonds of each Series of Bonds shah bear interest from the Issuance
Date for such Series of Bonds, calculated on the basis of a 360-day  year composed of twelve 30-day
months (subject to rounding to the Compounded Amounts thereat),  compounded semiannually on
the dates set forth in the Award Certificate (the “Compounding Dates”) commencing on the date set
forth in the Award Certificate, and payable, together with the principal amount thereof, in the
manner provided in the FORM OF BONDS at the rates set forth in the Award Certificate. Attached
to the Award Certificate if Capital Appreciation Bonds are to be issued shall be an Exhibit (the
“Compounded Amount Table”) which will set forth the rounded original principal amounts at the
Issuance Date for the Capital Appreciation Bonds and the Compounded Amounts and Maturity
Amounts thereof (per $5,000 Maturity Amount) as of each Compounding Date, commencing the
date set forth in the Award Certificate, and continuing until the final maturity of such Capital
Appreciation Bonds. The Compounded Amount with respect to any date other than a Compounding
Date is the amount set forth on the Compounded Amount Table with respect to the last preceding
Compounding Date, plus the portion of the difference between such amount and the amount set
forth on the Compounded Amount Table with respect to the next succeeding Compounding Date
that the number of days (based on 30-day months) from such last preceding Compounding Date to
the date for which such determination is being calculated bears to the total number of days (based
on 30-day months) from such last preceding Compounding Date to the next succeeding
Compounding Date.

Section 5. REGISTRATION, TRANSFER AND EXCHANGE; AUTHENTICATION;
BOOK-ENTRY-ONLY SYSTEM. (a) Pavinn AeentLReaistrar. Norwest Bank Texas, N.A. in
Dallas, Texas, is hereby appointed the Paying Agent/Registrar for each Series of Bonds. The U.T.
System Representative is authorized to enter into and carry out a Paying Agent/Registrar Agreement
with the Paying Agent/Registrar with respect to the Bonds in substantially the form submitted to the
Board.

(b) Reaistration  Books. The Board shall keep books or records for the registration of the
transfer, exchange, and replacement of each Series of Bonds (the “Registration Books”), and the
Board hereby designates the Paying Agent/Registrar as the initial registrar and transfer agent to keep
such books or records and make such registrations of transfers, exchanges, and replacements under
such reasonable regulations as the Board may prescribe; and the Paying Agent/Registrar shall make
such registrations, transfers, exchanges, and replacements as herein provided. The Paying
Agent/Registrar shall obtain and record in the Registration Books the address of the registered
owner of each Bond to which payments with respect to the Bonds shall be mailed, as herein
provided; but it shall be the duty of each registered owner to notify the Paying Agent/Registrar in
writing of the address to which payments shall be mailed, and such interest payments shall not be



mailed unless such notice has been given. T,he Board, if not the Paying Agent/Registrar, shall have
the right to inspect the Registration Books during regular business hours of the Paying
Agent/Registrar, but otherwise the Paying Agent/Registrar shall keep the Registration Books
confidential and, unless otherwise required by law, shall not permit their inspection by any other
entity.

(c) Ownershio  of Bonds. The entity in whose name any Bond shall be registered in the
Registration Books at any time shall be deemed and treated as the absolute owner thereof for all
purposes of this Sixth Supplement, whether or not such Bond shall be overdue, and, to the extent
permitted by law, the Board and the Paying AgentRegistrar’shall  not be affected by any notice to
the contrary; and payment of, or on account of, the principal of, premium, if any, and interest on any
such Bond shall be made only to such registered owner. All such payments shall be valid and
effectual to satisfy and discharge the liability upon such Bond to the extent of the sum or sums so
paid.

(d) Pavment of Bonds and Interest. The Board hereby further appoints the Paying
Agent/Registrar to act as the paying agent for paying the principal of and interest on the Bonds, all
as provided in this Sixth Supplement. The Paying Agent/Registrar shall keep proper records of all
payments made by the Board and the Paying Agent/Registrar with respect to the Bonds.

(e) Authentication. The Bonds of each Series initially issued and delivered pursuant to this
Sixth Supplement shall be authenticated by the Paying Agent by execution of the Paying Agent’s
Authentication Certificate unless they have been approved by the Attorney General of the State of
Texas and registered by the Comptroller of Public Accounts of the State of Texas, and on each
substitute Bond issued in exchange for any Bond or Bonds issued under this Sixth Supplement the
Paying Agent/Registrar shall execute the PAYING AGENT/REGISTRAR’S AUTHENTICATION
CERTIFICATE The Authentication Certificate shall be in the form set forth in the FORM OF
BONDS.

(f) Transfer. Exchanae.  or Reolacement:  Each Bond issued and delivered pursuant to this
Siih Supplement, to the extent of the unpaid or unredeemed principal amount or Maturity Amount
thereof, may, upon surrender of such Bond at the corporate trust office of the Paying
Agent/Registrar, together with a written request therefor  duly executed by the registered owner or
the assignee or assignees thereof, or its or their duly authorized attorneys or representatives, with
guarantee of signatures satisfactory to the Paying Agent/Registrar, may, at the option of the
registered owner or such assignee or assignees, as appropriate, be exchanged for fully registered
bonds, without interest coupons, in the appropriate form prescribed in the FORM OF BONDS set
forth in this Sixth Supplement, in the denomination of any Authorized Denominations (subject to the
requirement hereinafter stated that each substitute Bond shall be of the same Series and have a single
stated maturity date), as requested in writing by such registered owner or such assignee or assignees,
in an aggregate principal amount equal to the unpaid or unredeemed principal amount or Maturity
Amount, of any Bond or Bonds so surrendered, and payable to the appropriate registered owner,
assignee, or assignees, as the case may be. If a portion of any Bond shall be redeemed prior to its
scheduled maturity as provided herein, a substitute Bond or Bonds having the same Series
designation and maturity date, bearing interest at the same rate, and payable in the same manner, in



Authorized Denominations at the request of the registered owner, and in aggregate principal amount
or Maturity Amount equal to the unredeemed portion thereof, will be issued to the registered owner
upon surrender thereof for cancellation. If any Bond or portion thereof is assigned and transferred,
each Bond issued in exchange therefor shall have the same Series designation and maturity date and
bear interest at the same rate and payable in the same manner as the Bond for which it is being
exchanged. Each substitute Bond of each Series shall bear a letter and/or number to distinguish it
from  each other Bond of such Series. The Paying Agent/Registrar shall exchange or replace Bonds
as provided herein, and each fully registered bond delivered in exchange for or replacement of any
Bond or portion thereof as permitted or required by any provision of this Sixth Supplement shall
constitute one of the Bonds for all purposes of this Sixth Supplement, and may again be exchanged
or replaced. On each substitute Bond issued in exchange for or replacement of any Bond or Bonds
issued under this Sixth Supplement there shall be printed an Authentication Certificate, in the form
set forth in Exhibit B to this Sixth Supplement. An authorized representative of the Paying Agent
shall, before the delivery of any such Bond, date and manually sign the Authentication Certificate,
and, except as provided in (e) above, no such Bond shall be deemed to be issued or outstanding
unless such Certificate is so executed. The Paying Agent/Registrar promptly shall cancel all Bonds
surrendered for transfer, exchange, or replacement. No additional orders or resolutions need be
passed or adopted by the Board or any other body or person so as to accomplish the foregoing
transfer, exchange, or replacement of any Bond or portion thereof, and the Paying Agent/Registrar
shall provide for the printing, execution, and delivery of the substitute Bonds in the manner
prescribed herein and said Bonds shah be in typed or printed form as determined by the U.T. System
Representative. Pursuant to Vernon’s Texas Civil Statutes Article 717k-6,  and particularly Section
6 thereof, the duty of transfer, exchange, or replacement of Bonds as aforesaid is hereby imposed
upon the Paying Agent/Registrar, and, upon the execution of the above Paying Agent/Registrar’s
Authentication Certificate, the exchanged or replaced Bond shall be valid, incontestable, and
enforceable in the same manner and with the same effect as the Bonds which were originally issued
pursuant to this Sixth Supplement. The Board shall pay the Paying Agent/Registrar’s standard or
customary fees and charges, if any, for transferring, and exchanging any Bond or any portion
thereof but the one requesting any such transfer and exchange shall pay any taxes or governmental
charges required to be paid with respect thereto as a condition precedent to the exercise of such
privilege. The Paying Agent/Registrar shall not be required to make any such transfer, exchange,
or replacement of Bonds or any portion thereof(i) with respect to a Current Interest Bond, during
the period commencing with the close of business on any Record Date and ending with the opening
of business on the next following interest payment date, or, (ii) with respect to any Bond or portion
thereof called for redemption prior to maturity, within 45 days prior to its redemption date. To the
extent possible, any new Bond issued in an exchange, replacement, or transfer of a Bond will be
delivered to the registered owner or assignee of the registered owner not more than three business
days after the receipt of the Bonds to be cancelled and the written request as described above.

(g) Substitute Pavinrr  AeentReaistrar.  The Board covenants with the registered owners of
the Bonds that at all times while the Bonds are outstanding the Board will provide a competent and
legally qualified bank, trust company, financial institution, or other agency to act as and perform the
services of Paying Agent/Registrar for the Bonds under this Sixth Supplement. The Board reserves
the right to, and may, at its option, change the Paying Agent/Registrar upon not less than 120 days
written notice to the Paying Agent/Registrar, to be effective not later than 60 days prior to the next



principal or interest payment date after such notice. In the event that the entity at any time acting
as Paying Agent/Registrar (or its successor by merger, acquisition, or other method) should resign
or otherwise cease to act as such, the Board covenants that promptly it will appoint a competent and
legally qualified bank, trust company, financial institution, or other agency to act as Paying
Agent/Registrar under this Sixth Supplement. Upon any change in the Paying Agent/Registrar, the
previous Paying Agent/Registrar promptly shall transfer and deliver the Registration Books (or a
copy thereof), along with all other pertinent books and records relating to the Bonds, to the new
Paying Agent/Registrar designated and appointed by the Board. Upon any change in the Paying
Agent/Registrar, the Board promptly will cause a written notice thereof to be sent by the new Paying
Agent/Registrar to each registered owner of the Bonds, by United States mail, first-class postage
prepaid, which notice also shall give the address of the new Paying Agent/Registrar. By accepting
the position and performing as such, each Paying Agent/Registrar shall be deemed to have agreed
to the provisions of this Sixth Supplement, and a certified copy of this Sixth Supplement shall be
delivered to each Paying Agent/Registrar.

(h) Book-Entrv-Oniv Svstem. The Bonds of each Series issued in exchange for the Bonds
initially issued shah be issued in the form of a separate single fully registered Bond for each of the
maturities thereof registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC”), and except as provided in subsection (i) hereof, all of
the Outstanding Bonds shall be registered in the name of Cede & Co., as nominee of DTC.

With respect to Bonds registered in the name of Cede & Co., as nominee of DTC, the Board,
the Paying Agent/Registrar shall have no responsibility or obligation to any DTC Participant or to
any person on behalf of whom such a DTC Participant holds an interest on the Bonds. Without
limiting the immediately preceding sentence, the Board, the Paying Agent/Registrar shall have no
responsibility or obligation with respect to (i) the accuracy of the records of DTC, Cede & Co. or
any DTC Participant with respect to any ownership interest in the Bonds, (ii) the delivery to any
DTC Participant or any other person, other than a Bondholder, as shown on the Registration Books,
of any notice with respect to the Bonds, including any notice of redemption, or (iii) the payment to
any DTC Participant or any other person, other than a Bondholder, as shown in the Registration
Books of any amount with respect to principal of, premium, if any, or interest on the Bonds.
Notwithstanding any other provision of this Sixth Supplement to the contrary but to the extent,
permitted by law, the Board, the Paying Agent/Registrar shall be entitled to treat and consider the
person in whose name each Bond is registered in the Registration Books as the absolute owner of
such Bond for the purpose of payment of principal, premium, if any, and interest, with respect to
such Bond, for the purpose of giving notices of redemption and other matters with respect to such
Bond, for the purpose of registering transfers with respect to such Bond, and for all other purposes
whatsoever. The Paying Agent/Registrar shall pay all principal of, premium, if any, and interest on
the Bonds only to or upon the order of the respective owners, as shown in the Registration Books
as provided in this Sixth Supplement, or their respective attorneys duly authorized in writing, and
all such payments shall be valid and effective to fully satisfy and discharge the Board’s obligations
with respect to payment of principal of, premium, if any, and interest on the Bonds to the extent of
the sum or sums so paid. No person other than an owner, as shown in the Registration Books, shall
receive a Bond certificate evidencing the obligation of the Board to make payments of principal,
premium, if any, and interest pursuant to this Sixth Supplement. Upon delivery by DTC to the



Paying Agent/Registrar of written notice to the effect that DTC has determined to substitute a new
nominee in place of Cede & Co., and subject to the provisions in this Sixth Supplement with respect
to interest checks being mailed to the registered owner at the close of business on the Record Date,
the word “Cede & Co.” in this Sixth Supplement shall refer to such new nominee of DTC.

(i) Successor Securities Deoositorv:  Transfers Outside Book-Entry-Onlv  Svstem. In the
event that the Board determines to discontinue the use of the Book-Entry-Only System through
DTC or DTC determines to discontinue providing its services with respect to the Bonds, the Board
shall (i) appoint a successor securities depository, qualified to act as such under Section 17(a) of the
Securities and Exchange Act of 1934, as amended, notify DTC and DTC Participants of the
appointment of such successor securities depository and transfer one or more separate Bonds of
each such Series to such successor securities depository or (ii) notify DTC and DTC Participants
of the availability through DTC of Bonds and transfer one or more separate Bonds of each such
Series to DTC Participants having Bonds of such Series credited to their DTC accounts. In such
event, the Bonds of such Series shall no longer be restricted to being registered in the Registration
Books in the name of Cede & Co., as nominee of DTC, but may be registered inthe name of the
successor securities depository,  or its nominee, or in whatever name or names Bondholders
transferring or exchanging such Bonds shall designate, in accordance with the provisions of this
Sixth Supplement.

(j) Payments to Cede & Co. Notwithstanding any other provision of this Sixth Supplement
to the contrary, so long as any Bond is registered in the name of Cede & Co., as nominee of DTC,
all payments with respect to principal of, premium, if any, and interest on such Bond and all notices
with respect to such Bond shall be made and given, respectively, in the manner provided in the
representation letter of the Board to DTC.

(k) Notices of Redemution and Defeasance. (i) In addition to the Notice of Redemption
set forth in the FORM OF BONDS, the Authority shall give notice of redemption or defeasance to
the Paying Agent/Registrar at least 45 days prior to a redemption date in the case of a redemption
and on the defeasance date in the case of a defeasance and the Paying Agent/Registrar shall give
notice of redemption or of defeasance of Bonds by mail, first-class postage prepaid at least thirty
(30) days prior to a redemption date and within thirty (30) days after a defeasance date to each
registered securities depository and to any national information service that disseminates such
notices. In addition, in the event of a redemption caused by an advance refunding  of the Bonds, the
Paying Agent/Registrar shall send a second notice of redemption to the persons specified in the
immediately preceding sentence at least thirty (30) days but not more than ninety (90) days prior to
the actual redemption date. Any notice sent to the registered securities depositories or such national
information services shall be sent so that they are received at least two (2) days prior to the general
mailing or publication date of such notice. The Paying Agent/Registrar shall also send a notice of
prepayment or redemption to the registered owner of any Bond who has not sent the Bonds in for
redemption sixty (60) days after the redemption date.

(ii) Each Notice of Redemption or Defeasance, whether required in the FORM OF BONDS
or in this Section, shall contain a description of the Bonds to be redeemed or defeased including the
complete name of the Bonds, the Series, the date of issue, the interest rate, the maturity date, the



CUSLP  number, the certificate numbers, the amounts called of each certificate, the publication and
mailing date for the notice, the date of redemption or defeasance, the redemption price, if any, the
name of the Paying Agent/Registrar and the address at which the Bonds may be redeemed or paid,
including a contact person and telephone number.

(iii) All redemption payments made by the Paying Agent/Registrar to the registered owners
of the Bonds shall include a CUSIP  number relating to each amount paid to such registered owner.

Section 6. FORM OF BONDS. The form of the Bonds, including the form of Paying
Agent/Registrar’s Authentication Certificate, the form of Assignment and the form of Registration
Certificate of the Comptroller of Public Accounts of the State of Texas, if needed with respect to
the Bonds of each Series initially issued and delivered pursuant to this Sixth Supplement, shall be,
respectively, substantially as set forth in Exhibit B, with such appropriate variations, omissions, or
insertions as are permitted or required by this Sixth Supplement and any Award Certificate.

Section 7. ESTABLISHMENT OF FINANCING SYSTEM AND ISSUWCE  OF PARITY
DEBT. By adoption of the Master Resolution, the Board has established The University of Texas
System Revenue Financing System for the purpose of providing a financ@g  structure for revenue
supported indebtedness of components of The University of Texas System which are from time to
time included as Members ofthe Financing System. The Master Resolution is intended to establish
a master plan under which revenue supported debt of the Financing System can be incurred. This
Sixth Supplement provides for the authorization, issuance, sale, delivery, form, characteristics,
provisions of payment and redemption, and security of the Bonds as Parity Debt. The Master
Resolution is incorporated herein by reference and as such made a part hereof for all purposes,
except to the extent modified and supplemented hereby, and the Bonds are hereby declared to be
Parity Debt under the Master Resolution. As required by Section S(a) of the Master Resolution, the
Board hereby determines that upon the issuance of the Bonds it will have sufficient funds to meet
the tinancial obligations of The University of Texas System, including sufficient Pledged Revenues
to satisfy the Annual Debt Service Requirements of the Financing System and to meet all financial
obligations ofthe Board relating to the Financing System and that the Members on whose behalf the
Bonds are to be issued possess the financial capacity to satisfy their Direct Obligations after taking
the Bonds into account.

Section 8. SECURITY AND PAYMENTS. The Bonds are special obligations of the Board
payable from and secured solely by the Pledged Revenues pursuant to the Master Resolution and
this Sixth  Supplement. The Pledged Revenues are hereby pledged, subject to the liens securing the
Prior Encumbered Obligations, to the payment of the principal of, premium, if any, and interest on
the Bonds as the same shall become due and payable. The Board agrees to pay the principal of,
premium, if any, and the interest on the Bonds when due, whether by reason of maturity or
redemption.

Section 9. PAYMENTS. (a) Immediately after the delivery of the Bonds the Board shall
deposit all accrued interest received from  the sale and delivery of each Series of Bonds to the credit
of a special account to be held to pay interest on such Series of Bonds on the first interest payment
date.



(b) Semiannually on or before each principal or interest payment date while any of the Bonds
are outstanding and unpaid, commencing on the first interest payment date for each respective Series
of Bonds as provided in the Award Certificate, the Board shall make available to the Paying
Agent/Registrar, money sufficient to pay such interest on and such principal of the Bonds as will
accrue or mature, or be subject to mandatory redemption prior to maturity, on such principal,
redemption, or interest payment date. The Paying Agent/Registrar shall cancel all paid Bonds and
shall hrrnish the Board with an appropriate certificate of cancellation.

Section 10. DAMAGED, MUTILATED, LOST, STOLEN, OR DESTROYED BONDS.
(a) Reolacement Bonds. In the event any outstanding Bond is damaged, mutilated, lost, stolen, or
destroyed, the Paying Agent/Registrar shall cause to be primed, executed, and delivered, a new bond
of the same Series, principal amount, maturity, and interest rate, and in the same form, as the
damaged, mutilated, lost, stolen, or destroyed Bond, in replacement for such Bond in the manner
hereinafter provided.

(b) Aoolication for Replacement Bonds. Application for replacement of damaged, mutilated,
lost, stolen, or destroyed Bonds shall be made to the Paying Agent/Registrar In every case of loss,
theft, or destruction of a Bond, the applicant for a replacement bond shall furnish to the Board and
to the Paying Agent/Registrar such security or indemnity as may be required by them to save each
of them harmless from any loss or damage with respect thereto. Also, in every case of loss, theft,
or destruction of a Bond, the applicant shall furnish to the Board and to the Paying Agent/Registrar
evidence to their satisfaction of the loss, theft, or destruction of such Bond, as the case may be. In
every case of damage or mutilation of a Bond, the applicant shall surrender to the Paying
Agent/Registrar for cancellation the Bond so damaged or mutilated.

(c) Payment  in Lieu of Reolacement. Notwithstanding the foregoing provisions of this
Section, in the event any such Bond shall have matured, and no default has occurred which is then
continuing in the payment of the principal of, redemption premium, if any, or interest on the Bond,
the Board may authorize the payment of the same (without surrender thereof except in the case of
a damaged or mutilated Bond) instead of issuing a replacement Bond, provided security or indemnity
is htrnished  as above provided in this Section.

(d) Charue for Issuing Reolacement Bonds. Prior to the issuance of any replacement bond,
the Paying Agent/Registrar shall charge the owner of such Bond with all legal, printing, and other
expenses in connection therewith. Every replacement bond issued pursuant to the provisions of this
Section by virtue of the fact that any Bond is lost, stolen, or destroyed shall constitute a contractual
obligation of the Board whether or not the lost, stolen, or destroyed Bond shall be found at any time,
or be enforceable by anyone, and shall be entitled to all the benetits  of this Sixth Supplement equally
and proportionately with any and all other Bonds duly issued under this Sixth Supplement.

(e) Authoritv for Issuing Reolacement Bonds. In accordance with Section 6 of Vernon’s
Texas Civil Statutes Article 717k-6,  this Section shall constitute authority for the issuance of any
such replacement bond without the necessity of timher  action by the Board or any other body or
person, and the duty of the replacement of such Bonds is hereby authorized and imposed upon the



Paying Agent/Registrar, and the Paying Agent/Registrar shall authenticate and deliver such Bonds
in the form and manner and with the effect, as provided in Section S(t)  of this Sixth Supplement for
Bonds issued in exchange and replacement for other Bonds.

Section I I.  AMENDMENT OF SUPPLEMENT. (a) Amendments Without Consent. This
Sixth Supplement and the rights and obligations of the Board and of the owners of the Bonds may
be modiied or amended at any time without notice to or the consent of any owner of the Bonds or
any other Parity Debt, solely for any one or more of the following purposes:

(i) To add to the covenants and agreements of the Board contained in this Sixth
Supplement, other covenants and agreements thereafter to be observed, or to surrender any
right or power reserved to or conferred upon the Board in this Sixth Supplement;

(ii) To cure any ambiguity or inconsistency, or to cure or correct any defective
provisions contained in this Sixth Supplement, upon receipt by the Board of an approving
opinion of Bond Counsel, that the same is needed for such purpose, and will more clearly
express the intent of this Sixth Supplement;

(iii) To supplement the security for the Bonds, replace or provide additional credit
facilities, or change the form of the Bonds or make such other changes in the provisions
hereof as the Board may deem necessary or desirable and which shall not, in the judgment
of the Board, materially adversely affect the interests of the owners of the Outstanding
Bonds; or

(iv) To make  any changes or amendments requested by any bond rating agency then
rating or requested to rate Bonds, as a condition to the issuance or maintenance of a rating,
which changes or amendments do not, in the judgment of the Board, materially adversely
affect the interests of the owners of the Outstanding Bonds.

(b) Amendments With Consent. Subject to the other provisions of this Sixth Supplement,
the owners of Outstanding Bonds aggregating 5 1 percent in Outstanding Principal Amount shall
have the right from time to time to approve any amendment, other than amendments described in
Subsection (a) of this Section, to this Siih 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 Bonds, the amendment of the
terms and conditions in this Sixth Supplement or in the Bonds so as to:

(1) Make any change in the maturity of the Outstanding Bonds;

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

(3) Reduce the amount of the principal payable on Outstanding Bonds;

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



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

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

(c) Notice.  If at any time the Board shall desire to amend this Sixth Supplement other than
pursuant to (a) above, 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 shah briefly set
forth the nature of the proposed amendment and shall state that a copy thereof is on file at the
principal office of the Paying Agent/Registrar for inspection by all owners of Bonds. Such
publication is not required, however, if the Board gives or causes to be given such notice in writing
to each owner of Bonds.

(d) Receiot  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 percent in Outstanding Principal Amount of Bonds, 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 amendatoty  resolution in
substantially the same form.

(e) Effect of Amendments. Upon the adoption by the Board of any resolution to amend this
Sixth Supplement pursuant to the provisions of this Section, this Sixth Supplement shah 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 Bonds and all future  Bonds shall
thereafter be determined, exercised, and enforced under the Resolution and this Sixth Supplement,
as amended.

(f) Consent Irrevocable. Any consent given by any owner of Bonds 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 ofthe same Bonds 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 Paying Agent/Registrar
and the Board, but such revocation shall not be effective if the owners of 5 1 percent in Outstanding
Principal Amount of Bonds, prior to the attempted revocation, consented to and approved the
amendment.

(g) Ownershio. For the purpose of this Section, the ownership and other matters relating
to all Bonds registered as to ownership shall be determined from the registration books kept by the
Paying Agent/Registrar therefor. The Paying Agent/Registrar may conclusively assume that such
ownership continues until written notice to the contrary is served upon the Paying Agent/Registrar.



Section 12. COVENANTS REGARDING TAX-EXEMPTION. The Board covenants to
refrain from any action which would adversely affect,  or to take such action to assure, the treatment
of the Bonds as obligations described in section 103 of 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:

(a) to take any action to assure that no more than 10 percent of the proceeds of the
Bonds (less amounts deposited to a reserve t?.md,  if any) are used for any “private business
use,” as defined in section 141(b)(6) ofthe 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 Sixth Supplement or any underlying
arrangement, directly or indirectly, secure or provide for the payment of more than 10
percent ofthe debt service on the Bonds, in contravention of section 141(b)(2) of the Code;

(b) to take any action to assure that in the event that the “private business use”
described in subsection (a) hereof exceeds 5 percent of the proceeds of the Bonds (less
amounts deposited into a reserve tund, ifany)  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;

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

(d) to refrain from taking any action which would otherwise result in the Bonds
being treated as “private activity bonds” within the meaning of section 141(b) of the Code;

(e) to refrain t?om taking any action that would result in the Bonds being “federally
guaranteed” within the meaning of section 149(b)  of the Code;

(t) to refrain from using any portion of the proceeds of the Bonds, directly or
indirectly, to acquire or to replace funds which were used, directly or indirectly, to acquire
investment property (as defined in section 148(b)(2) of the Code) which produces a
materially higher yield over the term of the Bonds, other than investment property acquired
with --

(1) proceeds of the Bonds invested for a reasonable temporary period of 3
years or less or, in the case of a retimding  bond, for a period of 30 days or less until
such proceeds are needed for the purpose for which the bonds are issued,

(2) amounts invested in a bona fide debt service fund, within the meaning of
section 1.148-l(b) of the Treasury Regulations, and
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(3) amounts deposited in any reasonably required reserve or replacement
fund to the extent such amounts do not exceed 10  percent of the proceeds of the
Bonds;

(g) to otherwise restrict the use of the proceeds of the Bonds or amounts treated as
proceeds of the Bonds, as may be necessary, so that the Bonds do not otherwise contravene
the requirements of section 148 of the Code (relating to arbitrage) and, to the extent
applicable, section 149(d) of the Code (relating to advance refimdings);  and

(h) to pay to the United States of America at least once during each five-year period
(beginning on the date of delivery of the Bonds) an amount that is at least equal to 90
percent of the “Excess Earnings,” within the meaning of section 148(f) of the Code and to
pay to the United States of America, not later than 60 days after the Bonds have been paid
in full, 100 percent of the amount then required to be paid as a result of Excess Earnings
under section 148(f)  of the Code

For purposes ofthe foregoing (a) and (b), the Board understands that the term “proceeds” includes
“disposition proceeds” as defined in the Treasury regulations and, in the case of retimding  bonds,
transferred proceeds (if any) and proceeds of the refhnded bonds expended prior to the date of
issuance of the Bonds.) It is the understanding of the Board that the covenants contained herein are
intended to assure compliance with the Code and any regulations or rulings promulgated by the U.S.
Department of the Treasury pursuant thereto. In the event that regulations or rulings are hereafter
promulgated which modify, or expand provisions of the Code, as applicable to the Bonds, the Board
will not be required to comply with any covenant contained herein to the extent that such failure to
comply, in the opinion of nationally-recognized bond counsel, will not adversely affect the exemption
from federal income taxation of interest on the Bonds under section 103 of the Code. In the event
that regulations or rulings are hereafter promulgated which impose additional requirements which
are applicable to the Bonds, the Board agrees to comply with the additional requirements to the
extent necessary, in the opinion of nationally-recognized bond counsel, to preserve the exemption
f?om federal income taxation of interest on the Bonds under section 103 of the Code. In &utherance
of such intention, the Board hereby authorizes and directs the U.T. System Representative to
execute any documents, certiticates or reports required by the Code and to make such elections, on
behalf of the Board, which may be permitted by the Code as are consistent with the purpose for the
issuance of the Bonds.

In order to facilitate compliance with the above covenant (h), a “Rebate Fund” is hereby
established by the Board for the sole benefit of the United States of America, and such Fund shall
not be subject to the claim of any other person, including without limitation the bondholders. The
Rebate Fund is established for the additional purpose of compliance with section 148 of the Code.

The Board covenants that the property tinanced with the proceeds of the Refunded
Obligations will not be sold or otherwise disposed in a transaction resulting in the receipt by the
Board of cash or other compensation, unless the Board obtains an opinion of nationally-recognized
bond counsel that such sale or other disposition will not adversely affect the tax-exempt status of
the Bonds. For purposes of the foregoing, the portion of the property comprising personal property



and disposed in the ordinary course shall not be treated as a transaction resulting in the receipt of
cash or other compensation. For purposes hereof, the Board shall not be obligated to comply with
this covenant if it obtains an opinion that such failure to comply will not adversely affect the
excludability for federal income tax purposes from gross income of the interest.

Section 13. SIXTH SUPPLEMENT TO CONSTITUTE A CONTRACT; EQUAL
SECURITY. In consideration of the acceptance of the Bonds, the issuance of which is authorized
hereunder, by those who shall hold the same From time to time, this Sixth Supplement shall be
deemed to be and shall constitute a contract between the Board and the Holders from time to time
of the Bonds and the pledge made in this Sixth Supplement by the Board and the covenants and
agreements set forth in this Sixth Supplement to be performed by the Board shall be for the equal
and proportionate benefit, security, and protection of all Holders, without preference, priority, or
distinction as to security or otherwise of any of the Bonds authorized hereunder over any of the
others by reason of time of issuance, sale, or maturity thereof or otherwise for any cause whatsoever,
except as expressly provided in or permitted by this Sixth Supplement.

Section 14. SEVERABILITY OF INVALID PROVISIONS. If any one or more of the
covenants, agreements, or provisions herein contained shall be held contrary to any express
provisions of law or contrary to the policy of express law, though not expressly prohibited, or
against public policy, or shall for any reason whatsoever be held invalid, then such covenants,
agreements, or provisions shall be null and void and shall be deemed separable from the remaining
covenants, agreements, or provisions and shall in no way affect the validity of any of the other
provisions hereof or of the Bonds issued hereunder.

Section 15. PAYMENT AND PERFORMANCE ON BUSINESS DAYS. Except as
provided to the contrary in the Form of Bonds, whenever under the terms of this Sixth Supplement
or the Bonds, the performance date of any provision hereof or thereof, including the payment of
principal of or interest on the Bonds, shall occur on a day other than a Business Day, then the
performance thereof, including the payment of principal of and interest on the Bonds, need not be
made on such day but may be performed or paid, as the case may be, on the next succeeding
Business Day with the same force and effect as if made on the date of performance or payment.

Section 16. LIMITATION OF BENEFITS WITH RESPECT TO THE SIXTH
SUPPLEMENT. With the exception of the rights or benefits herein expressly conferred, nothing
expressed or contained herein or implied from  the provisions of this Sixth Supplement or the Bonds
is intended or should be construed to confer upon or give to any person other than the Board, the
Holders, the Paying Agent/Registrar, any legal or equitable right, remedy, or claim under or by
reason of or in respect to this Sixth Supplement or any covenant, condition, stipulation, promise,
agreement, or provision herein contained. This Sixth Supplement and all of the covenants,
conditions, stipulations, promises, agreements, and provisions hereof are intended to be and shall
be for and inure to the sole and exclusive benefit of the Board, the Holders, the Paying
Agent/Registrar as herein and therein provided.

Section 17. CUSTODY, APPROVAL, BOND COUNSELS OPINION, CUSIP
NUMBERS, PREAMBLE, AND INSURANCE. The Director of Finance is hereby authorized to



have control of each Series of Bonds issued hereunder and all necessary records and proceedings
pertaining to such Series of Bonds pending their delivery and approval by the Attorney General of
the State of Texas and registration by the Comptroller of Public Accounts and to cause an
appropriate legend reflecting such approval and registration to appear on the Bonds of such Series
and the substitute Bonds of such Series. The approving legal opinion of the Board’s Bond Counsel
and the assigned CUSIP numbers may, at the option of the Director of Finance, be printed on the
Bonds and on any Bonds issued and delivered in exchange or replacement of any Bond, but neither
shall have any legal effect, and shall be solely for the convenience and information of the registered
owners of the Bonds. The preamble to the Sixth Supplement is hereby adopted and made a part of
this Sixth Supplement for all purposes. If insurance is obtained on any of the Bonds, the Bonds shall
bear, as appropriate and applicable, a legend concerning insurance as provided by the Insurer.

Section 18. REFUNDING OF REFUNDED OBLIGATIONS; ESCROW AGREEMENT.
That concurrently with the delivery of each Series of Bonds, the U.T. System Representative shall
cause to be deposited an amount from the proceeds from the sale of such Series of Bonds with
Bankers Trust Company, as Escrow Agent, sufficient, together with other legally available funds of
the Board, to provide for the refunding and defeasance of the respective RefUnded  Obligations in
accordance with Section 7A of Vernon’s Ann. Tex. Civ. St. Article 717k,  as amended. The U.T.
System Representative is hereby authorized, for and on behalf of the Board, to execute an Escrow
Agreement to accomplish such purpose, in substantially the form and substance submitted to the
Board at the meeting at which this Sixth Supplement is adopted. The U.T. System Representative
is further authorized and directed to apply and there is hereby appropriated such moneys of the
Board as are necessary to fund the Escrow Fund to be established by the Escrow Agreement with
amounts sufficient to provide for the defeasance of the Refunded Obligations on the date of delivery
of the Bonds.

Section 19. APPLICATION OF BOND PROCEEDS. (a) Proceeds from the sale of the
Bonds shall, promptly upon receipt thereof, be applied by the U.T. System Representative as
follows:

(9 accrued interest for the Bonds shall be deposited as provided in Section 9;

(ii) an amount sufftcient  to accomplish the purposes of Section 18 shall be so
applied;

(iii) any proceeds from the sale of Bonds remaining after the deposits provided
for in clauses (i) or (ii) above, shall be applied to pay expenses arising in connection
with the issuanceof  the Bonds and the refunding of the Rehmded Obligations.

Any sale proceeds of the Bonds remaining after making all deposits and payments provided for
above shall be applied to the payment of principal of and interest on the Bonds.

Section 20. FURTHER PROCEDURES. The Executive Committee, each member of the
Executive Committee, each U.T. System Representative, and all other offtcers, employees, and



agents of the Board, and each of them, shall be and they are hereby expressly authorized,
empowered, and directed from time to time and at any time to do and perform all such acts and
things and to execute, acknowledge, and deliver in the name and under the corporate seal and on
behalf of the Board all such instruments, whether or not herein mentioned, as may be necessary or
desirable in order to carry out the terms and provisions of this Sixth Supplement, the Escrow
Agreement, the Bonds, the sale and delivery of each Series of Bonds and fixing all details in
connection therewith, the Paying Agent/Registrar Agreement, to approve any Official Statement,
or supplements thereto, in connection with either Series of Bonds, and to affect the amendment of
the Swap Agreement and the execution and delivery of confirmations thereunder. In case any
officer whose signature shall appear on the Bonds shall cease to be such officer before the delivery
of the Bonds, such signature shall nevertheless be valid and sufficient for all purposes the same as
if such officer had remained in office until such delivery. Notwithstanding anything to the contrary
contained herein, while the Bonds are subject to DTC’s  Book-Entry-Only System and to the extent
permitted by law, the Letter of Representation is hereby incorporated herein and its provisions shall
prevail over any other provisions of this Sixth Supplement in the event of conflict. In addition, the
U.T. System Representative is authorized to submit an application to the Texas Bond Review Board
requesting the approval of the issuance of the Bonds. In addition, the U.T. System Representative,
General Counsel, and Bond Counsel are hereby authorized to approve, subsequent to the date of the
adoption of this Sixth Supplement, any amendments to the above named documents, and any
technical amendments to this Sixth Supplement as may be required by Fitch Investors Services, L.P.,
Moody’s Investors Service, Inc., or Standard & Poor’s Ratings Group, a Division of McGraw-Hill,
Inc. as a condition to the granting of a rating on the Bonds or as required by the office of the Texas
Attorney General as a condition to the approval of the Bonds.

Section 21. DTC LETTER OF REPRESENTATIONS. The U.T. System Representative
is authorized and directed to enter into any amendments necessary to the Blanket Letter of
Representations with DTC to implement the Book-Entry-Only System of Bond Registration with
respect to each Series of Bonds.

Section 22. REPEAL OF CONFLICTING RESOLUTIONS; RATIFICATION OF
CONTINUANCE OF COMMERCIAL PAPER NOTE PROGRAM. All resolutions and all parts
of any resolutions which are in conflict  or are inconsistent with this Sixth Supplement are hereby
repealed and shall be of no tin-ther force or effect to the extent of such conflict  or inconsistency. The
Amended and Restated First Supplemental Resolution to the Master Resolution, authorizing the
Revenue Financing System Commercial Paper Notes, Series A (the “First Supplement”), provided
that the notes issued thereunder could be issued from time to time in an aggregate principal amount
not to exceed %250,000,000,  at any one time outstanding and tinther  contemplated that the notes
originally issued might be retired and additional notes issued by the U.T. System Representative, as
defined in the First Supplement. Simultaneously with the adoption of this Sixth Supplement, the
Board adopted the First Amendment to the First Supplement. The provisions of the First
Supplement, as so amended, are hereby ratified and reaffirmed and it is recognized that notes will
be issued thereunder in the future pursuant to, in accordance with, and subject to the conditions
contained in the First Supplement.

19

- 154 -



Section 23. OFFICIAL STATEMENT. The draft Offtcial  Statement relating to the Bonds
submitted to the Board at the meeting at which this Sixth Supplement is adopted is hereby approved
and the U.T. System Representative is authorized and directed to provide for and oversee the
preparation of a preliminary and final official statement in connection with the issuance of the Bonds,
and to approve such official statement and deem it final in compliance with the Rule and to provide
it to the purchasers of the Bonds in compliance with such Rule.

Section 24. CREDIT AGREEMENT. (a) Pursuant to the Interest Rate Swap Agreement
dated as of April 1, 1994, between the Board and Goldman Sachs Capital Markets, L.P. (the “Swap
Agreement”), the U.T. System Representative may accept and execute confirmations under and as
defmed in the Swap Agreement when, in his or her judgment, the execution of such confirmation (i)
would reduce the net interest to be paid by the Board with respect to the Bonds or any other Parity
Debt over the term of the confumation  or (ii) given the market conditions at the time, is in the best
interest of the Board. When such contirmations  are executed on behalf of the Board, the costs
thereof and the amounts payable thereunder shall be paid out of Pledged Revenues. The Swap
Agreements constitutes a “Credit Agreement” as defined in the Master Resolution and Article 717q,
Vernon’s Texas Civil Statutes and constitutes Parity Debt under the Master Resolution.

(b) The U.T. System Representative is hereby authorized to enter into an amendment to the
Swap Agreement to allow confirmations thereunder to be issued and entered into with respect the
Bonds or to any other Parity Debt and to make such other amendments as in the judgment of the
U.T. System Representative and Bond Counsel are necessary to allow the Board to achieve the
benefits of the Swap Agreement.

Section 25.  PUBLIC NOTICE. It is hereby found and determined that each of the officers
and members of the Board was duly and sufficiently notified officially and personally, in advance,
of the time, place, and purpose of the Meeting at which this Sixth Supplement was adopted; that this
Sixth Supplement would be introduced and considered for adoption at said meeting; that said
meeting was open to the public, and public notice of the time, place, and purpose of said meeting
was given, all as required by Chapter 55 1, Texas Government Code.
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ADOPTED AND APPROVED this

ATTEST:

Chairman, Board of Regents of
The University of Texas System

Executive Secretary, Board of Regents of
The University of Texas System



EXHIBIT A
DEFINITIONS

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

The term “Acts” shall mean, collectively, Articles 717k and 717q,  Vernon’s Texas Civil
Statutes, as amended, and Chapter 55, Texas Education Code, as amended.

The term  “Authorized Denominations” shall mean Authorized Denominations as defined in
Section 2 of this Sixth Supplement. .’

The term “Award Certificate” shall mean the certificate executed by the U.T. System
Representative in connection with each Series of Bonds which establishes the terms of the Series of
Bonds pursuant to Section 3 of this Sixth Supplement.

The terms “Board” and “Issuer” shall mean the Board of Regents of The University of Texas
System or any successor thereto.

The term “Bonds” shall mean collectively each Series of Bonds issued pursuant to this Sixth
Supplement, and all substitute bonds exchanged therefor, and all other substitute and replacement
bonds issued pursuant to this Sixth Supplement; and the term “Bond” means any of the Bonds.

The term “Business Day” shall mean any day which is not a Saturday, Sunday, legal holiday,
or a day on which banking institutions in The City of New York, New York or in the city where the
corporate trust office of the Paying Agent/Registrar is located are authorized by law or executive
order to close.

The term “Capital Appreciation Bonds” shall mean the Bonds of each Series of the Bonds
on which no interest is paid prior to maturity, maturing variously in each of the years and in the
aggregate principal amount as set forth in the Award Certificate.

The term “Code” means the Internal Revenue Code of 1986, as amended.

The term “Compounded Amount” shall mean, with respect to a Capital Appreciation Bond,
as of any particular date of calculation, the original principal amount thereof, plus all interest accrued
and compounded to the particular date of calculation, as determined in accordance with Section 4
of this Sixth Supplement and the Compounded Amount Table relating to such Bonds.

The term “Compounded Amount Table” shall  mean with respect to the Capital Appreciation
Bonds of a Series of Bonds, the table attached as an Exhibit to the Award Certificate relating to such
Series of Bonds which shows the Compounded Amounts per $5,000 Maturity Amount on the
Compounding Dates for each maturity to its Stated Maturity.
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The term “Compounding Dates” shall mean Compounding Dates as defined in Section 4 of
this Sixth Supplement.

The term “Current Interest Bonds” shall mean the Bonds of each Series of the Bonds paying
current interest and maturing in each of the years and in the aggregate principal amounts set forth
in the Award Certificate.

The term “DTC” shall mean The Depository Trust Company, New York, New York, or any
successor securities depository.

The term “DTC Participant” shall mean securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations on whose behalf DTC was created
to hold securities to facilitate the clearance and settlement of securities transactions among DTC
Participants.

The term “Sixth Supplement” shall mean this Sixth Supplement Resolution to the Master
Resolution authorizing the Bonds.

The term “Issuance Date” shall mean the date of delivery of each Series of Bonds to the
initial purchaser or purchasers thereof against payment therefor.

The term “MSRB”  shall mean the Municipal Securities Rulemaking Board.

The term “Master Resolution” shall mean the Amended and Restated Master Resolution
Establishing The University of Texas System Revenue Financing System adopted by the Board on
February 14, 1991, as amended on October 8, 1993, and August 14, 1997.

The term “Maturity” shall mean the date on which the principal of a Bond becomes due and
payable as therein and herein provided, whether at Stated Maturity, by redemption, declaration of
acceleration, or otherwise.

The term “Maturity Amount” shall mean the Compounded Amount of a Capital Appreciation
Bond due on its Stated Maturity.

The term “NRMSIR”  shall mean each person whom the SEC or its staff  has determined to
be a nationally recognized municipal securities information repository within the meaning of the Rule
from time to time.

The term “Paying Agent/Registrar” shall mean the paying agent and registrar appointed
pursuant to Section 5 of this Sixth Supplement, or any successor to such agent.

The term “Record Date” shall mean with respect to the Bonds, the last calendar day of each
month preceding an interest payment date.
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The term “Refunded Obligations” shall mean the Board of Regents of The University of
Texas System Revenue Financing Commercial Paper Notes, Series A to be refunded with the
proceeds of the Bonds.

The term “Registration Books” shall mean the books or records relating to the registration,
payment, and transfer or exchange of the Bonds maintained by the Paying Agent/Registrar pursuant
to Section 5 of this Sixth Supplement.

The term “SEC” shall mean the United States Securities and Exchange Commission,

The term “SID” shall mean any person designated by the State of Texas or an authorized
department, officer, or agency thereof as, and determined by the SEC or its staff to be, a state
information depository within the meaning of the Rule from time to time.

The term “Stated Maturity”, shsll  mean when used with respect to the Bonds, the scheduled
maturity or mandatory sinking &nd redemption of the Bonds.

The term ‘UT.  System Representative” shall mean one or more of the following officers or
employees of The University of Texas System, to wit: the Chancellor, the Executive Vice
Chancellor for Business Affairs, the Assistant Vice Chancellor for Finance, and the Director of
Finance, 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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EXHIBIT B

FORM  OF BONDS

UNITED STATES OF AMERICA
STATE OF TEXAS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
REVENUE FINANCING SYSTEM BONDS

SERIES 1997-

[FORM OF FIRST TWO PARAGRAPHS OF CURRENT INTEREST BONDS]

iJO. R-p PRINCIPAL
.AMOUNT
$

INTEREST RATE MATURITY DATE BOND DATE CUSIP NO.

REGISTERED OWNER:

PRINCIPAL AMOUNT: DOLLARS

ON THE MATURITY DATE specified above, the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (the “Issuer”), being an agency and political subdivision of
the State of Texas, hereby promises to pay to the Registered Owner specified above or the registered
assignee hereof (either being hereinafter called the “registered owner”) the principal amount specified
above and to pay interest thereon, calculated on the basis of a 360-day  year composed of twelve 30-
day months, t?om the Bond Date specified above, to the Maturity Date specified above, or the date
of redemption prior to maturity, at the interest rate per annum specified above; with interest being
payable on __’ 199, and semi-annuaily  on each _ and
thereafter, except that if the date of authentication of this Bond is later than the first Record Da;
(hereinatler  defined), such principal amount shall bear interest from the interest payment date next
preceding the date of authentication, unless such date of authentication is after any Record Date but
on or before the next following interest payment date, in which case such principal amount shall bear
interest from such next following interest payment date.

THE PRINCIPAL OF AND INTEREST ON this Bond are payable in lawful  money of the
United States of America, without exchange or collection charges, solely from hmds of the Issuer
required by the resolution authorizing the issuance of the Bonds to be on deposit with the Paying



Agent/Registrar for such purpose as hereinafter provided. The principal of this Bond shall be paid
to the registered owner hereof upon presentation and surrender of this Bond at maturity or upon the
date fixed for its redemption prior to maturity, at the corporate trust office of Norwest Bank Texas,
N.A. in Dallas, Texas, which is the “Paying Agent/Registrar” for this Bond. The payment of interest
on this Bond shall be made by the Paying Agent to the registered owner hereof on each interest
payment date by check, dated as of such interest payment date, and such check shall be sent by the
Paying Agent/Registrar by United States mail, first-class postage prepaid, on each such interest
payment date, to the registered owner hereof at the address of the registered owner, as it appeared
on the last day of the month next preceding each such date (the “Record Date”) on the Registration
Books kept by the Paying Agent/Registrar, as hereinafter described; provided, that upon the written
request of any owner of not less than Sl,OOO,OOO  in principal amount of Bonds provided to the
Paying AgentRegistrar  not later than the Record Date immediately preceding an interest payment
date, interest due on such interest payment date shall be made by wire transfer to any designated
account within the United States of America. In addition, interest may be paid by such other method
acceptable to the Paying Agent/Registrar, requested by, and at the risk and expense of, the registered
owner hereof Any accrued interest due upon the redemption of this Bond prior to maturity as
provided herein shall be paid to the registered owner upon presentation and surrender of this Bond
for redemption and payment at the principal office of the Paying Agent/Registrar. The Issuer
covenants with the registered owner of this Bond that on or before each principal payment date and
interest payment date for this Bond it will make available to the Paying Agent/Registrar, the amounts
required to provide for the payment, in immediately available Curds, of all principal of and interest
on the Bonds, when due. Notwithstanding the foregoing, during any period in which ownership of
the Bonds is determined by a book entry at a securities depository for the Bonds, payments made
to the securities depository, or its nominee, shall be made in accordance with arrangements between
the Issuer and the securities depository. Terms used herein and not otherwise defined have the
meaning given in the Bond Resolution.

B-2
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UNITED STATES OF AMERICA
STATE OF TEXAS

BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
REVENUE FINANCING SYSTEM BONDS

SERIES 1997-

[FORM OF FIRST  TWO PARAGRAPHS OF CAPITAL APPRECIATION BONDS]

N O .  C R - - MATURITY
AMOUNT
%

INTEREST RATE MATURITY DATE ISSUANCE DATE CUSIP NO.

%

REGISTERED OWNER:

PRINCIPAL AMOUNT DOLLARS

ON THE MATURITY DATE specified above, the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (the “Issuer”), being an agency and political subdivision of
the State of Texas, hereby promises to pay to the Registered Owner specified  above or the registered
assignee hereof (either being hereinafter called the “registered owner”) the Maturity Amount
specified above representing the original principal amount specified above and accrued and
compounded interest thereon. Interest shah accrue on the original principal amount hereof from the
Issuance Date at the interest rate per annum specified above (subject to rounding to the
Compounded Amounts as provided in the Bond Resolution), compounded semi-annually on

--and _ of each year, commencing - 199-.  For convenience
of reference, a table appears on the back of this Bond showing the “Compounded Amount” of the
original principal amount per $5,000 Maturity Amount compounded semiannually at the yield shown
on such table.

THE MATURITY AMOUNT OF this Bond is payable in lawfbl  money of the United States
of America, without exchange or collection charges, solely from timds  of the Issuer required by the
Bond Resolution to be on deposit with the Paying Agent/Registrar for such purpose as hereinafter
provided. The Maturity Amount or Compounded Amount of this Bond shah be paid to the
registered owner hereof upon presentation and surrender of this Bond at maturity or upon the date
fixed  for its redemption prior to maturity, as the case may be, at the corporate trust office  of
Norwest  Bank Texas, N.A. in Dallas, Texas, which is the “Paying Agent/Registrar” for this Bond.
The Issuer covenants with the registered owner of this Bond that on or before the Maturity Date for
this Bond it will make available to the Paying Agent/Registrar, the amount required to provide for
the payment, in immediately available funds, of the Maturity Amount when due. Notwithstanding

/ky: UT  am  97MO. *13J.o45m”Pam  . Lami B-3
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the foregoing, during any period in which ownership of the Bonds is determined by a book entry at
a securities depository for the Bonds, payments made to the securities depository, or its nominee,
shall be made in accordance with arrangements between the Issuer and the securities depository.
Terms used herein and not otherwise defined have the meaning given in the Bond Resolution.

B-4
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[FORM OF REMAINDER OF CURRENT INTEREST BONDS
AND CAPITAL APPRECIATION BONDS]

*This Bond is one of a Series of bonds authorized in the aggregate principal amount of
$ pursuant to a Sixth Supplemental Resolution to the Master Resolution adopted

, 1997, and pursuant to the Master Resolution referred therein (collectively, the “Bond
Resolution”) for the purpose of(i) refunding $ , in aggregate principal amount of the
Board of Regents of The University of Texas System Revenue Financing System Commercial Paper
Notes, Series A issued for the purpose of acquiring, purchasing, constructing, improving, enlarging,
and equipping the property and facilities of the Members of the Revenue Financing System pursuant
to Section 55.1714 of the Texas Education Code and (ii) paying the costs related thereto, [and
comprised of(i) Bonds in the aggregate principal amount of $ that pay interest only
at maturity (the “Capital Appreciation Bonds”) and (ii) Bonds in the aggregate principal amount of
% that pay interest semiannually until maturity (the “Current Interest Bonds”).]

**This Bond is one of a Series of bonds authorized in the aggregate principal amount of
$ pursuant to a Sixth Supplemental Resolution to the Master Resolution adopted

, 1997, and pursuant to the Master Resolution referred therein (collectively, the “Bond
Resolution”) for the purpose of(i) refunding $ , in aggregate principal amount of the
Board of Regents of The University of Texas System Revenue Financing System Commercial Paper
Notes, Series A ‘and (ii) paying the costs related thereto, [and comprised of (i) Bonds in the
aggregate principal amount of % that pay interest only at maturity (the “Capital
Appreciation Bonds”) and (ii) Bonds in the aggregate principal amount of % that pay
interest semiannually until maturity (the “Current Interest Bonds”).]

O N-Ad or on any date theretier,  the Bonds of this Series scheduled to mature
on - - in each of the years - t h r o u g h  _ _ and on may be redeemed
prior to their scheduled maturities, at the option of the Issuer, with fundsderivedfrom  any available
and lawful source, as a whole, or in part, and, if in part, the particular Bonds, or portion thereof, to
be redeemed shah be selected and designated by the Issuer (provided that a portion of a Bond may
be redeemed only in an integral multiple of $S,OOO),  at a redemption price equal to

and accrued interest to the date fixed for
redemption; provided that during any period in which ownership of the Bonds is determined by a
book entry at a securities depository for the Bonds, if fewer than all of the Bonds of the same
maturity and bearing the same interest rate are to be redeemed, the particular Bonds of such maturity
and bearing such interest rate shall be selected in accordance with the arrangements between the
Issuer and the securities depository

The Bonds of this issue scheduled to mature on _)A are subject to mandatory
sinking fund redemption prior to their scheduled maturity and shah be redeemed by the Issuer, in
part, prior to their scheduled maturity, with the particular Bonds or portions thereof to be redeemed

‘ * For inclusion in the Series 1997A Bonds
**For inclusion in the Series 19978 Bonds



to be selected and designated by the Issuer (provided that a portion of a Bond may be redeemed only
in an integral multiple of SS,OOO),  at a redemption price equal to the par or principal amount thereof
and accrued interest to the date of redemption, on the dates, and in the principal amounts,
respectively, as set forth in the following schedule:

Bonds Maturing

Redemntion  Date
principal
Amount

The principal amount of the Bonds required to be redeemed on each such redemption date pursuant
to the foregoing operation of the mandatory sinking fund shall be reduced, at the option of the
Issuer, by the principal amount of any Bonds, which, at least 45 days prior to the mandatory sinking
fund redemption date, (1) shall have been acquired by the Issuer and delivered to the Paying
Agent/Registrar for cancellation, or (2) shall have been acquired and cancelled by the Paying
Agent/Registrar at the direction of the Issuer, in either case of (1) or (2) at a price not exceeding the
par or principal amount of such Bonds, or (3) have been redeemed pursuant to the optional
redemption provisions set forth above and not theretofore credited against a mandatory sinking fund
redemption, During any period in which ownership of the Bonds is determined by a book entry at
a securities depository for the Bonds, if fewer than all of the Bonds of the same maturity and bearing
the same interest rate are to be redeemed, the particular Bonds of such maturity and bearing such
interest rate shall be selected in accordance with the arrangements between the Issuer and the
securities depository.

AT LEAST 30 days prior to the date fixed for any redemption of Bonds or portions thereof
prior to maturity a written notice of such redemption shall be published once in a financial
publication, journal, or report of general circulation among securities dealers in The City of New
York, New York (including, but not limited to, The Bond Buyer and The Wall Street Journal), or
in the State of Texas (including, but not limited  to, The Texas Bond Reporter). Such notice also
shall be sent by the Paying Agent/Registrar by United States mail, first-class postage prepaid, not
less than 30 days prior to the date fixed for any such redemption, to the registered owner of each
Bond to be redeemed at its address as it appeared on the 45th day prior to such redemption date;
provided, however, that the failure to send, mail, or receive such notice, or any defect therein or in
the sending or mailing thereof, shall not a&t  the validity or effectiveness of the proceedings for the
redemption of any Bond, and it is hereby specifically provided that the publication of such notice as
required above shall be the only notice actually required in connection with or as a prerequisite to
the redemption of any Bonds or portions thereof By the date fixed for any such redemption due
provision shall be made with the Paying Agent/Registrar for the payment of the required redemption
price for the Bonds or portions thereof which are to be so redeemed. If such written notice of
redemption is published and if due provision for such payment is made, all as provided above, the
Bonds or portions thereof which are to be so redeemed thereby automatically shall be treated as
redeemed prior to their scheduled maturities, and they shall not bear interest after the date fixed  for
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redemption, and they shall not be regarded as being outstanding except for the right of the registered
owner to receive the redemption price from the Paying Agent/Registrar out of the funds provided
for such payment. If a portion of any Bond shall be redeemed, a substitute Bond or Bonds having
the same maturity date, bearing interest at the same rate, payable in the same manner, in any
authorized denomination at the written request of the registered owner, and in aggregate principal
amount equal to the unredeemed portion thereof, will be issued to the registered owner upon the
surrender thereof for cancellation, at the expense of the Issuer, all as provided in the Bond
Resolution.

IF THE DATE for the payment of the principal of or interest on this Bond shall be a
Saturday, Sunday, a legal holiday, or a day on which banking institutions in The City of New York,
New York, or in the city where the principal office of the Paying AgentRegistrar  is located are
authorized by law or executive order to close, then the date for such payment shall be the next
succeeding day which is not such a Saturday, Sunday, legal holiday, or day on which banking
institutions are authorized to close; and payment on such date shall have the same force and effect
as if made on the original date payment was due.

THIS BOND OR ANY PORTION OR PORTIONS HEREOF IN ANY AUTHORIZED
DENOMINATION may be assigned and shall be transferred only in the Registration Books of the
Issuer kept by the Paying Agent/Registrar acting in the capacity of registrar for the Bonds, upon the
terms and conditions set forth in the Bond Resolution. Among other requirements for such
assignme.nt  and transfer, this Bond must be presented and surrendered to the Paying AgentlRegistrar,
together with proper instruments of assignment, in form and with guarantee of signatures
satisfactory to the Paying Agent/Registrar, evidencing assignment of this Bond or any portion or
portions hereof in any authorized denomination to the assignee or assignees in whose name or names
this Bond or any such portion or portions hereof is or are to be transferred and registered. The form
of Assignment printed or endorsed on this Bond shall be executed by the registered owner or its duly
authorized attorney or representative, to evidence the assignment hereof. A new Bond or Bonds
payable to such assignee or assignees (which then will be the new registered owner or owners of
such new Bond or Bonds), or to the previous registered owner in the case of the assignment and
transfer of only a portion of this Bond, may be delivered by the Paying Agent/Registrar in exchange
for this Bond, all in the form and manner as provided in the next paragraph hereof for the exchange
of other Bonds. The Issuer shall pay the Paying Agent/Registrar’s fees and charges, if any, for
making such transfer or exchange as provided below, but the one requesting such transfer or
exchange shall pay any taxes or other governmental charges required to be paid with respect thereto.
The Paying Agent/Registrar shall not be required to make transfers of registration or exchange of
this Bond or any portion hereof(i) [with respect to Current Interest Bonds,] during the period
commencing with the close of business on any Record Date and ending with the opening of business
on the next following principal or interest payment date, or, (ii) with respect to any Bond or any
portion thereof called for redemption prior to maturity, within 45 days prior to its redemption date.
The registered owner of this Bond shall be deemed and treated by the Issuer, the Paying
Agent/Registrar as the absolute owner hereof for all purposes, including payment and discharge of
liability upon this Bond to the extent of such payment, and, to the extent permitted by law, the
Issuer, the Paying Agent/Registrar shall not be affected by any notice to the contrary



ALL BONDS OF THIS SERIES are issuable solely as lidly  registered bonds, without
interest coupons, [with respect to Current Interest Bonds,] in the denomination of any integral
multiple of $5,000, [and with respect to Capital Appreciation Bonds, in the denomination of $5,000
Maturity Amounts or any integral multiple thereof] As provided in the Bond Resolution, this Bond,
or any unredeemed portion hereof, may, at the request of the registered owner or the assignee or
assignees hereof, be exchanged for a like aggregate principal amount of fully registered bonds,
without interest coupons, payable to the appropriate registered owner, assignee, or assignees, as the
case may be, having the same maturity date, in the same form, and bearing interest at the same rate,
in any authorized denomination as requested in writing by the appropriate registered owner,
assignee, or assignees, as the case may be, upon surrender of this Bond to the Paying
Agent/Registrar for cancellation, all in accordance with the form and procedures set forth in the
Bond Resolution.

WHENEVER the beneficial ownership of this Bond is determined by a book entry at a
securities depository for the Bonds, the foregoing requirements of holding, delivering, or transferring
this Bond shall be modified to require the appropriate person or entity to meet the requirements of
the securities depository as to registering or transferring the book entry to produce the same effect.

IN THE EVENT any Paying Agent/Registrar for the Bonds is changed by the Issuer, resigns,
or otherwise ceases to act as such, the Issuer has covenanted in the Bond Resolution that it promptly
will appoint a competent and legally qualified substitute therefor, and promptly will cause written
notice thereof to be mailed to the registered owners of the Bonds.

IT IS HEREBY certified, recited, and covenanted that this Bond has been duly and validly
authorized, issued, and delivered; that all acts, conditions, and things required or proper to be
performed, exist, and be done precedent to or in the authorization, issuance, and delivery of this
Bond have been performed, existed, and been done in accordance with law; that the Series of Bonds
ofwhich  this Bond is one constitute Parity Debt under the Master Resolution; and that the interest
on and principal of this Bond, together with the other Bonds of this Series and the other outstanding
Parity Debt are equahy and ratably secured by and payable from a lien on and pledge of the Pledged
Revenues, subject only to the provisions of the Prior Encumbered Obligations.

THE ISSUER has reserved the right, subject to the restrictions referred to in the Bond
Resolution, (i) to issue additional Parity Debt which also may be secured by and made payable from
a lien on and pledge of the aforesaid Pledged Revenues, in the same manner and to the same extent
as this Bond, and (ii) to amend the provisions of the Bond Resolution under the conditions provided
in the Bond Resolution.

THE REGISTERED OWNER hereof shall never have the right to demand payment of this
Bond or the interest hereon out of any funds raised or to be raised by taxation or from any source
whatsoever other than specified in the Bond Resolution.

BY BECOMING the registered owner of this Bond, the registered owner thereby
acknowledges all of the terms and provisions of the Bond Resolution, agrees to be bound by such
terms and provisions, acknowledges that the Bond Resolution is duly recorded and available for



inspection in the official minutes and records of the Issuer, and agrees that the terms and provisions
of this Bond and the Bond Resolution constitute a contract between each registered owner hereof
and the Issuer.

IN WITNESS WHEREOF, the Issuer has caused this Bond to be signed with the manual or
facsimile signature of the Chairman of the Issuer and countersigned with the manual or facsimile
signature of the Executive Secretary of the Issuer, and has caused the official seal of the Issuer to
be duly impressed, or placed in facsimile, on this Bond.

Executive Secretary, Board of Regents
of The University of Texas System

(BOARD SEAL)

Chairman Board of Regents
of The University of Texas System

B-9
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FORM OF PAYING AGENT/REGISTRAR’S AUTHENTICATION CERTIFICATE

PAYING AGENT/REGISTRAR’S AUTHENTICATION CERTIFICATE

It is hereby certilied  that this Bond has been issued under the provisions of the Bond
Resolution described in this Bond; and that this Bond has been issued in conversion of and exchange
for or replacement of a bond, bonds, or a portion of a bond or bonds of an issue which originally was
approved by the Attorney General ofthe  State of Texas and registered by the Comptroller of Public
Accounts of the State of Texas.

NORWEST  BANK TEXAS, N.A.,
Dallas, Texas

Paying Agent/Registrar

B-10
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FORM OF ASSIGNMENT:

ASSIGNMENT

FOR VALUE RECEIVED, the undersigned registered owner of this Bond, or duly
authorized representative or attorney thereof, hereby assigns this Bond to

I
(Assignee’s Social Security or
.Taxpayer  Identification Number)

I
(print or typewrite Assignee’s name
and address, including zip code)

and hereby irrevocably constitutes and appoints

attorney to transfer the registration of this Bond on the Paying Agent/Registrar’s Registration Books
with full  power of substitution in the premises.

Dated:

Signature Guaranteed:

NOTICE: This signature must be
guaranteed by a member of the New
York Stock Exchange or a commercial
bank or trust company

Registered Owner
NOTICE: This signature must
correspond with the name of the
Registered Owner appearing on the
face of this Bond.

B-11
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[FORM OF REGISTRATION CERTIFICATE OF
COMPTROLLER OF PUBLIC ACCOUNTS TO BE USED IF

THE BONDS ARE TO BE SO REGISTERED]

COMPTROLLER’S RBGISTRATION  CERTIFICATE: REGISTER NO

I hereby certify that this Bond has been examined, certified as to validity, and approved by
the Attorney General of the State of Texas, and that this Bond has been registered by the
Comptroller of Public Accounts of the State of Texas.

Witness my signature and seal this

Comptroller of Public Accounts
of the State of Texas

(COMPTROLLER’S SEAL)

Provisions of Bonds related to redemption are to be deleted if the Series of Bonds is not subject to
redemption. Bracketed information relates to Capital Appreciation Bonds and its use will depend
on whether any Bonds of a Series are Capital Appreciation Bonds.
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EXHIBIT C

CONTINUING DISCLOSURE OF INFORMATION

Accounting Principles

The tinancial  statements of The University of Texas System will be prepared in accordance
with the Texas Comptroller of Public Accounts’ Annual Financial Reporting Requirements, and
follow to the extent practical, the AICPAIndustry  Audit Guide Audits of Colleaes and Universities.
1973. as amended bv AICPA Statement ofposition  (SOP) 74-8. Financial Accountine  and Reoortinq
bv Colleges  and Universities, or such other accounting principles as the Board may be required to
employ from time to time pursuant to state law or regulation.



DRAFI  10-13-97

OFFICIAL STATEMENT DATED ,1997

NEW ISSUE-BOOK-ENTRY-ONLY RATINGS: (See “RATINGS”)

Delivery of the Bonds is subject to the opinion of McCall, Parkhurst  & Horton L.L.P., Bond Counsel, that under statutes,
regulations, published rulings and court decisions existing on  the date thereof, interest on  the Bonds is excludable from  gross income for
federal income tax purposes and the Bonds will not be private activity bonds the interest on  which would be included as an alternative
minimum tax preference item under  section 57(a)(5)  of the Internal  Revenue Code  of 1986. See “TAX MATTERS” for a discussion of
certain collatersl  federal tax consequences, i”cbldi”g the alternative “liniml”n  tax on  corporatio”s

%
BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM

Revenue Financing System Bonds
% Series 1997A
% Series 1997B

Dated: ,1997 Due: August  15, as show” on  the inside cover

The Bonds of each series (collectively, the “Bonds ) are special obligations of the Board of Regents (the ‘“Board”)  of The
University of Texas System (the “University System”), payable from and secured  by a lie” on  “Pledged Revenues” (as defined herein)  of
the Univasity  System’s Revenue Financing System on a parity with the Board’s outstanding “Parity Debt” (as defmed  herein). The Bonds
are issued pwswn t to a Master Resolution of the Board which established the Revenue Financing System  and a Sixth Supplemental
Resolution of the Board which provides for issuance ofthe Bonds (collectively, the “Resolution”). THE BOARD HAS NO TAXING
POWER, AND NlXIHER  THE FULL FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OF TEXAS OR
ANY AGENCY OR POLITICAL SUBDIVISION THEREOF IS PLEDGED AS SECURITY FOR THE BONDS. TIIB
OWNERS OF THE BONDS SHALL NEVER HAVE THE RIGHT  TO DEhIAND  PAYMENT OF THE BONDS FROM ANY
SOURCE OTHER THAN PLEDGED REVENUES. See “DESCRIPTION OF THE BONDS-Security for the Bonds”.

Roceeds from the sale of the  Bonds, together with other available moneys of the Board, if any, will be used  for the pqo”  of
refunding  certain outstanding obligations of the Board and paying the costs of issuing the Bonds. See ‘PLAN OF FINANCING’.

Interest  on the  Bonds will ~ccmc Tom and is payable on August  15 and February 15 of each year, commencing
February  15, 1998, calculated on  the basis of a 360~day  year domposed  of twelve 30&y months. The Bonds are issuable only as  fully
rem bonds, without uqmns,  and,  when Issued,  will be initially  w&ered  in the name of Cede & Co., as registered owner  and “““I&X
for The  Depository Trust  Company, New York, New York (“DTC”), which initially will act as secuities  depository for all of the Bonds
pursuant  to a book entry only  system described herein Beneficial ownership of the Bonds  may be acquUed  in denominations of $5,000
or  any integral multiple thereof. Beneficial owners  of the Bonds will not receive physical delivery of bond certificates  except as described
herein. For so  long as Cede & Co., as nominee of DTC, is the exclusive registered owner  of the Bonds, principal of and redemption
premium, if any, and interest on  the Bonds will be payable by the Paying AgcnVRegistrar,  initially Norwest  Bank Texas, N.A., Dallas,
Texas, to DTC on  each applicable payment date. DTC will be responsible for distributing the  amounts  so paid to the beneficial owners
of the Bonds. See “DESCRIPTION OF THE BOND-Book-Entry-Only System”.

The Bonds are subject to  redemption prior to mahrity  as described herein. See “DESCRIPTION OF THE
BONDS-Redmnption”.

MATURITY SCHEDULE
See Inside of Cover

In the Resolution, the Board has made an  agreenxnt for the benefit of the holders and beneficial owners of the Bonds. U n d e r
the BBreanent,  the Board will be obligated to provide  certain updated fmancial  infmmation and operating data annually, and timely notice
of specit?ed  mataial  events, to certai” infmmation vendors. See “CONTINUING DISCLOSURE OF INFORMATION”.

“ihe Bonds are offered for deliwy  when, as  and if issued and  received by the pwchaser(s)  and subject to the approving opinion
ofthe  Attorney  General of the State of Texas and of McCall, Parkhurst  & Horton L.L.P., Bond Counsel, Dallas, Texas. The legal opinion
ofBond  Cwnsel  will be printed on  or attached to the Bonds (see Appendix D, “Form  of Bond Counsel Opinion”). It is expected that the
Bonds will be tendered for delivery to the initial purchaser(s) through DTC on December _,  1998.
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MATURITY SCHEDULE

Series 1997A Bonds

Due
Awust  15

1998
1999
2000
2001
2002
2 0 0 3
2004
2 0 0 5
2006
2007
2008
2009
2010
2011
2012
2 0 1 3
2014

$

Amount

%

Serial Bonds

&&

Series 1997B Bonds

Due
August  15

1998
1999
2000
2001
2002
2 0 0 3
2004
2 0 0 5
2006
2007
2 0 0 8
2009
2010
2011
2012
2 0 1 3
2014

$

Amount

!§

Serial Bonds

&&e

Price
or Yield

Price
or Yield

% -‘?%I Series 1997B Term Bond Due August 15, -
Yield %
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BOARD OF REGENTS OF
THE UNIVERSITY  OF TEXAS SYSTEM

OFFICERS

Donald L. Evans, Chairman
Arthur  H. Dilly, Executive Secretary
Tom Lceffler, Vice-Chairman
Rita Cracker Clements,  Vice-Chairman

MEMBERS

Terms Expire February 1,1999

ThomasO.Hicks Dallas
Lowell H. L.ebamann, Jr. Austin
MtiE.Smiley Austin

Terms Expire February  I,2001

Rita Cracker Clemelm  ..,...................................................................D&S
Donald L. Evans Midland
TomL.oeQer SanAntonio

Terms Expire February 1,2003

PatrickC.Oxford . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Houston
A.W.“Dub”Ritu . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Tyler
A.R.(Tcmy)Sancha,Jr, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Laredo

SYSTEM ADMINTSTRATION

Dr. William H.  Cunningham,  Chancellor
Charles B. Mullins.  M.D.. Executive Vice Chancellor for Health Atfairs
R.D. Buck,  Execuiive Vice Chancellor for Business Affairs
Francie A. Frederick, Acting Vice ChancelIor  for Academic Atfairs
Ray Fanbee,  Vice Chancellor and  General Counsel
Michael Millsap.  Vice Chancellor for Governmental Relations
Shirley Bird Pay.  Vice Chancellor for Dwelopment  and External Relaticma
Pamela K. Clayton, Interim  Assistant Vice Chancellor for Finance

CHIEF  ADMINJBTBATWE  OFFICERS OF
UNWERBITY  SYSTEM COMPONENT INSTlTUTIONS

Dr. Robert E. Witt,  president,  The University  of Texas at Arlington
Dr. Peter Flawn,  Interim F’resident,  The University of Texas at Austin
Dr. Juliet V. Garcia, Preaidu&  The University of Texas at Browwille
Dr. Franklyn  G. Jenifer,  Pxesideat,  The University of Texas at Dallas
Dr. Diana S. N&Ii&,  Resident,  The University of Texas at El Paso
Dr. Miguel A Nevarex, President, The University of Texas-Pan American
Dr. Charles A. Saber,  President, The University of Texas of the Permian Basin
Dr. Samuel A Kirkpatrick, President, The University of Texas at San Antonio
Dr. George  F. Hanun,  President The University of Texas at Tyler
Kern WidenthaI, MD., Ph.D., President, The University of Texas Southwestem  Medical Center at Dallas
John D. St&,  M.D., President, The University of Texas Medical Branch  at Galveston
M. David Low. M.D., Ph.D., F’resident,  Tix  University of Texas Health  Science Center at Houston
John P. Howe III,  M.D., President, The University of Texas Health  Science  Center at San Antonio
John Mendelsohn,  M.D., President, The University of Texas

M.D. Anderson Cancer  Center  at Houston
George  A Hurst, M.D., Director. The University of Texas Health Center at Tyler
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This O$cialStatement  does not  constihrte  on offer to sell Bondr  in anyjurisdiction  to onyperson to whom it is
unlawful 10  make such oJ@r  in such jurisdiction. No dealer, salesman or otherperson has  been outhonked  to give any
information  or ma&  mry  representation. other than those  containedhavin,  in connection with the  offering offhese  Bon&
andrfgiven or made. such information or  representation must  not be relied upon. The information and expressions of
opinion hemin  we subject fo change without notice and neither the delivery of this Oflcial  S~otement  nor any  sole made
hereunder shall, under any cirnrmsfrmces  crepfe  any implication  thaf  then hat  been no change in the aJJairs  of  the  Board
since the date hereof
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OFFICIAL STATEMENT
relating to

BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM

Revenue Financing System Bonds
Series 1997A
Series 1997B

INTRODUCTION

This Official Statement, which includes the cover page and the Appendices hereto, provides certain
information regarding the issuance by the Board of Regents of The University of Texas System (the “Board”)
of its Rev-e  Financing System Bonds, Series 1997A (the “Series 1997A  Bonds”) and Series 1997B  (the
“Series 1997B Bonds” and together with the Series 1997A Bonds, the “Bonds”), in tbe aggregate principal
amount set forth above.

The University of Texas System (the “University System”) currently consists of The University of
Texas at Austin and the fourteen other state-supported institutions included in the University System by
operation of State. law. For the 1997 Fall Semester, the University System had preliminary total enrollment of
140,822 students. See “GENERAL DESCRIPTION OF THE UNIVERSITY OF TEXAS SYSTEM”. The
University of Texas System Revenue Financing System (the “Revenue Financing System”) was established by
the Master Resolution of the Board for the purpose of providing a system-wide fmancing  shucture  for revenue-
supported indebtedness of University System components included as Members of the Revenue Financing
System. See “APPENDIX B, SUMMARY OF THE MASTER RESOLUTION”. All of the institutions
currently consWing  University System components have been included as Members of the Revenue Financing
System. See “DESCRIPTION OF THE REVENUE FINANCING’SYSTEM”.  Pursuant to the Master
Resolution, the Board has, with certain exceptions, combined all revenues, funds and balances attributable to
any Member of the Revenue Financing System that may lawfully be pledged to secure the payment of revenue-
supported debt obligations and pledged those sources as Pledged Revenues to secure payment of all revenue-
sup~rted debt obligations of the Board incurred as Parity  Debt under tbe Master Resolution. The Board has
covenanted that it will not incur any additional debt secured by Pledged Revenues unless such debt constitutes
Parity Debt or is junior and subordinate to Parity Debt. See “APPENDIX B, SUMMARY OF THE MASTER
RESOLUTION”. The Board intends to issue most of its revenue-supported debt obligations that benefit
components of the University System as Parity Debt under the Master Resolution.

This Official Statement contains summaries and descriptions of the Plan of Financing, the Bonds, the
Revenue Financing System, the Board, the University System, the Master Resolution and the Supplemental
Resolution, among other things. All descriptions of documents contained herein are only summaries and are
qditicd  in their entirety by reference to complete copies of such documents, which may be obtained from the
Office of Finance. of The University of Texas System, 201 West 7th Street, Austin, Texas 78701. Unless
otherwise detined herein, capitalized terms used in this Offkial Statement have the meanings assigned to such
terms in “APPENDlX  A, GLOSSARY OF TERMS”.

PLAN OF FINANCING

Authoritv for Issuance of the Bonds

The Bonds are being issued in accordance with the general laws of the State of Texas, including
parkulsrly Chapkr  55, Texas Education Code, as amended, and Articles 717k and 717q,  Vernon’s Annotated
Texas Civil Statutes, as amended. The. Bonds are issued as Parity Debt pursuant to the Master Resolution and
a Sixth Supplemental Resolution to, the Master Resolution (also referred to herein as the “Supplemental
Resolution”) adopted by the Board on November 13, 1997. The Board has previously issued its Revenue
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Financing System Refunding Bonds, Series 1991A,  1991B and 1991C,  its Revenue Financing System Bonds,
Series !995A,  and its Revenue Financing System Bonds, Series 1996A and 1996B,  which are currently
outstanding in the aggregate principal amount of %698,208,000,  as Parity Debt pursuant to previous
supplements to the Master Resolution. In addition, the Board has previously authorized a commercial paper
program pursuant to which Parity Debt in the form of commercial paper notes may be issued, from time to time,
under the Master Resolution; provided, that the aggregate principal amount of commercial paper notes at any
time outstanding is limited by the Board’s authorization to $350,000,000  (the “Notes”). As of September  30,
1997, $172,953,000  in aggregate principal amount of such commercial paper notes were outstanding. A portion
of the currently outstanding Notes will be refimdcd by the Bonds. See “FINANCIAL MANAGEMENT OF THE
UNIVERSITY SYSTEM OF TEXAS--Debt Management and Anticipated Financing-Financing
Programs-Revenue Financing System”.

Pumose  for Issuance of Bonds

The Series 1997A Bonds and the Series 1997B Bonds are each being issued for the purpose of
(i) currently refunding a portion of the Board’s Revenue Financing System Commercial Paper Notes, Series A
in the aggregate principal amount of $119,959,000  (the “Refunded Notes”), and (ii) paying the costs of issuance
of the Bonds.

Refunded Notes

The Refunded Notes and interest due thereon are to be  paid on their scheduled maturity  dates from funds
to be deposited with Bankers Trust Company of New York, as Escrow Agent, pursuant to an Escrow Agent
Agreement between the Board and the Escrow Agent.

The Supplemental Resolution provides that, concurrently with delivery of the Bonds, a portion of the
proceeds from the sale of the Bonds, together with other available funds, if any, will be deposited with the
Escrow Agent into a separate Escrow Fund to pay the principal of and interest on the Refunded Notes. The
amounts deposited into the Escrow Fund will be in the form of cash and noncallable, nonprepayable, direct
obligations of the United States of America (the “Federal Securities”) and will be sticicnt  to provide for
payment of the principal of and inter&t  on the Refunded Notes when due. Under the Escrow Agreement, the
Escrow Fund is irrevocably pledged to the payment of principal of and interest on the Refunded Obligations.
The Escrow Fund will not be available to pay principal of and interest on the Bonds.

Issuance of the Bonds will be  subject to delivery by , independent certified
public accountants, of a report of the mathematical accuracy of certain computations relating to the adequacy
of the maturing principal amounts of the Federal Securities held in the Escrow Fund, together with a portion of
the interest income thereon and uninvested cash, if atiy, to pay, when due, the principal of and interest on the
Refunded Obligations.

By the deposit of the Federal Securities and cash, if any, with the Escrow Agent, the Board will have
effected the defeasance of the Refunded Notes in accordance with applicable laws and the terms of the
authorizing resolution pursuant to which the Refunded  Notes were issued. It is the opinion of Bond Counsel
that, as a result of such defeasance, the Refunded Notes will be regarded as being outstanding only for the
purpose of receiving payment t?om proceeds of the Federal Securities and cash held for such purpose in the
Escrow Fund and will no longer be payable from or secured by a lien on any portion of the Pledged Revenues.
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SOURCES AND APPLICATIONS OF FUNDS

The proceeds from the sale of the Bonds will be applied as follows:

Sources of Funds Series 1997A

Par Amount of Bonds
Net Original Issue Discount
System Contribution
Accrued Interest

Total Sources of Funds % s

Applications of Funds

Deposit to Escrow Fund
Deposit to Debt Service Fund
Total Underwriters’  Discount
costs of Issuance

Total Uses of Funds

: :
$ L--

s

Series 1997B

General
DESCBWI’ION  OF THE BONDS

z

L-

s

TheBondsofeachSaieswillbedated _, 1997, and will bear interest from the later of such
date or the most recent interest payment  date to which interest has been paid or duly provided for at the rates
shown on the cover page of this Official Statement calculated on the basis of a 360&y  year composed of twelve
30-day months.. Interest on the Bonds is payable August 15 and February 15 of each year, commencing
February 15,1998.  principal of and redemption premium, if any, and interest on the Bonds are payable by the
Paying Agent/Registrar for the Bonds, initially Norwest  Bank Texas, N.A. in Dallas, Texas, at the times and
places and in the manner specified on the cover and inside front cover page of this Official Statement.

The Bonds are initially issuable in book-entry-only form. Initially, Cede & Co., as nominee of DTC
(hcrcinailer  detined), will be  the registered owner and references herein to the Bondholders, holders, holders of
the Bonds or registered owners of the Bonds shall mean Cede & Co., and not the beneficial owners of the Bonds
See “DESCRIPTION OF THE BONDS-Book-Entry-Only System”.

In the event that the date for payment of the principal of or interest on the Bonds shall be a Saturday,
Sunday, legal holiday or day on which banking institutions located in The City of New York, New York or in
the city where the Principal Office  for Payment of the Paying Agent/Registrar  is located are authorized by law
or executive order to close, then the date for such payment shall be the next succeeding day which  is not a
Saturday, Sunday, legal holiday or day on which banking institutions are so authorized to close. Payment on such
later date will not increase the amount of interest due and will have the same force and effect as if made on the
original date payment was due.

If any Bond is not presented for payment when the principal or the redemption price therefor  becomes
due, or any check representing payment of interest on Bonds is not presented for payment, and if money
sufficient to pay such Bond (or the portion thereof called for redemption) or such interest, as applicable, has
been deposited under the Supplcmentai Resolution, all liability of the Board to the owner thereof for the payment
of such Bonds (or portion thereof) or such interest, as applicable, will be completely discharged, and thereupon
it shall be the duty of the Paying Agent/Registrar to hold such money, without liability for interest thereupon,
for the benefit of the owner of the applicable Bond, who will thereafter be restricted exclusively to such money,
for any claim on his part under the Supplemental Resolution or on or with respect to, such principal, redemption
price and/or interest. Money not claimed within two years will, upon request of the Board, be repaid to the
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Board

Bedemotion

Optional  I&demotion. On or on any date thereafter, the Bonds of each Series scheduled
to mature on August 15, ,,and thereafter may be redeemed prior to their scheduled maturities, at the
option of the Board, with funds derived from any available and lawful source, as a whole, or in part, and, if in
part, the particular Bonds, or portion thereof, to be redeemed shall be selected and designated by the Board
(provided that a portion of a Bond may be redeemed only in an integral multiple of %5,000),  at a redemption
price (expressed as a percentage of principal amount as of the date of redemption) applicable to the date of
redemption falling within the applicable redemption period, as set forth in the following redemption schedule,
plus accrued interest to the date fixed  for redemption; provided, that during any period in which ownership of
the Series of Bonds to be redeemed is determined by a book entry at a securities depository for such Series of
Bonds, if fewer than all of such Series of Bonds of the same maturity and bearing the same interest rate are to
be redeemed, the particular Bonds of such Serres and maturity and bearing such interest rate shall be selected
in accordance with the arrangements between the Board and the securities depository (see “DESCRIPTION OF
THE BONDS-Book-Entry-Only System”):

Redemution  Period Redemotion Price

August 15, -through August 14, - -%
August 15, -through August 14, - -%
August 15, ~ and thereafter -%

Mandatory  Siie Fund Bedemntion.  The Series 1997A Bonds scheduled to mature on August 15,
_ and the Series 1997B Bonds scheduled to mature on August 15, _ are subject to mandatory sinking fund
rdemption  prior to their scheduled maturity and shall be mdeemed by the Board, in part, prior to their scheduled
maturity, with the particular Bonds of each Series or portions thereof to be redeemed to be selected and
designated by the Board (provided that a portion of a Bond may be redeemed only in an integral multiple of
%5,000),  at a redemption price equal to the par or principal amount thereof plus accrued interest to the date of
redemption, on the dates, and in the principal amounts set forth in the following schedule:

Series 1997A Bonds
MatminP  Ausust 15.

Redemntion  Date Princiual  Amount

August 15, _
August 15, *

Series 1997B Bonds
Maturing Auaust 15,

Redemntion Date Princinal  Amount

August 15, _
August 15, -*

*Final maturity.

The. principal amount of each Series of Bonds required to be redeemed on each such redemption date
pursuant to the foregoing operation of the mandatory sinking fund shag be reduced, at the option of the Board,
by the principal amount of any Bonds of such Series and maturity, which, at least 45 days prior to the mandatory
sinking fund redemption date, (1) shall have been acquired by the Board and delivered to the Paying
Agent/Registrar for cancellation, or (2) shag have been acquired and canceled by the Paying Agent/Registrar
at the direction of the Board, in either case of ( 1) or (2) at a price not exceeding the par or principal amount of
such Bonds or (3) have been redeemed pursuant to the optional redemption provisions set forth above and not
theretofore credited against a mandatory sinking fund redemption. During any period in which ownership of the
Series of Bonds to be mdcemcd is de&mined  by a book entry at a securities depository for such Series of Bonds,
if fewer than all of such Series of Bonds of the same maturity and bearing the same interest rate are to be
redeemed,  the particular Bonds of such Series and maturity and bearing such interest rate shall be selected in
accordance with the arrangements behveen the Board and the securities depository. See “DESCRIPTION OF
THE BONDS-Book-Entry-Only System”.

Notice of Redemption. Not less than 30 days prior to a redemption date, a notice of redemption will
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be published once in a finaocial publication, journal or report of general circulation among securities dealers in
The City of New York, New York, or in the State of Texas, in accordance with the Supplemental Resolution.
Additional notice will be sent by the Paying Agent/Registrar by United States mail, f~st-class,  postage prepaid,
to each registered owner of a Bond to be redeemed in whole or in part at the address of each such owner
appearing on the registration books of the Payiog AgenVRe@strar on the 45th day prior to such redemption date,
to each registered securities  depository and to any national information service that disseminates redemption
notices. Failure to mail or receive such notice will not atrect the proceedings for redemption and publication of
notice of redemption in the manner set forth above shall be the only notice actually required as a prerequisite
for redemption. In addition, in the event of a redemption caused by an advance refunding of either Series of
Bonds, the Paying AgentlRegistrar  shall send a second notice of redemption to registered owners of Bonds
subject to redemption at least 30 days but not more than 90 days prior to the actual redemption date. Any notice
sent to registered securities depositories or national information  services shall be sent so that they are received
at least two days prior to the general mailing or publication date of such notice. The Paying Agent/Registrar
shall also send a notice of prepayment or redemption to the registered owner of any Bond who has not sent his
Bonds io for redemption 60 days after the redemption date.

All redemption notices shall contain a description of the Bonds to be redeemed including the complete
name of the Bonds, the Series, the dates of issue, the interest rates, the maturity dates, the CUSIP numbers, the
certiticate numbers, the amounts of each certiticate  called, the publication and mailing dates for the notices, the
dates of redemption, the redemption prices, the name of the Paying Agent/Registrar and the address at which
such Bonds may be redeemed including a contact person and telephone number.

The Pavine Aeent!Reeistrar

In the Supplemental Resolution, the Board reserves the right to replace the Paying Agent/Registrar.
The Board covenants to maintain and provide a Paying Agent/Registrar at all times while the Bonds are
outstanding, and any successor Paying Agent/Registrar shall be a competent and legally qualified bank, trust
company, fmancial  institution or other agency. In the event that the entity at any time acting as Paying
Agent/Registrar should resign or otherwise cease to act as such, the Board covenants promptly to appoiot a
competent and legally qualified bank, trust company, financial institution or other agency to act as Paying
Agent/Registrar, as applicable. Upon soy change in the Paying Agent/Registrar for the Bonds, the Board agrees
promptly  to cause a titten notice thereofto  be sent to each regis@red  owner of the Bonds by United States mail,
first-class, postage prepaid, which notice shall also give the address of the new Paying Agent/Registrar, as
applicable.

Book-E&v-Or&  Svstem

Book-Entw-Onlv  Svstem.  The Depository Trust Compaoy  (“DTC”),  New York, New York, will act
as securities depository for the Bonds. The Bonds will be issued as fully-registered securities registered in the
name of Cede & Co. @TC’s  partnership nominee). One folIy-registered  bond will be issued for each maturity
of each Series of Bonds in the aggregate principal amount of such maturity, and will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
orgaoization”  within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New York Uniform  Commercial Code and a “clearing agency”
registered pursuant to the provisions of Section 17A  of the Securities Exchange Act of 1934. DTC holds
securities that its participants (“Participants”) deposit with DTC. DTC also facilitates the settlement among
Participants of securities transactions, such as transfers sod pledges, in deposited securities through electronic
computerized book enhy changes in Participants’ accounts, thereby eliminating the need for physical movement
of securities certificates. Direct Participants include securities brokers and dealers, banks, trust companies,
clearing corporations and certain other organizations. DTC is owned by a number  of its Direct Participants and
by the New York Stock Exchange, Inc., the American Stock Exchange, Inc. and the National Association of
Securities Dealers, Inc. Access to the DTC system is also available to others such as securities brokers and
dealers, banks and trust companies that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly (“Indirect Participants”). The rules applicable to DTC and its
Participants are on tile with the Securities and Exchange Commission.
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Pmchaxs of Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each Bond
(“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants records. Beneficial Owners
will not receive written comirmation  from DTC of their purchase, but Beneficial Owners are expected to receive
written conthmations providing details of the transaction, as well as periodic statements of their holdings, from
the Direct or Indirect Participant through which the Beneticial  Owner entered into the transaction. Transfers
of ownership interest in the Bonds are to be accomplished by entries made on the books of Participants acting
on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Bonds, except in the event that use of the book-entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Participants with DTC are registered in the
name of DTC’s partnership nominee, Cede & Co. The deposit of Bonds with DTC and their registration in the
name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual Beneficial
Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts such
Bonds are credited, which may or may not be the Benelicial  Owners. The Participants will remain responsible
for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants
to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect
from the to time.

Redemption notices shall be sent to Cede & Co. If less than all the Bonds within a maturity are being
redeemed, DTc’s  practice is to determine by lot the amount of the interest of each Direct Participant in such
maturity to be redeemed.

Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. Under its usual
procedums, DTC mails an Omnibus Proxy to the Board as soon as possible after the record date The Omnibus
Proxy assigns Cede  $ Co.‘s consenting or voting rights to those Direct Participants to whose accounts the Bonds
are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Bonds will be made to DTC. DTC’s practice is to credit Direct
Participants’ accounts on payable date in accordance with their respective holdings shown on DTC’s records
unless DTC has reason to believe that it will not receive payment on payable date. Payments by Participants to
Beneficial Owners will be governed by standing instructions and customary practices, as is the case with
securities held for the accounts of customers in bearer form or registered in “street name”, and will be the
responsibility of such Participant and not of DTC, the Paying Age&Registrar  or the Board, subject to any
statutory or regulatory requirements as may be in effect from time to time. Payment of principal and interest
to DTC is the responsibility of the Board, disbursement of such payments to Direct  Participants shall be the
responsibiity  of DTC, and disbursement of such payments to the Beneficial Owners shall be the responsibility
of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any
time by giving masonable  notice to the Board. Under such circumstances, in the event that a successor securities
depository is not obtained, Bonds are required to be printed and delivered.

The Board may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, the Board will either appoint a successor securities depository
or Bond certificates will be printed and delivered

The information concerning DTC and the book-entry system has been obtained horn  DTC and is not
guaranteed as to accuracy or completeness by, and is not to be construed as a representation by the Board.

In reading this Official Statement it should be understood that while the Bonds are in the book-entry
only system, references in other sections of this Official Statement to registered owners should be read to include
the person for which the Participant acquires an interest in the Bonds, but (i) all rights of ownership must be
exercised through DTC and the book-entry system, and (ii) except as described above, notices that are to be
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given to registed  owners under the Master Resoldon  and Supplemental Resolution will be given only to DTC.

Effect of Termination of Book-Entry-Only System. In the event that the book-entry only system is
discontinued by DTC or the Board, the following provisions will be applicable to the Bonds: Bonds may be
exchanged for an equal aggregate principal amouot of Bonds in authorized denominations and of the same Series
and maturity  upon surrender thereof at the Principal Off&e  for Payment of the Paying Agent/Registrar. The
tiansfa  of any Bond may be registered on the books maintained by the Paying Agent/Registrar for such purpose
only upon the surrender of such Bond to the Paying Agent/Registrar with a duly executed assignment io form
satisfactory to the Paying Agent/Registrar For every exchange or transfer of registration of Bonds, the Paying
Agent/Registrar and the Board may make a charge sufficient to reimburse them for any tax or other
governmental charge required to be paid with respect to such exchange or registration of transfer. The Board
shall pay the fee, if any, charged by the Paying Agent/Registrar for the transfer or exchange. The Paying
Agent/Registrar will not be required to transfer or exchange any Bond after its selection for redemption. The
Board and the Paying Agent/Registrar may treat the person in whose name a Bond is registered as the absolute
owner thereof for all purposes, whether such Bond is overdue or not, including for the pm-pose of receiving
payment of, or on account of, the principal of, and interest on, such Bond.

Securitv  for the Bonds

The Bonds are Parity Debt under the Master Resolution and constitute special obligations of the Board
payable from and secured by a lien on and pledge of Pledged Revenues, subject only to the provisions of the
Prior Encumbered Obligations. The Master Resolution provides that the obligation of the Board to pay or cause
to be paid the amoonts payable onder the. Master Resolution and any supplement thereto is absolute, irrevocable,
complete and unconditional, and the amount, manner and time of payment shall not be modified in any way
regardless of any contingency. THE BOARD HAS NO TAXING POWER, AND NEITHER THE FULL
FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OR ANY AGENCY OR POLITICAL
SUBDIVISION THEREOF IS PLEDGED AS SECuRlTY  FOR THE BONDS. THE OWNERS  OF THE
BONDS SHALL NEVER HAVE THE RIGHT TO DEMAND PAYMENT OF THE BONDS FROM ANY
SOURCE OTHER THAN PLEDGED REVENUES. See “APPENDIX B, SUMMARY OF THE MASTER
RESOLUTION”.

Suoalemental  Resolution

The issuance, sale and delivery of the Bonds are authorized by the Supplemental Resolution. The
Supplemental Resolution also contains the written determination by the Board, as required by the Master
Resolution as a condition to the issuance of Parity Debt, that it will have sufficient funds to meet the fmancial
obligations of the University System, including sufficjent Pledged Revenues to satisfy the annual debt service
mqo&men&  of the Revenue Financing System and to meet all fmancial  obligations of the Board relating to the
Revenue Financing System and that the Members on whose behalf the Bonds are issued possess the financial
capacity to satisfy their Direct  Obligations after taking the Bonds into account.

The Supplemental Resolotion pennits amem&@ without the consent of the Bondholders, for the same
purposes for which amendment may be made to the Master Resolution without the consent of the owners of
outstanding Parity Debt. See “APPENDIX B, SUMMARY  OF THE MASTER RESOLUTION-Amendments
of Master Resolution”. The Supplemental Resolution also permits amendment, with the consent of the owners
of 5 1% in aggregate principal amount of the outstanding Bonds, other than amendments which: change the
matority of the outstanding Bonds; reduce the rate of interest borne by the outstanding Bonds; reduce the amotit
of principal payable on the outstanding Bon&; modify the payment of principal of or interest on the outstanding
Bonds, or impose any conditions with respect to such payment; affect the rights of the owners of less than all
Bonds then outstanding; or change the mioimum percentage of outstanding principal amount of Bonds necessary
for consent to an  amendment.
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DESCRIPTION OF THE REVENUE FINANCING SYSTEM

On February  14, 1991, the Board adopted the First Amended and Restated Master Resolution
Establishing The University of Texas System Revenue Financing System and amended such resolution on
October 8, 1993, and August 14, 1997. The Board adopted the Master Resolution for the purpose of
assembling the University System’s revenue-supported debt capacity into a single financing program in order
to provide a cost-effective debt program to component institutions of the University System and to maximize
the financing options available to the Board. The Master Resolution provides for the establishment of the
Revenue Financing System and permits the Board to make additions to or deletions from the membership of the
Revenue Financing System subject to the satisfaction of certain conditions specified therein. All of the
institutions currently constituting components of the University System have been included as Members of the
Revenue Financing System. See “APPENDIX B, SUMMARY OF THE MASTER RESOLUTION-Changes
in Membership of the Revenue Financing System”.

The amendments to the Master Resolution approved by the Board on August 14, 1997, were made to
conform the Revenue Financing System to the amendments made to the Texas Education Code by Senate Bill
1907 which was enacted by the Texas Legislature in the summer of 1997. The amendments are reflected in the
descriptions of the provisions of the Master Resolution contained in this Offkial Statement. See “FINANCIAL
MANAGEMENT OF THE UNlVERSITY  OF TEXAS SYSTEM-Sources of Revenues-Tuition and Fees”.

Under the Master Resolution, the Board has, with certain exceptions, cotibined all of the revenues,
funds and balances attributable  to Members of the Revenue Financing System and lawfolly  available to secure
revenue-supported indebtedness into a system-wide pledge to secure the payment of Parity Debt J?om  time to
time issued under the Master Resolution. Pledged Revenues do not include (a) the interest of the University
System in the Available University Fund (see “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM-Fund Balance-Available University Fund”); (b) amounts appropriated to any Member
t?om  the Higher Education Assistance Fund (see “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM-Debt Management and Anticipated Financing-Financing Program-Higher Education
Assistance Fund (H.E.A.F.) Bonds”); (c) except to the extent so appropriated, general revenue funds
appropriated to the Board by the State (see “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEMxwrent  Funds-Unrestricted Current Funds Revenues-State Appropriations”); and (d)
Practice Plan Funds of any Member, including the income therefrom  and any fund balances related thereto not
included in Pledged Practice Plan Funds.

As shown on the Combined Statement of Current Funds Revenues and Expenditures, included in
“APPENDIX C, FINANCIAL STATEMENTS OF THE UNIVERSITY OF TEXAS SYSTEM”, the total
unrestricted current funds revenues of the University System for the fiscal year ended August 3 I, 1997, were
$3,767 million. The University System has calculated that at least $1,855 million of the unrestricted current
timds revenues for the fiscal year ended August 3 1, 1997, constituted Pledged Revenues. See “FINANCIAL
MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM Current  Funds-Unrestricted Current Funds
Revenues”. Accumulated fund balances available to the Board and attributable to any Member of the Revenue
Financing System also constitute Pledged Revenues to the extent such fond balances are lawfully available to
the Board for payments on Parity Debt. The Board has not attempted to calculate the amount of fond balances
included in Pledged Revenues.

Pledged Revenues not required to pay debt service on Parity Debt are available to pay other costs of
operating the University System. Continued operation of the University System at current levels is substantially
dependent upon general mvenue approptiations See “FINANCIAL MANAGEMENT OF THE UNIVERSITY
OF TEXAS SYSTEM--Current Funds-Unrestricted Current Funds Revenues-State Appropriations”.

The Board has covenanted in the Master Resolution that in each fiscal year it will use its reasonable
efforts to collect revenues sufficient to meet all fmancial  obligations of the Board relating to the Revenue
Financing System including ail deposits or payments due on or with respect to outstanding Parity Debt for such
fiscal year. The Board has also covenanted in the Master Resolution that it will not incur any debt secured.by
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Pledged Revenues unless such debt constitutes Parity Debt or is junior and subordinate to Parity Debt. The
Board intends to issue most of its revenue-supported debt obligations which benefit components of the
University System as Parity Debt under the Master Resolution.
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ANNUAL DEBT SERVICE REQUIREMENTS

The following schedule shows the combined debt service requirements on all Parity Debt outstanding following
issuance of the Bonds.

Combined Annual Debt Service Reauirementg”’

Total Total
Fiscal Series 199lA  Bonds Series 199x3  Bonds

Principal and
Interest on Annual

Year
Principal

and Interest
&&Qg Princiual Interest PrinciDal

outstanding D e b t
Interest on the Bonds Bonds Selvice

8/15/98 $ % ‘% $ % % $
8115199
8/15/00
8/15/01
8/l S/02
8/l S/O3
8/l 5/04
a/15/05
8/l 5106
8/l 5/07
8/l 5/08
s/15/09
8/15/10
8/15/l 1
8115112
S/15/13
8/15/14
S/15/15
8115116
8115117  $ LLL%%$

TOTAL % - S S S%%

(0(0 Does not include debt service on (A) the Refunded  Notes or the remaining Parity Debt obligations currentlyDoes not include debt service on (A) the Refunded  Notes or the remaining Parity Debt obligations currently
outstanding in the fotm  of Revenue Financing System Commercial Paper Notes, Series A, or (B) the Board ofoutstanding in the fotm  of Revenue Financing System Commercial Paper Notes, Series A, or (B) the Board of
Regents of The University of Texas System General Tuition Revenue  Refunding Bonds, New Series 1992. SeeRegents of The University of Texas System General Tuition Revenue  Refunding Bonds, New Series 1992. See
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Debt Management and“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Debt Management and
Anticipated Financing-FinancingAnticipated Financing-Financing ProgrProgr am.+-Revenue Financing System.”am.+-Revenue Financing System.”

GENERAL DESCRIPTION OF THE UNIVERSITY OF TEXAS SYSTEM

Backeround and History

The University of Texas  System was established pursuant to the Texas Constitution of 1876. Io 188 1,
Austin was designated the site of the main academic campus and Galveston as the location of the medical
branch The Utiversity  of Texas at Austin first opened in 1883, and eight years later, John Scaly  Hospital in
Galveston (now a part of the University System’s Medical Branch at Galveston) established a program  for
university-trained medical professionals.

In addition to the original academic campus located in Austin, the University System now includes
additicmd  academic campuses in El Paso, Dallas, Arlington, San Antonio, the Permian Basin (Odessa), Tyler
and the Rio Grande  Valley (Brownsville and Edinburg).  Health Institutions for medical education and
research have expanded beyond the original Galveston medical campus to include the University System’s
M.D. Anderson Cancer Center (Houston), the Southwestern  Medical Center at Dallas, the Health Science
Centers at Houston and San Antonio, and the Health Center at Tyler. The fifken component institutions of
the University System have emerged among the nation’s premier educational enterprises. .
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Many of the University System programs in science, engineering, liberal arts and humanities  rank
among the very best in the country. Library facilities on The University of Texas at Austin campus, long
considered among the fmest libraries in the world, are available to other component institutions through a
sophisticated statewide computerized telecommunications network.

Coordinatine  Board

The University System is subject to the supewisory powrs of the Texas Higher Education Coordinating
Board (the “Coordinating Board”). The Coordinating Board is an agency of the State established to promote
the eftkient use of State resources by providing coordination and leadership for the State’s higher education
systems, institutions and governing boards. The Coordinating Board is the highest authority in the State in
matters of public higher education and prescribes the scope and role of each institution of higher education.
The Coordinating Board periodically reviews all degree and certificate programs offered by the State’s
institutions of higher education and annually  reviews the academic courses offered by such institutions. The
Coordinating Board also determines space utilization formulas designed to promote the efficient use of
constmction funds and the development of physical plants to meet projected growth estimates. These space
utilization formulas directly impact the allocation of appropriated funds among the State’s institutions of
higher education. As required by law, the Coordinating Board most approve all new construction projects for
components of the University System, other than those approved by the State L.egislature  and construction
projects at The University of Texas at Austin 6naoced with the proceeds of Permanent University Fond bonds.
See “FINANCIAL MANAGEMENT OF THE UNlVERSITY  OF TEXAS SYSTEM-Debt Management
and Anticipated Financing-Financing Programs-Permanent University Fond Bonds”.

Board of Reeents

The Board is the governing body of the University System, and its members are officers  of the State,
appointed by the Governor with the advice and consent of the State Senate. The nine regents constituting the
Board serve without pay and are appointed to staggered six-year terms. The Board members, their cities of
residence and term expirations are listed on page (i) of this OffGal Statement.

Admini s tra t ion

The University System is managed through administrative officers in the System Administration Office,
including the Chancellor, the Executive Vice Chancellors for Health Affairs, the Executive Vice Chancellor
for Business Affairs, the Vice Chancellor for Academic AfGrs,  and other officers concerned with asset
management, legal, governmental relations and public affairs. The chief administrative officers at all of the
component institution report to either the Chancellor w the Executive Vice Chancellor  for Health Affairs and
meet on a quarterly basis in Austin. The Executive Vice Chancellor for Business Affairs and the chief
business off%ers at each component meet b&monthly  to consider topics of mutual concern.

At each component institution, a president, or a director in the case of the Health Center at Tyler, serves
as the chief administrative officer. The president prepares bietial  budgets for submission to the State
Legislature, capital expenditure budgets, reports and requests to the Coordinating Board and conducts the
ongoing affairs of his or her institution.

The principal administrative officers of the University System, along with the offwers  of the University
System responsible for investment and finance, are listed below. AlI of such officers reside in Austin, the
headquarters for the University System.

Dr. William H. Cunningham Chancellor
Charles B. Mullins, M.D. Executive Vice Chancellor for Health Affairs
R.D. Burck Executive Vice Chancellor for Business Affairs
Francie  A. Frederick Acting Vice Chancellor for Academic Affairs
Pamela K. Clayton Interim Assistant Vice Chancellor for Finance
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Summary  biographical information relating to each of the administrative officers identified above is set
forth as follows:

Dr William H. Cunnineham became the Chancellor of the University System on September 1,
1992. Prior to assuming the Chancellorship, he served as President of The University of Texas at
Austin for seven years and as Dean of the College and Graduate School of Business Administration for
the three preceding years. Dr. Cunningham joined The University of Texas at Austin faculty in January
1971 f?om Michigan State University, where he earned his B.A., M.B.A., and Ph.D. degrees. He is a
nationally known marketing scholar, former editor of the Journal of Marketing and an experienced
author having written several books.

Charles P. Mullins. M.D. was named Executive Vice  Chancellor for Health Affairs of the
University System on September 1,1981.  Dr. Mullins received an M.D. in 1958 from The University
of Texas Southwestern Medical Center at Dallas. Since that time, Dr. Mullins has held the positions
of flight surgeon for the United States Aii Force, professor of medicine at The University of Texas
So&we&m Medical Center at Dallas, Director of Medical Affairs at Parkland Memorial Hospital in
Dallas and Chief Executive  Officer for Dallas County Hospital District, among others. Dr Mullins has
written numerous published medical and administrative reviews, editorials and books.

RD. Burck was appointed Vice Chancellor for Business Affairs for the University System in
1988 and was promoted in 1992 to Executive Vice Chancellor for Business Affairs. He received his
Bachelor of Business Admi&ration degree from The University of Texas in 1955, and attended South
Texas Law School, after which he began a 29-year career with Getty Oil. In 1974, he assumed the
duties of diversified operations manager for Getty Oil, and in this role was responsible for managing
the company’s worldwide holdings in real estate, agriculture, television, forest products and
construction.

Francie  A. Frederick was named Acting Vice  Chancellor for Academic Affairs effective
September 1,1997,  atIer having served as Associate Executive Vice Chancellor for Academic Affairs
since 1998. She came to the U.T. System in 1979 as a University Attorney and was later promoted to
Senior Attorney. She received a J.D. Degree from the University of Houston in 1975. Ms. Frederick
is a former Texas Assistant Attorney General and served as an Assistant Criminal District Attorney in
Jefferson County, Texas.

Pamela K. Clavton joined the University System in 1982 and was named Interim Assistant Vice
Chancellor for Finance in 1997. As the Interim Assistant Vice Chancellor for Finance, she is
responsible for the administration of the .&bt fmancing  programs for the University System.
Ms. Clayton earned a B.B.A. degree from The University of Texas at Austin and an M.B.A. degree
from Southwest Texas State University. She achieved the Charter Financial Analyst designation in
1994.

Comaonent  Institutions

A summary description of the University System’s component institutions, which includes nine general
academic institutions and six Health Institutions, each of which is a Member of the Revenue Financing
System, is set forth as follows:

General Academic Institutions.

The Universitv of Texas at Arlintion is a major comprehensive &aching, research and public
service institution located in the heart of the Dallas-Fort Worth Metroplex. As the University System’s
second largest academic component, this institution offers 58 baccalaureate, 59 master’s and 23 doctoral
degrees within nine academic units including Architecture, Business, Engineering, Liberal Arts,
Nursing, Science, Social Work, Teacher Education and Urban and htblic  Affairs. A high priority on
graduate education has stimulated the growth of the Graduate School to nearly 20 percent of the total
student population. The largest graduate enrollment is in the engineering disciplines.

The Universitv of Texas at Austin, which opened in 1883, is the oldest and largest component
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of the University System and third largest university in the nation. It is a major comprehensive research
university with a broad mission of undergraduate education, graduate education and research and public
service. Serving approximately 48,000 students, the institution offers 303 degree programs in virtually
every field, except most health-related professions and agriculture. Numerous academic programs are
ranked among the top 20 nationally. Because of its relatively low tuition and high academic standing,
The University of Texas at Austin is consistently ranked  among the best values in higher education in
the nation.

It’s academic resources include a library system that is ranked tit& among the nation’s
university research libraries and which has approximately 7.5 million volumes. The library not only
serves the campus community but also is a major source of information for scholars, professionals,
businesses, government agencies and the general public across the state.

The Universitv of Texas at Brownsville, formerly a part of the University of Texas-Pan
American, became a separate institution of the University System as of September 1, 1991. Located
one block from the Texas-Mexico  border,  The University of Texas at Brownsville’s efforts are directed
toward enhancing educational opportunities for a bilingual, bicultural  population. The institution,
through a partnership with Texas Southmost College, offers certificate, associate, baccalaureate and
graduate programs within six academic units including Liberal Arts, Science and Mathematics,
Business and Industry, Education, Health Sciences and the Division of Continuing Education. The
partnership with Texas Southmost College operates with a consolidated administrative and academic
structure under the direction of the University The combined faculty and shared teaching mission
provide continuity in curricula efficient use of physical, fiscal and human resources and high-quality
instructional programs. The Texas Legislature has also authorized the University to begin offering
limited 1owc.r  division programs.

The Universitv of Texas at Dallas, developed from a private graduate research center
established in 1961, joined the University System in 1969. It offered only upper-level and graduate
studies until the addition of freshman  and sophomore classes in 1990. The institution is located
approximately 18 miles north of downtown Dallas, adjacent to Synergy Park, a 400 acre high-
technology industrial park developed by the institution. There are also two off-campus components of
the institution-the Callier Center for Communication Disorders (a nationally prominent speech and
hearing clinic), and The University of Texas at Dallas Geological Information Library.

The Schools of the institution, which include Arts and Humanities, General Studies,
Engineering and Computer Science, Human Development, Management, Natural Sciences and
Mathematics, and Social Sciences, provide public service as well as study and research opporhmities.
when  measured by research funding per faculty member, the University consistently ranks among the
top three academic research-oriented universities in the State.

The Universitv of Texas at El Paso was established by the State Legislature in 19 14 as the
Texas School of Mines and Metallurgy It was renamed the College of Mines after becoming a branch
of the University System in 1919, redesignated as Texas Western College in 1949 and since 1967, has
been named The University of Texas at El Paso.

The institution is nationally recognized as a center for high-technology research and as a leader
in border studies and bilingual education. The University of Texas at El Paso ranks fourth among the
University System’s general academic universities in total annual research expenditures, with a four-fold
increase in external funding during the past five years. As a regional university, The University of Texas
at El Paso serves a largely commuting student population of over 15,000,85%  of whom are from El
Paso County. Additionally, over 1,100 Mexican nationals, approximately 14% of all Mexican citizens
enrolled in higher education in the United States, attend the institution.

Degrees are offered at the baccalaureate, master’s and doctoral levels through six colleges
including Business Administration, Education, Engineering, Liberal Arts, Nursing and Allied Health
and Science. Doctorates are offered in Psychology, Geological Sciences, Computer Engineering,
Materials Science and Engineering and Environmental Engineering. Planning for additional doctoral
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progmms  is currently underway.

The Universitv of Texas-Pan American, located in Edinburg,  was founded in 1927 and joined
the University System in 1989. Nearly all of the institution’s students come from the immediate region,
the four southern-most counties of Texas known as the Rio Grande  Valley. About 87% of its 13,400
students are Hispanic, reflecting the demography of the region.

The University of Texas-Pan American off&s one associate’s degree, 47 baccalaureate degrees
and 34 master’s degrees through six academic colleges including Business Administration, Education,
Health Sciences and Human Services, Arts & Humanities, Science and Engineering and Social and
Behavioral Sciences. The institution also offers a doctorate in Business Administration with a
concentration in international business and, jointly with The University of Texas at Austin, offers a
doctorate in educational leadership. Additionally, several other degree programs are in various stages
of planning and approval for implementation during the next several years.

The Universitv of Texas of the Permian Basin in Odessa, was established in 1969 by the Texas
Legislature as an upper-level instihrtion. Its mission was expanded in 1991 to include freshman and
sophomore courses. It is the only four-year university serving the surrounding 17-county region. The
institution with 23 undergraduate and 10 graduate pmgrams, currently serves more than 2,100 students
Its academic structure  consists of Arts and Sciences, Business, and Education. Special programs
include premedical and prelegal studies and teacher certification. The University has also developed
a regional telecommunications network with area public schools and junior colleges.

The University of Texas of the Permian Basin provides a sh‘ong foundation for the region’s
future with special programs that assist surrounding wmmunitiea  and local industry. One such program
is the Petroleum Indus!q  Alliance (PIA)  located at the Center for Energy and Economic Diversification.
PIA serves the region’s most vital indwtry~il and gas. It connects the oil and gas industry with State
and Federal agencies, laboratories and the institution.

The Universitv of Texas at San Antonio was authorized by the Texas Legislature in 1969, and
fust offered classes in 1973. The institution’s primary strength at the undergraduate level lies in the
breadth and depth of its academic programs. Its four colleges-Business, Fine Arts and Humanities,
Sciences and Engineering, and Social and Behavioral Sciences--offer 49 undergraduate and 30
graduate degree programs. Graduate degree programs include 8 master’s concentrations in the College
of Business. Doctoral programs in neurobiology and computer science have been implemented, and
additional dcctoral programs in engineering and educational leadership are planned. A new downtown
campus, which opened beginning with the fall 1997 semester, offers a wide range of both undergraduate
and gmdoate courses, with an approximate enrollment  of 1,980, some of whom also take classes at the
main campus.

The Institute of Texan  Cultures at San Antonio is part of The University of Texas at San
Antonio. Since its completion in 1968, the Institute has grown from a world’s fair exhibit into a
statewide. resource and information center and is the learning and communication center for the history,
culb.az and folklore  of Texas. The exhibit floor, containing displays, artifacts, historic photographs and
vignettes on Texas history, has been expanded to a teaching laboratory with trained  volunteers and staff
members providing living history demonstrations of folk customs and crafts.

The Universitv  of Texas at Tvler, established in 1971 as Tyler State College, became Texas
Eastern University in 1976. By action of the State Legislature, it became a part of the Uoiversity
System in 1979. The Uoiversity of Texas at Tyler is the only public degree-granting university located
in the East Texas Planning  Region, an area of 700,000 population which includes the Tyler and
LongviewiMarshall  metropolitan area. The Texas Legislature has authorized development of an
engineering program which  has admitted its frst  students in the fall 1997 semester, has approved the
addition of limited lower division programs, and has fonded development of an  academic center in
Longview, Texas.

As an upper-level university, The University of Texas at Tyler addresses the needs of students
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t?om community and junior colleges and transfer students from other institutior~~. The institution has
establishedjoint  baccalaureate programs with several community and junior colleges in the region, as
well as a partnership agreement with Tyler Junior College. Baccalaureate and master’s degrees are
offered through four major academic colleges including Business Administration, Education and
Psychology, Liberal Arts and Sciences and Mathematics.

Health Institutions.

The Universitv of Texas Southwestern Medical Center at Dallas is by many measures among
the top academic medical centers in the United States, counting among its faculty four active Nobel
Laureates. Established as Southwestern Medical College in 1943, it became a part of the University
System in 1949. In 1972, its scope was expanded to that of a health science center and the current name
was adopted in 1987. Today, the Medical Center consists of Southwestern Medical School,
Southwestern Graduate School of Biomedical Sciences and Southwestern Allied Health Sciences
School. The three schools enroll over 1,600 students and train more than 1,400 postdoctoral resident
physicians and research fellows and provide continuing education for approximately 15,000 practicing
health professionals.

The Medical Center’s Faculty has nearly 1,300 full-time members. In addition to the four
active Nobel Laureates, the faculty includes 11 members of the National Academy of Sciences and 3
members of Britain’s Royal Society. The faculty and residents provide patient care at the Zale Lipshy
University Hospital, Parkland Memorial Hospital, The Children’s Medical Center of Dallas and a host
of other mihtaq veteran and civilian hospitals. Faculty physicians provide more than $179 million in
unreimbursed professional services annually.

Faculty conduct research programs of over $150 million a year in such areas as arthritis,
cancer, cholesterol, chronic pain, developmental biology, heart disease and stroke, molecular genetics,
neurosurgery, a variety of central nervous system, neuromuscular and psychiatric disorders; and on
many other clinical and basic science fronts.

The Universitv of Texas Medical Branch at Galveston is the oldest academic health science
center in Texas and the second oldest component of the University System. Over the past 105 years,
the Medical Branch has become fUmy established as a leader in patient care, medical education and
research.

More than 2,800 students, including housestaff, are enrolled in the degree programs and
graduate medical training offered through the School of Medicine, the School of Nursing, the School
of Allied Health Sciences, the Graduate School of Biomedical Sciences, the Institute for the Medical
Humanities and the Marine Biomedical Institute

Composed of four schools, two institutes and seven hospitals, the Medical Branch is the only
statewide referral center. The Medical Branch treats over 35,000 inpatients and more than 465,300
outpatients annually, including over 68,975 emergency room patients The John Sealy Hospital, a 12-
story, 528-bed  tower, is the central patient care facility. Other Medical Branch hospitals include the
Jennie Scaly  Hospital, R Wave&y  Smith Pavilion, Mary Moody Northern Pavilion, Children’s
Hospital and the Texas Department of Criminal Justice Hospital. The Shriners Burns Institute provides
treatment free of charge to pediatric bum patients from around the world.

The Universitv of Texas Health-Science Center at Houston., which was established in 1972,
has become the largest educational component of the Texas Medical Center, and it is among the
counhy’s top 10 free-standing medical/health research institutions in research expenditures. Over 3,000
students are enrolled in six schools consisting of Medicine, Dentistry, Nursing, Public Health,
Biomedical Sciences and Allied Health Sciences.

The Health Science Center’s focus on prevention recognizes that most diseases result from three
factors: genetics, environmental and lifestyle. Prevention is the key in a number of Federally timded
projects including fmding genes responsible for diabetes and the prevention of AIDS amvng
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adolescents. A full range of medical specialties continues to be available through the Medical School’s
physicians, who provide care for more than l,OOO,OOO  outpatients annually. The institution also
operates the Harris County Psychiatric Center, the only public psychiatric hospital in the Houston area,
where patient admissions total more than 5,162 annually. The Dental Branch provides care to more
than 186,000 outpatients, and Nursing Services, which provides primary care for students, employees
and private patients, treats nearly 7,000 outpatients annually.

The Universitv of Texas Health  Science Center at San Antonio was established in 1968, and
has gained an international reputation as a leading university research center. Located  on a loo-acre
campus in the heart of the South Texas Medical Center, the Health Science Center has more than a
$800 million impact each year on the Texas economy and provides more than $70 million each year to
the community in indigent care. Degree programs are offered in six schools including Medical, Dental,
Nursing, Allied Health Sciences, Graduate School of Biomedical Sciences, Public Health and Doctor
of Pharmacy Degree Program. The Dental School consistently ranks as one of the nation’s top dental
programs and in the number of research projects fimded  by the National Institutes of Health.

Research and patient care in areas such as diabetes, orthopedics, pediatric surgery, organ
transplantation and a host of rehabilitative medicines attract patients 6om  across the nation and corn
throughout the world. The faculty and residents provide patient care at the University Hospital, the
Audie L. Murphy Memorial Veterans Hospital, the University Health Center and a host of other military
and civilian hospitals and institutions.

The Universitv of Texas M.D. Anderson Cancer Center at Houston ranks as one of the world’s
most respected and productive centers devoted exclusively to cancer patient care, research, education
and prevention. M.D. Anderson was one of the fmt three such centers and remains the only
comprehensive cancer center within a university system.

Since the institution was established by the Texas Legislature in 1941, M.D. Anderson has
made major contributions that have enhanced cancer care throughout the world. Additionally, M.D.
Anderson offers one of the largest bone marrow transplantation programs in the world and an extensive
program of clinical trials that seek to improve therapies for all types of cancer. More than 330,000
people have tomed to M.D. Anderson for cancer care since the fust patient was registered in 1944. The
main complex of M.D. Anderson is located in Houston’s Texas Medical Center and is composed of a
518&d hospital, a lo-story  outpatient clinical building, that last year accommodated more than 935
hospital and outpatient visits per day, and 350 research laboratories.

The Universitv of Texas Health Center at Tvler is an academic health care institution with a
mission of patient care, medical education and biomedical research. The institution joined the
University System in 1977, after 30 years as a State tuberculosis and pulmonary hospital. Patients
come to the Health Center for primary care and for farther diagnosis and treatment by specialists,
particularly in the areas of heart and lung diseases. Outpatient services include family practice, sleep
evaluation, occupational medicine, oncology, internal medicine, urgent care, adult asthma and many
other clinical science 6onts.  In 1996, the Health Center served patients Tom 142 of the State’s 254
counties and recorded approximately 3,300 admissions and more than 85,753 outpatient visits. The
Center for Pulmonary h&tious  Disease Control is a focus for research, media protocols and immediate
information regarding infectious diseases. Through education, the Health Center includes postgraduate
residency programs in family practice and in occupational and environmental  medicine, clinical
rotations for Texas medical school students and clinical training for nursing and allied health students
from nearby colleges.
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Enrol lment

The following arc the historical headcount enrollment figures at the teaching institutions of the
University System during the past five Fall Semesters:

Fall Enrollment”’

The University of Texas at Arlington
The University of Texas at Austin(*)
The University of Texas at Brownsville”’
The University of Texas at Dallas
The University of Texas at El 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 Southwestem  Medical

Center at Dallas
The University of Texas Medical Branch at

Galveston
The Univexsity  of Texas Health Science Center at

Houston
The University of Texas Health Science Center at

San Antonio

Total

1993 1994

23,749 23,202
48,555 47,957

1,911 2,205
8,640 8,487

16,999 17,188
13,702 13,750
2,219 2,315

17,097 17,579
3,936 3,987

1,680 1,700

2,25  1 2,327

3,279 3,183

2.662 2.790

lad6aaM

1995 1996

22,121 20,544
47,905 48,008

2,473 2,648
9,008 9,378

16,275 15,386
13,368 12,682
2,217 2,193

17,389 17,547
3,783 3,459

1,687 1,714

2,249 2,204

3,097 3,111

2.828 2.721

14e4ppu

19,779
48,866

2,615
9,372

15,166
12,489
2,140

17,494
3,393

1,603

2,127

3,089

2.689

(I) The University of Texas M.D. Andemon  Cmcer  Center  and The University of Texas Health Center at Tyler do not
have enrolled students.

w In  order to prevent  ovexrowdin8 of facilities and an  unacceptable student-to-faculty ratio, The University of Texas
at Austin initiated an  enrollment management program in the Fall 1987 aimed at a&win8 a target enrollment of
48,000 by the Fall 1994.

(‘1  The University of Texas at Brownsville shares an  educational partnership with Texas Southmost College.
Enrollment data consists of uppa-level undergraduate students (above the sophomore level) and graduate students
at Tbe University of Texas at Browwille  only  and  does not include students emolled at Texas Southmost College.

w Enrollment figures for the Fall 1997 Semester represent prelii hvelt?h class day numbers and are subject to
change.

The following are the historical headcount undergraduate admissions figures for the teaching
instihttions of the University System for the five Fall Semesters beginning in 1992:

Freshman:
Applications
Acceptances
Mahiculants

Transfers:
Applications
Acceptances
Maticulaots

1992 1993 1994 1995 1996

30,524 34,750 30,834 31,486 31,897
22,215 23,620 23,074 23,493 22,869
13,093 13,788 13,441 14,195 13,541

24,935 25,428 28,817 24,448 24,305
14,984 15,827 18,958 16,645 17,3  11
12,082 12,231 13,408 11,215 12,138
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The following table sets forth, by percentage, a breakdown of the University System’s enrollment by
residency classification for the five Fall Semesters beginning in 1992:

1992 1993 1994 1995 1996

In-State Students 88.5% 88.1% 87.9% 87.2% 87.9%
Out-of-State Students 5.7% 6.0% 6.1% 6.5% 5.7%
Foreign Students 5.8% 5 . 9 % 6.oo/o 6.3% 6.40/a

Total &2&l& uQ&  l$2@g& l!-aQ%  J!i!aE&

Facultv and Emolovees

The numbers of faculty and employees employed by the component institutions of the University
System as of April 30,1997,  the most recent date for which such information is available, are set forth in the
following table:

Facultv  and Emolovees

General  Academic Institutions
Amil30.1997

Faculty
All Other Employees

Subtotal

Health Institutions

Faculty
All Other Employees

Subtotal

Univcrsitv  Svstem Administration

Total

The qnality of the faculty in the University System is evidenced by a wide range of honors, awards and
grants. As of December 1, 1995, the faculty of the component institutions within the University System
includes: six Nobel Prize Laureates; two Pulitzer Prize Winners; 32 Members of the National Academy of
Sciences; 34 Members of the National Academy of Engineering; 3 1 Members of the American Academy of
Arts and Sciences; 21 Members of the American Law Institute; and 33 members of the American Academy
of Nursing.

Each year, faculty members throughout the University System conduct research fimdcd  by competitive
grants kom  age&es  such as the National Science Foundation, the National Institutes of Health, the American
Cancer Society, the National Endowment for the Humanities, the National Endowment for the Arta and the
Coordinating Board. Research expenditures from these and other grants have increased 22.8 1% during the
fiscal years 1992 through 1996 from $636 million to $78 1 million.

University System faculty members have received such prestigious awards as the Field Medal in
mathematics, Presidential Young Investigator Awards, and numerous fellowships from such organizations
as the McArthur, Guggenheim, Mellon, Rockefeller, Ford, Sid Richardson, Welch and Meadows Foundations.
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FINANCIAL MANAGEMENT OF THE
UNIVERSITY OF TEXAS SYSTEM

Financial maoagemeot  of the University System is the responsibility of the Executive Vice Chancellor
for Business Affairs. The Office of Business Affairs includes the Office  of Finance, which reports to Pamela
K. Clayton, Interim Assistant Vice Chancellor for Finance. The Off&  of Business Affairs has debt
admioistration responsibility, as well as of&es which coordinate the operational activities of the University
System, including budget matters. The Assistant Vice Chancellor and Controller of the University System,
reporting to the Executive Vice Chancellor for Business Affairs, prepares for the Board an  annual budget for
the University System, monthly financial rep&s  and the annual unaudited primary financial statements of the
University System. In February 1996, the Board approved a contract for the investment management of all
funds under the Board’s control and management with The University of Texas Investment Management
Company (“UTIMCO”), a non-profit corporation organized under the laws of the State of Texas. In April
1996, UTIMCO received a determination from the Internal Revenue Service that it constitutes a tax-exempt
organization described in Section 501(c)(3)  of the Code. In taking such action, the Board dissolved the
advisory committees which advised it on investments and dissolved its Off&  of Asset Management which
had investment responsibilities. The Board will pay UTIMCO ao  annual fee for investment management
services.

Financial Statements

Ammally, not later thao Decanba 3 1st of each year, the unaudited primary financial statements of the
University System dated as of August 3 Ist, prepared from the books of the University System, must be
delivered to the Governor and the State Comptroller of Public Accounts. Each y&r,  the State Auditor most
certify the fmancial statements of the State as a whole, inclusive of the University System, and in so doing
examines the fmancial records at each of the University System’s component institutions. No outside audit
in support of this detailed review is required or obtained by the University System.

Tbe Uoiversity System’s comb&d  primary &an&l  statements include the System Administration and
all component institutions of the University System. Amounts due between component institutions in the
same fond category, amounts  held for component institutions by the System Administration and other
duplications in reporting are eliminated in combining the individual fmaocial statements.

The University System is ao  agency of the State of Texas and its fmancial records reflect compliance
with applicable State statutes snd regulations. The significant accounting policies followed by the University
System in maintaining accounts and in the preparation of the combined primary financial statements are in
accordance with Texas Comptroller of Public Accounts’ Annual Financial Reporting Requirements. These
requirements follow, as near as practicable, the AICPA Industry Audit Guide Audits of Colleees  and
Universities, 1973, as amended by AICPA Statement of Position (SOP) 74-8, Financial Accounting and
Reporting by Colleges and Universities.

Attached to this document as “APPENDIX A, FINANCIAL STATEMENTS OF THE UNIVERSITY
OF TEXAS SYSTEM”, is the most recent unaudited Combined Primary Financial Statements of The
University of Texas System (with the relevant portion of the Notes to the Combined Primary Financial
Statements), for the University System’s fiscal year ended August 3 1,1996,  excerpted from the 1996 Annual
Report of The Uoiversity of Texas System. The University System’s unaudited Primary Financial Statements
set forth as APPENDIX A consist of the Combined Balance Sheet as of August 31, 1996, the Combined
Statement of Changes in Fund Balances for the Year Ended August 3 1,1996,  and the Combined Statement
of C-t Funds Revenues and Expenditures for the Year Ended August 3 1,1996. While listed as an asset
on the Combined Balance Sheets included in tbe University System’s unaudited primaty  fmaocial statements,
the Permanent University Fund is a public endowment the corpus of which most be forever kept intact.
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Following is a summary of the revenues, expenditures and fund balances derived from the
unaudited primary financial statements of the University System for each of the most recent five fiscal
years .

Current Funds

Current funds are. funds expendable for current operating purposes.
funds are segregated between unrestricted and restricted.

Within the current fimds  group,
The current funds revenues and expenditures

described below are derived f?om the Combined Statement of Current Funds Revenues and Expenditures
included in the University System’s unaudited primary fmancial  statements for each of the fiscal years
indicated, This statement, prepared under the principles of fund accounting, presents the fmancial  activities
of current funds related to the applicable reporting period and does not purport to present the results of
operations or the net income or loss for the period. See “FINANCIAL MANAGEMENT OF THE
UNIVERSITY OF TEXAS SYSTEM-Financial Statements”.

Unrestricted Current Funds Revenues. Unrestricted funds are funds over which the Board retains
full control in achieving institutional purposes. Not alI unrestricted funds constitute Pledged Revenues. S e e
“DESCRIPTION OF THE REVENLK  FINANCING SYSTEM”. The unrestricted current funds revenues
described below are derived from the uoaudited primary financial statements of the University System for each
of the fiscal years in the five year period ended August 3 1,1996. See “FINANCIAL MANAGEMENT OF
THE UNIVERSITY  OF TEXAS SYSTEM-Financial Statements”. Unrestricted current funds revenues are
categorized by source. Each category of unrestricted current foods revenues presented below as a percent of
total sources of such revenues is as follows:

Sources of Revenues

T u i t i o n  a n d  F e e s
S t a t e  A p p r o p r i a t i o n s
Gifts, Grants and Contracts
Available University Fund Income
Endowment/Investment Income
Sales a n d  S e r v i c e s
P r o f e s s i o n a l  F e e s
O t h e r  I n t e r e s t  I n c o m e
O t h e r  S o u r c e s

Total

7.5 1% 8.39% 8.77% 8.73% 9.67%
41.68 38.92 39.56 36.68 35.01

3.85 4.63 5.46 8.22 12.45
3.08 2.95 2.60 2.46 2.27
0.09 0.07 0.56 0.41 0.50

28.48 29.70 26.81 25.95 24.80
11.00 11.55 13.08 14.21 11.69

1.91 1.3s 1.24 1.62 1.65
2.40 2.44 1.92 1.72 1.96

100.00%100.00%100.00%100.00%100.00%

Tuition and Fees. Each component institution granting degrees charges tuition and fees as set
by the State Legislature and the Board under Chapters 54 and 55  of the Texas Education Code which
permits (i) undergraduate tuition applicable to state. residents to be charged up to $68 per semester
credit hour for the 1997-98 academic year, up to $72 per seme&r credit hour for the 1998-99 academic
year, up to $76 per semester credit hour for the 1999-2000 academic year, and up to $80 per semester
credit hour for the 2000-01 academic year; and (ii) tuition of a nonresident student at a general
academic teaching institution or medical and dental unit to be increased to an  amount equal to the
average of the nonresident undergraduate tuition charged to a resident of Texas at a public state
unive.rsity in each of the five most populous states other than Texas (the amount of which would be
computed by the Coordinating Board for each academic year). For the academic year 197-  1998 the
Coordinating Board has computed $248 per semester credit hour for nonresident undergraduate &ion.
As stated above, unless it is necessary to meet a debt service obligation, the amount of the Pledged
General Tuition charged in soy academic year may not exceed the amount of tuition to be charged in
that academic year.

Effective August 1, 1997, S.B. 1907 redesignated the building use fees which make up the
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Pledged General Fees as tuition. The students will no longer be charged a general use fee, and the
tuition charges may be increased by the Board by an amount equal to what the general use fee would
have been under prior law. The net effect is that the total student charges will not be increased by
S.B. 1907.

S.B. 1907 also makes the provisions of the Education Code  which allow the Board to set fees,
rentals, rates, or other revenue funds of the Board at the level necessary, without limit, to enable the
Board to meet its obligations with respect to the payment of debt service on the Parity Debt applicable
to the Pledged General Tuition. Thus, notwithstanding the limitations outlined above, for any Parity
Debt issued after the effective date of S.B. 1907, the rate of the Pledged General Tuition actually
imposed to secure the Parity Debt will not be limited  by law or the Resolution.

At the August 14, 1997 meeting, the Board adopted a resolution amending the Master
Resolution to take into account the amendments to the Education Code made by S.B. 1907. Among
the changes made by such resolution the Board altered the deftition  of Pledged Revenues for the
purpose of supplementing the security for Parity Debt by adding the additional Revenue Funds which
S.B. 1907 permits the Board to pledge and altered the rate covenant to have it apply to the increased
Pledged General Tuition and the expanded  Pledged Revenues defined terms  instead of the Pledged
General Fee. Noh&bstanding  the enactment of S.B. 1907 or the amendment of the Master Resolution,
the Board will continue to be obligated to comply with the existing covenants of the Master Resolution
and the Supplements as long as the Outstanding Parity Debt is outstanding in the event that the
amendments do not produce sufficient Pledged Revenues to meet all of the Board’s obligations.

The following table sets forth the total of tuition and fees (net of refunds) collected during each
of the five fiscal years commencing in 1992 at all component institutions of the University System:

Tuition and Fees
(in Million)

1992 1993 1994 1995 1996
$212.3 $256.5 $290.4 $307.9 $364.3

State Aupvuriations. The University System receives support annually from the State
through general revenue fund appropriations made by the State Legislature. For the fiscal year ended
August 3 1,1996,35.01%  of unrestricted current funds revenues were from State general revenue fund
appropriatioos. The Board has adopted a budget for fiscal year 1997 that includes appropriations from
the State general revenue fimd of $1.18 1 billion, which amount coostitutes 32.2% of 1997 budgeted
unrestricted current funds revenues.

Levels of continued State support to the Uoiversity System are dependent on results of biennial
legislative sessions. The State Legislature adopted a budget for the State for the 1996-1997 biennium
beginning September 1, 1995, which appropriates approximately $1.173 billion for the University
System 6um the general revenue fund for fiscal year 1996 and approximately $1.18 1 billion for fiscal
year 1997. These budget and appropriation amounts do not include certain employee benefits which
are included in the total state appropriations shown below.

The University System has no assurance that the State Legislature will continue to appropriate
to it the general revenue fimds of the State at the same levels as in previous years. Future  levels of State
support are dependent upon the ability and willingness of the State Legislature to make appropriations
to the University System taking into consideration the availability of financial resources and other
potential uses of such,,  resources. The table below sets forth the State general revenue fund
appropriations to the University System included in unrestricted current funds revenues during each of
the five most recent fiscal years:
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State  Appropriat ions
(in Millions)

1992 1993 1994
$1,178.9

1995
%1,189.2

1996
$1,310.5 $1,293.3 %1,319.1

Gifls.  Grants and Contracts. The University System receives federal, state and local grants
and contracts for research which incorporate an overhead component for use in defraying operating
expenses. Thts overhead component is treated as unrestricted current funds revenues while the balance
of the grant or co&act  is treated as restricted currcnt funds revenues. Indirect cost recovery rates used
in calculating the overhead component are negotiated annually with the appropriate governmental
agency for each component institution. In addition, unrestricted gi!%s  are received by each institution.
The following table sets forth the total of the overhead component received on governmental research
grants and contracts, the portion of restricted gifts or grants from nongovernmental sources expended
for current operations and the amount of unrestricted gifts received during each of the five most recent
fiscal years by the University System:

Gifts, Grants and Contracts
(in Millions)

1992 1993 1994 1995”’ ~‘1996”’
$108.8 $141.3 $180.9 $289.8 $469.0

The  increase for  fiscal year 1995 and  1996 were primarily due to contracts between The
Univmity  of Texas Medical Branch at Galveston and the Texas Department  of Criminal
Justice for medical treatment of inmates. The contracts were for $126.6 million and
$213.8 million for fiscal  years 1995 and 1996, respectively.

Available Universitv  Fundhome. The Available University Fund is established by the State
Constitution and consists of all dividends, interest and other income of the Permanent University Fund
(net of Permanent University Fund administrative expenses) including the net income attributable to
the surface of Permanent  University Fund lands. Two-thirds of the total amounts comprising the
Available University Fund (allcr administrative expenses) are constitutionally appropriated to the
University System fust, for the payment of annual debt service on Permanent University Fund bonds
and notes issued by the Board, and second,  for the support and maintenance of The University of Texas
at Austin and System Administration. The following table seta forth the amounts so appropriated for
The University of Texas at Austin and System Administration during each of the five most recent fiscal
years:

Available University Fond Income
(in Millions)

1992 1993 1994 1995 1996
$87.2 $90.0 $86.3 $86.7 $85.4

Endowment/Investment Income. In fiscal year 1994, the University System combined
endowment income with investment income for 6nancia.l statement reporting. While endowment income
is comprised of both restricted and unrestricted earnings, most of the endowment income is restricted
Investment income represents the income earned on funds of the institutions that are invested in
securities with a maturity greater than one year. For funds of the institutions that are invested in
swnrities  with a maturity less than a year, the income is reflected as other interest income (See “Other
Interest Income” below). The following table seta forth the amount of unrestricted  endowment income
for the fiscal years 1991 through 1993, and endowment income and investment income for fiscal years
1994 and 1996.
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Endowment/Investment  Income
(in Millions)

1992 1993 1994 1995
$2.6

1996
$2.0 $18.4 $14.5 $19.0

Sales and Services. The University System operates hospitals in Galveston, Houston and
Tyler. Revenue generated at the hospitals from private, public and third-party payers represents a
significant form of income to the University System. Other educational activities and auxiliary
enterprises also generate revenue which is uoreshicted. The following table sets forth the amount of
such revenue received during each of the five most recent fiscal years:

Sales and Services
(in Millions)

1992 1993 1994 1995 ~1996
$805.6 $907.4 $888.2 $915.2 $934.2

Professional Fees. At each Health Institution of the University System, a medical Practice
Plan has been adopted by the Board covering professional revenues generated by the faculty. Practice
Plan revenues are spent for the operational costs of clinical services, including salaries of the medical
staff and constitutes Practice Plan Funds. The following table sets forth the Practice Plan revenues
received from professional fees during each of the five most recent fiscal years:

Professional Fees
(in Millions)

1992 1993 1994 1995 1996
$311.3 $353.0 $43.2 $501.1 $440.6

Other Znterestlncome. Each University System component institution generates interest i?om
the investment of cash under an investment policy adopted by the Board in accordance with State law.
(See “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Investment
Policy and Procedures-Investment Programs-The ShoWIntermediate  Term Fond”). Other Interest
Income represents the income earned on finds of the institotions that have a maturity  of less than one
year. The following table sets forth such interest income received by the University System during each
of the five most recent fiscal years:

Other Interest Income
(in Millions)

1992 1993 1994 1995”’ 1996
$53.9 $41.2 $41.1 $57.2 $62.0

(I) The increase for fiscal  year 1995 was due to a change in the maturity structure of the
invesbnents  Tim fiscal  year 1994. This change in maturity  sttwhue is reflected by more
income  to the Other Interest Income categoty  and less income to the
Endowment/Investment  Income category

Other Sources. AU miscellaneous revenuea including rents, fees, fmes, sales and other receipts
not categorized above have been grouped together as “other sowx.s”. The following table sets forth
the amount of such miscellaneous revenues received by the University System during each of the five
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most recent fiscal years:

Other Sources
(in Millions)

1992 1993 1994 1995
$68.0

1996
$74.7 S63.7 $60.6 $73.9

Total Unresrricred  Current Funds Revenues. The following table sets forth the total of all
unrestricted current funds revenues received by the University System during each of the five most
recent fiscal years:

Total Unrestricted Current Funds Revenues
(in Millions)

1992 1993 1994 1995 1996
%2,828.5 %3,055.2 $3,3  12.7 $3,526.4 $3,767.5

Total PIedeed Unrestricted Current Funds Revenues. The following table sets forth the
amount of unrestricted current funds revenues that constituted Pledged Revenues received by tire
University System during each of the five most recent fiscal years:

Total Pledged Unrestricted Current Funds Revenues”’
(in Millions)

1992 1993 1994’2’ 1995”’ 1996
S698.5 $784.8 $1,024.2 $1,512.6 $1,854.8

(I) Does not include $4.5 million in Pledaed Practice Plan Funds which also constitute

0,

a,

Pledged Revenues.
Includes the  Pledged Gcncral  Tuition, which became a component of Pledged Revenues
on October 8,1993.
The in- in fiscal year 1995 is the  result of the accounting for hospital revenues of the
M.D. Anderson Cancer Center as Unr.estrictcd  Current Funds Revenues upon the
retirement of certain Prior Encumbered Obligations relating to the Cancer Center.

Unrestricted Current Funds Exoenditures.  Unrestricted current funds expenditures represent the
cost incurred for goods and services used in the conduct of the University System’s operations. Such
expenditures include the acquisition cost of capital assets, such as equipment and library books, to the extent
unrestricted current funds are budgeted for and used by operating departments for such purposes. The
unrestricted current funds expenditures are derived from the unaudited primary fmancial  statements of the
University System for each of the fiscal years in the five-year period ended August 31, 1996. S e e
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Financial Statements”
Unresuicted  current fund expenditures are categorized by function. Each category of unrestricted current
funds expenditures and mandatory transfers, which are presented below as a percent of total expenditures by
function and mandatory transfers, is as follows:
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Exaenditures

Education and General Instruction 34.64% 33.46% 34.33% 33.42% 33.20%
Resea rch . . . . . . . . . . . . . . . . . . . . . . . . 5.40 5.00 4.58 4.16 3.87
P u b l i c  S e r v i c e 1.20 1.33 1.63 1.56 1.62
A c a d e m i c  S u p p o r t 4.48 4.35 4.11 4.06 4.05
S t u d e n t  S e r v i c e s 1.26 1.33 1.39 1.40 1.60
I n s t i t u t i o n a l  S u p p o r t 7.46 8.43 8.90 9.00 8.99
Operations and Maintenance of Plant 9.39 9.86 8.61 8.12 7.72
Scholarships and Fellowships 1.75 1.77 1.84 1.86 2.11
H o s p i t a l s 26.01 26.39 27.05 29.27 29.19
A u x i l i a r y  E n t e r p r i s e s 6.76 6.45 6.04 5.60 5.50
M a n d a t o r y  T r a n s f e r s  (‘) 1.65 1.63 1.52 1.55 2.15

Total 100.00% 100.00% 100.00% lQQ.QQ%

(” Includes debt service payments on Parity Debt and Prior Encumbered Obligations. See ‘“Mandatory
Transfers” below.

Insfruction. This category includes expenditures for all activities that are part of the University
System’s instructional programs. Expenditures are included for credit and non-credit courses, for
academic, vocational and technical instruction, for remedial and tutorial instruction and for regular,
special and extension sessions. The following table presents a history of these expenditures for each
of the five most recent fiscal years:

Instruction
(in Millions)

1992 1993 1994 1995 1996
$924.3 $1,004.0 $1,085.7 $1,126.0 $1,165.9

Research. This category includes all expenditures for research. Expenditures may be either
internally or extemdy sponsored. The following table presents a history of these expenditores  by the
University System for each of the five most recent fiscal years:

Research
(in Millions)

1992 1993 @$jg 1995 1996
$144.2 $150.1 $144.8 $140.2 $136.0

Public service. This category includes foods expe&d primarily for non-instructional services
beneficial to individuals and groups which are not part of the University System. The following table
presents a history of these expenditures for each of the five most recent fiscal years:

Public Service
(in Millions)

1992 1993 1994 1995 1996
$32.0 $40.1 $51.5 $52.6 $57.0
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Academic SUDDOH. This category includes funds expended primarily to provide support
sewices for instruction, research and public service. Expenditures included in this category are those
supporting the operation of libraries, museums and galleries, as well as those for academic
titian, technical support and curriculum development. The following table presents a history
of these expenditures for each of the five most recent fiscal years:

Academic Support
(in Millions)

1992 1993 1994 1995 1996
$119.5 $130.5 $130.0 $136.6 $142.2

Student Services. This category includes funds expended for those activities whose primary
pllrpose is to contribute to the student’s emotional and physical well-being and intellectual, cultural and
social development outside the context of the formal instructional program. The following table
presents a history of these expenditures for each of the five most recent fiscal years:

Student Services
(in Millions)

1992 1993 1994 1995 1996
$33.7 $39.9 $44.0 $47.3 $56.2

hstihttiona~  sunmrt. This category includes expenditures of the offkes of admissions and
regis!zq and for adminismlion,  planning, fiscal operations, data processing, personnel and records and
logistical activities. The following table presents a history of these expenditures for each of the five
most recent fiscal years:

Institutional Support
(in Millions)

1992 p9J 1994 1995 1996
$199.1 $253.0 $281.4 $303.1 $315.6

Operations andMaintenance  ofPlani. This category includes all expenditures of unrestricted
c-t fimds for the operation and maintenance of physical plant, net of amounts charged to auxiliary
enterprises, hospitals and independent operations. The following table presents a history of these
expendihues  for each of the five most recent fiscal years:

Operations and Maintenance of Plant
(in Millions)

1992 1993 1994 1995 1996
$250.7 $295.9 $272.3 $273.6 $271.2

Scholarshios  and FellowshOw. This category includes expenditures for scholarships and
fellowships, including tuition remissions and exemptions in the forms of granta to students resulting
either from selection by component institutions of the University System or from an entitlement
program The following table presents a history of these expenditures for each of the tive most recent
fiscal years:
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Scholarships and Fellowships
(in Millions)

1992 1993 1994 1995
$46.7

1996
$53.0 $58.2 $62.8 $74.1

Hosoitals.  This category includes all expenditures associated with patient care operations of
the University System’s hospitals as well as expenditores for health clioics  that are part of the hospitals,
including nursing and other professional services, fiscal services, physical plant operations and
institutional support, both direct and indirect. The following table presents a history of these
expenditures for each of five most recent fiscal years:

Hospitals
(in Millions)

p9/2 1993 1994 1995”’ 1996
$694.2 $791.9 $855.5 $986.1 %1,024.9

(‘) The increase for fiscal year 1995 was primarily due to increased expenditures at The
Univemity  of Texas Medical Branch at Galveston resulting from a $126 million one-year
contract with the  Texas Department of Criminal Justice for medical treatment of inmates.

Auxiliarv  Entertwises. This category includes all expenditures  relating to the operation of
auxiliary enterprises, including expenditures for operation and maintenance of plant and institutional
sopport The following table presents a history of these expenditures for each of the five most recent
fiscal years:

Auxiliary Enterprises
(in Millions)

1992 1993 1994 1995 1996
$180.3 $193.5 $191.2 $188.6 $193.0

Mandators  Transfers. This category includes transfers 6om  the unrestricted current  funds
group to other fond groups primarily for the payment of debt service.  on Parity Debt and Prior
Encombcred Obligations, as well as required provisions for renewals and replacements of plant. The
following table presents a history of these transfers for each of the five most recent fiscal years:

Mandatory Transfers
(in Millions)

1992 1993 p!+J 1995 E@’
$44.1 $49.0 $48.1 $52.2 $75.4

(‘) Fiscal  year 1996 includes $16.1 million of madatay  h-ansfers  for the early redemption
of the Austin  Building Revenue Bonds,  Series 1986.
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Total Unrestricted Current Funds Ewendihues  andMandatorv  Transfers. The following
table presents a history of the total of all categories of unrestricted current funds expenditures  and
mandatory transfers for each of the live most recent fiscal years:

Total Unrestricted Current Funds
Expenditures and Mandatory Transfers

(in Millions)

1992 1993 &@ 1995 1996
$2,668.7 $3,001.0 $3,162.7 $3,369.1 %3,511.5

Restricted Current Funds Revenues and Exnenditures.  Restricted current funds revenues refer to
resources that have been externally restricted and may only be utilized in accordance with the purposes
stipulated by the source of such funds. Such revenues include, among others, grants and contracts from
governmenta  and private sources (other than the overhead component which is eeated  as unrestricted current
fimds revenue), resbicted gif?s and income on restricted endowment funds. Receipts from these resources are
reported as revenues only when expended. The following table presents a history of total restricted current
funds revenues and expenditures for each of the five most recent fiscal years:

Total Restricted Current Funds
Revenues and Expenditures

(in Millions)

1992 Q9J 1994 1995 1996
$604.4 $689.0 $717.6 $773.8 $858.0

Fund Balances

Fund balances represent the di&ence behveen total assets and total liabilities and are reported by fund
group. The fund balances described below are derived from the Combined Balance Sheet included in the
University System’s unaudited primary fmancial statements  for each of the fiscal years indicated. S e e
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Financial Statements”.
The Combined Statement of Changes in Fund Balances for the fiscal year ended August 3 1,1996,  included
in “APPENDIX A, FINANCIAL STATEMENTS OF THE UNIVERSITY OF TEXAS SYSTEM”, is
essentially a statement of changes in fmancial position between reporting dates and is presented for all fund
groups.

Unrestricted Current Funds. Unrestricted current funds balances represent the accumulation of the
cxeeas of unrestricted current lin& revenues over unrestricted current funds expcnd.itures  and transfers. This
amount is available for future operating purposes or other use as determined by the Board to the extent that
such amount exceeds the amount reported as Unrestricted-Reserves. See the Combined Balance Sheet
inch&din “APPENDIX A, FINANCIAL STATEMENTS OF THE UNIVERSITY OF TEXAS SYSTEM”
for details for the year ended August 3 1,1996. The total fund balance of all categories of unrestricted current
fmds (which relates to the revenues and expenditures presented above) as of the end of each of the five most
recent fiscal years was as follows:

Unrestricted Current Funds Balance
(in Millions)

1992 1993 1994 1995 1996
$355.7 $388.5 $426.8 $437.4 $494.9

Restricted Current Funds. Restricted current funds represent unexpended balances of funds
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externally restricted to specific operating purposes. Such funds originate t?om income on restricted
endowment funds, git?s whose donors have placed limitations on their we and grants and contracts t?om
private or govemmental  sources for research, training and other sponsored programs (other than the overhead
component which is treated as unrestricted current funds). The total fund balance of restricted current funds
(which relates to the revenues and expenditures presented above) as of the end of each of the five most recent
fiscal years was as follows:

Restricted Current Funds Balances
(in Millions)

1992 1993 1994 1995 1996
$355.7 $388.5 $426.8 $437.4 $494.9

Loan Funds. Loan timds balances represent student loans or funds available for loans to students
admauxd  by the University System pursuant to federal and private programs. The majority of such loans
are f&alIy funded prima+  through the Perkins Loan Program which succcedcd the National Direct Student
Loan Program. The balance of such loans is funded by the University  System either through private sources
or from student tuition as authorized by State law. The loan funds balance as of the end of each of the five
most recent fiscal years was as follows:

Loan Funds
(in Millions)

1992 1993 1994 1995 1996
$95.7 $100.9 $108.7 $114.7 $119.6

Endowment and Similar  Funds (State-Permanent Universitv  Fund). While list.4  as an asset on
the Combined Balance Sheets included in the University System’s unaudited primary financial statements, the
Permanent University Fund is a public endowment the corpus of which must be forever kept intact. Only
certain revenues derived from the investment of the corpus of the Permanent University Fund comprise the
Available University Fund and are appropriated for use by the University System. See “FINANCIAL
MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Fund Balances-Available University
Fund”. For more  information regarding the Permanent University Fund, see “FINANCIAL MANAGEMENT
OF THE UNIVERSITY OF TEXAS SYSTEM-Pennancnt  University Fund” and “-Investment Policy and
Procedures-Investment of Permanent University Fund”.

Endowment and Similar Funds (Other than State). The Other than State category of endowment
funds consist primarily of the Long Term Fund (formerly known as the Common Trust Fund) and other
private endowments. The Long Term Fund is a pooled fund for the investment of private endowments donated
to benefit various programs and purposes at the fifteen  institutions comprising the University System. The
fund was established by the Board in 1948 and provides for diversification of security holdings and
enhancement of investment management. It encompasses the investment of approximately 90% of the
University System’s private endowment. See “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM-Investment Policy and Procedures-Investment Program-The Long Term Fund”.

Other private endowments consist primarily of (a) approximately 220 separately invested accounts
where the endowment asset donated is unique, such as a real estate interest, or where the donor has placed
investment restrictions on the asset so as to preclude its inclusion in the Long Term Fund, and (b) the Special
Fund for John Scaly  Hospital which has been jointly controlled by the Board and the Scaly  and Smith
Foundation since 1927. The endowment and similar timds (other than State) balances as of the end of each
of the five most recent fiscal years was as follows:
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Endowment and Similar Funds

J99J 1993 1994 1995
$1,024.8 $1,163.2

1996
%1,295.3 $1,378.7 %1,494.8

which
Ofthc $1,494.8  shown for 1996, $374.4 million is classified as “Funds Functioning as Endowment”,
means that such funds have been designated as endowments by the Board and are subject to being

redesignated by the Board and made available for other lawful purposes.

Ammitv  and Life Income Funds. Annuity funds sod  life income foods are separate fund groups which
are  combined for qorting purposes. Annuity funds are those funds donated to the University System on the
condition that the University System pay certain amounts periodically to the donor or other designated
individuals for a specdic pericd of time. At the end of the payment period, the principal amount of the annuity
fund is transferred to the fund group specified by the donor or, in the absence of restrictions, to unrestricted
funds. Life income funds consist mainly of charitable remainder  trusts for which the University System is
hustee and/or remainderman  and pays distributions in agreed upon amounts to beneficiaries.
income balances as of the end of each of the five most recent fiscal years were as follows:

Arm&y  and life

Annuity and Life Income Funds
(in Millions)

1992 1993 1994 1995 1996
$13.1 $12.6 $13.6 $17.0 $19.2

Available Universitv  Fond. The Available University Fund is established by the State Constitution
and consists of all dividends, interest and other income of the Permanent University Fund (net of Permanent
University Fund administrative expenses) including the net income attributable to the surface of Permanent
University Fund lands. Two-thirds of the total amounts comprising the Available University Fond (after
adminiive expenses) are constitutionally appropriated to the University System fust, for the payment of
annual debt service on Permanent University Fund bonds and notes issued by the Board, and second, for the
support and maintenance of The University of Texas  at Austin and System Administration.

The Available University Fund balances appiopriated  to the University System as of the end of each
of the five most recent fiscal years were  as follows:

Available University Fund
(in Millions)

@&2 1993 1994 1995 1996
$95.2 $88.5 $92.1 $100.0 $113.3

A portion of the. fund balance for each  year shown above represented accrued income attributable to The
Texas A&M University System. Of the $113.3 million balance of the Available University Fund on August
31,19%,  approximately $16.7 millionrcprcscnted  accruedincome
System.

attributable to The Texas  A&M Uoiversity

Plant Funds. The University System reports its Plant Funds in the following four categories:
Unexpended Plant Funds; Renewals and Replacements Funds; Retirement of Indebtedness Funds; and
Investment in Plant Funds.

Unextended  Plant Funds. Unexpended plant funds are unexpended funds derived 6om
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various sources to fmance  the acquisition of long-term plant assets and the associated liabilities. This
category does not include construction in progress which is included under “Plant Funds-Investment
in Plant Funds” below. The unappended plant fimd  balaoce as of the end of each of the five most recent
fiscal years was as follows:

Unexpended Plant Funds
(in Millions)

1992 1993 1994 1995”’
$232.2 $256.3

1996
$256.5 $384.4 $268.3

(‘I The increase for fixal year 1995 was primarily due to the issuance of Parity Debt during
such  fiscal year. In June, 1995, approximately $35 million of new money proceeds were
generated pursuant to the issuance of the Board’s Revenue Financing System Bonds,
Series 1995A andonly $2. 1 million ofthe proceeds were spent by August 31,1995.  In
addition, Commercial Paper Notes in the amount of $55 million were issued during the
last hvo months of fiscal year 1995 with only $5.2 million of the proceeds  spent by year
end. The private ISIS,  @ants  and contracts also were higher for fiscal year 1995 ($83.3
million) than 1994 ($39.9 million).

Renewals andReolacements  Funds. These funds provide for the renewal and replacement of
plant fund assets and their associated liabilities as distinguished from additions and improvements to
plant. The. renewals and replacements fond balance as of the end of each of the five most recent fiscal
years was as follows:

Renewals and Replacements Funds
(in Millions)

1992 g99J 1994 1995
$6.1

1996
$3.2 $5.6 $4.4 $5.5

Retirement oflndebtedness  Funds. Funds for the retirement of indebtedness represent those
funds held by the University System in interest and sinking funds and reserve fends for other than
Permao&  University Fund bonds. The retirement of indebtedness fond balance as of the end of each
of the five most recent fiscal years was as follows:

Retirement of Indebtedness Funds
(in Millions)

1992 1993 Jy&4”’ 1995 1996’2’
$43.4 $40.7 $5.2 $5.2 $3.7

(‘) The si@cant decline in the fund balance between  fiscal year 1993 and fiscal year 1994
is the result of the release of certain reserve funds ia connection with the retirement of

(*)
Prior Encumbered Obligations relating to the M.D. Anderson cancer  Center.
The decline in fiscal year 1996 is the result of the release of certain reserve funds in
connection with retirement of the Austin Building Revenue Bonds, Series 1986.
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lnveshlent  in Plant  Funds investment in plant represents the long-term plant and equipment
assets of the University System and their associated liabilities. The investment in plant Iimd  balance
as of the end of each of the five most recent fiscal years was as follows:

Investment in Plant Funds
(in Millions)

1992 1993 @!3‘J 1995
$3,480.8

1996
$3,758.5 $3,951.8 $4,017.5 $4,379.1

At August 3 1,1996,  gross plant assets totaled $5,656.9  million. Of this total, 49.3% was in
the form of buildings, 28.1% in equipment, 5.8% in library books, 7.8% in construction in progress and
9.0% in land and other. Deferred maintenance requirements at the University System are currently
estimated to be less than 1.0% of the replacement cost of plant assets.

Aeencv  Funds. Agency funds represent timds held by the University System as custodian or agent for
individual students, faculty, staff members and organizations. The total agency funds assets as of the end of
each of the five most recent fiscal years was as follows:

Agency Funds
(in Millions)

1992 1993 Jp$g 1995’1’ 1996
$24.6 $27.8 $44.6 $192.3 $225.9

(I) The increax in tiscal  year  1995 is the result of changes in applicable accounting standards
which required the university system to include in its fmmcial  statements the assets  of a
defined contribution retirement plan  for the physicians at the M.D. Anderson cancer
center

Agency fond assets are offset by liabilities (recognizing that Iimds are held in custody for others) and
miscellaneous payables, with the result that agency funds balances are zero in any given fiscal year.

Permanent Universitv Fund

The Permanent University  Fund is a public tidowment contributing to the support of the University
System (other than The University of Texas-Pan American and The University of Texti  at Brownsville) and
The Texas A&M University System. The State Constitution of 1876 established the Permanent University
Fund through the appropriation of land grants previously given to The University of Texas plus an additional
one million acres.  The land grants to the Permanent University Fund were completed in 1883. As of August
3 1,1996,  the Pemxment University Fund contained 2,109,190  acres located in 24 counties in North and West
Texas.

As interpreted by the State Supreme Court and by the State Attorney General, the Permanent University
Fund most be forever kept intact, and the proceeds f?om oil, gas, sulphur and water royalties, together with
realized gains on investments, rentals on mineral leases, lease bonuses and all amounts received t?om the sale
of land must be added to the corpus of the Permanent University Fund. All other dividends, interest and other
income of the Permanent University Fund (net of Permanent University Fund administration expenses)
represent the Available University Fund. See “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM-Fund Bal-Available University Fund”. For information regarding the investment
policy relating to the Permanent University Fond, see “FINANCIAL MANAGEMENT OF THE
UNIVERSITY OF TEXAS SYSTEM--Investment Policy and Procedures-Management of the Permanent
University Fund”. The funds held in the Permanent University Fund are not available to pay debt service on
the Bonds.
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The Permanent University Fond’s balance as of the end of each of the five most recent fiscal years was
as follows:

Endowment and Similar Funds
(State-Permanent  Univers i ty  Fund)

1992
$3,666.9

Investment Policv and Procedures

_
(in Millions)

1993 1994 1995 1996
$4,053.4 $4,222.5 $4,385.9 $4,654.3

Manaeement of Investments. The Board is responsible for investment of University System funds
held outside the State Treasury. In order to enhance the process by which the various Funds’ investments are
governed and managed, the Board on March 1, 1996 contracted with The University of Texas Investment
Management Company (“UTIMCO”) to invest more than $9 billion of fends under its fiduciary control,
UTIMCO is a 501(c)(3) corporation m&led  atIer investment management companies organized by Harvard,
Princeton, Stanford and Duke Universities to invest their respective assets. It is the fast  investment
corporation formed by a public university system and oversees investments in the Permanent University Fond,
the Long Term Fond, the ShortiIntermediate  Fond and other assets. UTIMCO is require&to  1) recommend
investment policy for the Funds, b) determine specific asset allocation targets, ranges and performance
benchmarks consistent with each individual Fends’ objectives, and c) monitor each Fun& performance against
its objectives. UTIMCO must invest the Funds’ assets in conformity with investment policy.

At its February  6, 1997 meeting, the Board approved new Investment Policy Statements for the
Permanent University Fund, Long Term Fond, Short/Intermediate  Texm Fond and the Short Term Fund. The
new Investment Policy Statements allow the Board to unify all policy elements regarding approved asset
classes into a standard fund investment policy statement. The standardization of the statements will increase
consistency of policy across funds and improve the monitoring of compliance with each fund’s investment
policy.

The Policy Statements provide that the primary investment objective of the Permanent University Fund
and the Long Term Fond is to preserve the purchasing power of Fund assets and annual distributions by
earning an average annual total return  after inflation of 5.5% over rolling ten-year periods or longer.
Second fond objectives are to generate a Fund return in excess of (a) the Policy Portfolio benchmarks and
(b) in the case of the Long Term Fund, the average median return  of the universe of college and university
endowments as reported annually by Cambridge Associates and NACUBO over rolling five-year periods or
longer. The Policy Portfolio benchmarks are established by UTIMCO and are comprised of a blend of asset
class indices weighted to reflect Fond asset allocation targets.

The Policy Statements recognize that asset allocations the primary determinant of investment
pertormsnce. Fund assets may be allocated among cash and cash equivalents, tixed  income investments, and
broadly defmed equities (including alternative assets) in order to achieve the Funds’ primary investment
objective. The Policy Statements also recognize that the Funds 5.5% real return  objective for long-term funds
imply a high allocation to broadly defmed equities as high as 85%. Fixed income investments are limited to
50% md  25% for the P ermanent University Fond and Long Term Fond, respectively. The Policy Statements
for the Short/Intermediate Term Fund and Short Term Fund restrict asset allocation to fixed  income
investments only and attempt to conixol risk through restrictions on maturities and credit quality.

Each Policy Statement delegated authority to UTIMCO to establish specific asset allocation targets,
ranges and performance objectives for each asset class within the broad asset allocation or other guidelines
established by the Board.

The Lorw  Term Fund. The Long Term Fund (“LTF”)  serves aa  a pooled fond for the
collective investment of private endowments and other long term timds of the 15 component institutions
comprising The University of Texas System. The LTF is structured as a mutual fond in which each
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endowment or account purchases units at the LTF’s market value per unit.
quarterly, on a per unit basis, direcdy to each  component institution.

Cash distributions are paid
The primary investment objectives

of the LTF arc to p-e the purchasing power of LTF’s assets, and its annual distributions by earning
an average total return over inflation of 5.5% over rolling ten year periods or longer. Growth of the
LTF is required to preserve its purchasing power and is essential for providing growth in the
distributions remitted to the component institutions. The LTF’s secondary objectives are to generate
a fund return in excess of the Policy Portfolio benchmark, and the average median return of the universe
of the college and university endowments as reported annually by Cambridge Associates and the
National Association of College and University Business Officers over-five-year periods or longer. The
Policy Portfolio is comprised of a blend of asset class indices weighted to reflect the LTF’s asset
allocation policy targets

Asset allocation within the LTF is the responsibility of UTIMCO  and neutral policy allocations
are subject to change from time to time based on the economic and investment outlook. The asset
classes within the LTF, the long term neutral policy allocation percentage for each asset class and the
actual asset allocation percentages as of August 3 1, 1997 are set forth below.

Neutral Policy
Asset Class

Percentage Allocation
Allocation (as of 8/3  l/97)

Cash and Cash Equivalents 0.0% (.5)%
Fixed Income 20.0% 23.2%
Equities 55.0% 72.5%
Alternative Equities”’ 25.0% 4 . 8 %

Total L!2!um lf?Eu!s

(‘) The term “Alternative Assets” encomPasses  the following: (i) alternative marketable
invcshnmts, which include hedge funds, arbitrage and special situation funds, high yield
bonds, distressed obligations and emerging markets whose underlying securities arc
traded on public exchanges or otherwise readily marketable; (ii) alternative illiquid
investments are  generally held through limited partnership interests and include private
equity, buyout mezanine debt, and  venture capital investments that arc  privately held and
which are  not registered for sale on public exchanges; and (iii) intlation hedging assets,
which include oil and gas interests, real estate, commodities, and other assets whose
curxnt incomes and principal values generally increase as inflation accelerates.

As of August 31, 1997, approximately 37.8% of the investment of LTF funds was managed
internauyandapp~ly 62.2% was managed externally by unaftiliated investment managers. The
bodcvalueoftheLTFasofAugust31,1997was%1,654.9mi~onandthemarketvaluewas$2,125.0
million, indicating an unrealized gain on that date of $470.1 million.

The Shorthkvmediate  Term Fund. The Short/httermcdiate  Term Fund (“S/ITF”)  serves as
a pooled investment value for operating funds of The University of Texas System component
institutions and System Administration. Operating funds are defmcd  as those with an investment
horizon of one to five years. The S/ITF  also serves as the sources of a $350 million self-liquidity
facility for The University of Texas System Board of Regents’ Revenue Financing System Notes. The
SiITF  is str&med as amutual  fund where participants can transact in units at market value weekly on
Wednesdays and the tirst business day of each month. Its income is either reinvested or distributed to
the unithokiers monthly at their election. The S/ITF’s  structure allows for greater economies of scale,
enhanced flexibility, and centralized, full-time professional management. The SfiTF’s  primary
investment objective is to generate both income and capital appreciation when consistent with the
reasonable preservation of capital and the maintenance of adequate liquidity.

S/ITF.
The Board’s policy does not specify asset allocation targets for the investment of funds in the

Set fotih in the table below, however, is- a quarterly breakdown of the composition of the S/ITF
sinceAugust31,  1997.
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Qb
Endine.

813 l/96
1 l/30/96
2128197
513  l/97
813 l/97

Q&

7.9%
15.2%
13.5%
13.5%
17.2%

Comme.rcial Govt. &
Paoer Aeencies

0.0% 74.9%
0.0% 68.7%
0.0% 72.4%
9.6% 64.8%
0.0% 73.1%

Mortgage
Backed

17.2%
16.1%
14.1%
12.1%
9.7%

As of August 3 1,1997,100%  of the investment of S/ITF  fends was managed internally. The
book value of the total portfolio of investments held in the SiITF  as of August 3 1,1997  was $1,622.9
million and the market value was $1,63  1.4 million, indicating an unrealized gain on that date of $8.5
million. The Board does not anticipate the need to sell any investments in the SIITF  prior to their
maturity to meet the liquidity needs of the component institutions of the University System or the
Commercial Paper Notes.

The Short Term Fund. The Short Term Fund (“STF”)  is the designation given by the
University System administration to the money market mutual fund lmown  as the Dreyfus Institutional
Preferred Money Market Fund which the Board has approved as an investment for University System
funds. The LIreyfus Institutional Preferred Money Market Fund (the “LIreyfus Fund!‘) is an open-end,
diversified, management investment company, known as a money market mutual fund. the Dreyfos
Corporation serves as the Dreyfos Fund’s investment advisor. The Dreyfus Fond is organized as an
unincorporated business trust under the laws of the Commonwealth of Massachusetts. The component
institutions of the University System and University System administration utilize the STF as an
investment option when overnight liquidity is the primary investment objective. As of August 3 1,
1997, the amount of University System fimds invested in the STF was $569.3 million (Amount
excludes endowment, trust and other funds invested in the Dreyfus Fund.). As of August 3 1,1997,  the
Dreyfu  Fond had a net asset value at amortized cost of $1,001.3  million.

Permanent Universitv  Fund. The Permanent University Fund (“PUF”)  is a public endowment
contributing to the support of eligible institutions of The University of Texas System and the Texas A&M
University System. The Constitution of 1876 established the PUF through the appropriation of land grants
previously given to The University of Texas plus one million acres. Additional land grants to the PUF were
completed in 1883 with the contribution of another one million acres. Today the PUF contains 2,109,190
acres located in 24 counties primarily in West Texas. The primary investment objective of the PUF is to
preserve the purchasing powa of the PUF’s  assets and annual distributions by earning an average annual total
return atIer inflation of 5.5% over rolling ten-year periods or longer. The secondary objective is to generate
a fond return in excess of the Policy Portfolio benchmark over rolling five-year periods or longer. The Policy
Portfolio benchmark is established by UTIMCO and is comprised of a blend of asset class indices weighted
to reflect PUF asset allocation policy targets. The Board recognizes that achievement of the PUF’s  investment
rates in excess of long-term equilibrium levels.

Asset allocation within the PUF is the responsibility of UTIMCO, and neutral policy allocations are
subject to change t?om time to time based on the economic and security market outlook as well as income
requirements. The asset classes within the PUF, the neutral policy allocation percentages for each asset class
and the actual allocation percentages as of August 3 1, 1997 are set forth below.

Neutral Percentage
Policy Allocation

Asset Class Allocation (as of 8/3  l/97)

Cash & Cash Equivalents 0.0% .3%
Fixed Income Securities 20.0% 37.0%
Equity Securities 55.0% 56.6%
Alternative Equities 25.0% 6.

Total Assets l!csuc& l!z!Qa%
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AsofAugust31,1997,appmximate ly 50.5% of the investment of PUF funds was managed internally
and approximately 49.5% was managed externally by unafi’iliated investment managers. The book value of
the total portfolio of investments held in the PUF as of August 3 1, 1997 was $4,974.5  million and the market
value was $6,368.3  million, indicating an  unrealized gain on that date of $1,393.8  million.

Amendment of Investment Policies sad Procedures. The Board has the right to amend its policies
and procedures relating to the management of investments, at its discretion and at any time, subject to
applicable State law.

Management of Funds Held in the State Treasurv.  The Texas Education Code requires that the
University System deposit into the State Treasury all funds except those derived from auxiliary
enterprises and noninstructional  services, agency funds,  designated and restricted funds, endowment
and other girt funds, and student loan funds. All such funds held in the State Treasury, including the
Available University Fund and certain cash balances of the Permanent  University Fund, are
administered by the State Treasurer. The State Treasurer invests money in the State Treasury in
authorized investments consistent with applicable law and the Texas State Treasury Investment Policy,
dated August 1993. The State Treasurer pools funds within the State Treasury for investment
purposes and allocates investment earnings on pooled funds proportionately among the various State
agencies whose funds are so pooled. Currently, most pooled funds are invested in the following
instruments: repurchase agreements; reverse repurchase agreements; obligations of the United States
and its agencies and instrumentalities; commercial paper having the highest credit rating; and fully-
collateralized deposits in authorized State depositories. Less than 3% of the State Treasury pool is
invested in derivative investments. All State Treasury investments are marked to market daily using
an external financial service. The Board utilizes the State Treasury primarily as a depository and
anticipates that all funds  deposited in the State Treasury will be available upon request and will earn
interest equal to an allocated share of investment earnings on pooled funds in the State Treasury. As
of January 31,1997,  the amount of University System funds held by the State Treasury was S149.3
million.

The State Treasurer, acting primarily through a special purpose trust company, also holds
approximately 20 separate accounts outside of the State Treasury. The largest such account is a local
government investment pool, known as TerPool,  which was established in 1989 as an investment
alternative for local governments in the State. The Board is not (and has never been) a participant in
TexPool  and none of the funds  of the University System are invested by the State Treasury in TexPool.

Capital  Improvements Planning and Authorization

Planning and authorization of University System capital improvements is governed by a six-year capital
improvements program approved by the Board and administered by System Administration. The program
approves in principle the expenditure of funds f?om all sources for capital projects at all component
institutions for construction, repair and rehabilitation, land acquisition, equipment and librruy  materials. The
program is based on requests for capital projects identified in component institution strategic plans which are
reviewed by System Administration. In selecting proposed projects for approval under the program, fast
priority is given to projects correcting major deficiencies in physical assets supporting on-going programs or
correcting deficiencies anticipated to exist as a result of estimated growth in student enrollment, patient care
or research activity. Selection of projects for new pmgrams  is guided by each component institution’s strategic
plan sod is further based upon a demoostraiion of overall institutional need for additional space as well as the
need for the specific project pmposed. The capital improvements program is revised biennially by the Board.
It was last revised in August 1997 to apply through fiscal year 2003.

New construction projects in excess of $300,000 and all major repair and rehabilitation projects in
excess of $600,000 approved in principle under the program require further approval during project
development. Board  approval is required for preliminary design plans and total project costs Responsibility
for the completion of plans is delegated by the Board to the Chancellor. Jn  addition, approval from the
Coordinating Board is also required (except for projects for The University of Texas at Austin that are
predominantly funded with Permanent University Fund bond proceeds and projects excluded by law) prior
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to the award of any contracts. See “GENERAL DESCRIPTION OF THE UNIVERSITY OF TEXAS
SYSTEM-Coordinating Board”. Construction contracts for approved projects arc awarded by the Board
to the lowest responsible bidder. Construction is monitored by the Of&e of Facilities Planning and
Constmction at System Administration together with building committees at component institutions to insure
completion of the project as approved.

Debt Manaeement  and Anticioated  Financing

Responsibility for the management of University System debt obligations is centralized in the Offke
of Finance within the Office of Business Affairs. Debt is issued pursuant to University System debt capacity
analyses and annual timding requirements in accordance with the capital improvements program. Issuance of
debt requires approval of the Board and (except for Permanent University Fond bonds and notes) approval
by the Texas Bond Review Board. As a general role, the University System issues debt in large increments
to finance system-wide capital improvement cash flow requirements  in aggregate as opposed to fmancing  on
a project-by-project basis. In addition, the University System generally fmances  capital improvements initially
with short-term debt to minimize debt service costs during construction  periods. Such short-term debt is
relinanced with long-term fixed rate debt when short-term facilities are fully utilized or during periods of low
interest rates.

The University System anticipates that it will have additional borrowing needs to supplement funding
for its capital improvements program. During the balance of fiscal year 1998, the @iversity System
anticipates borrowing $50,000,000  under the Permanent University Fond bond program for capital
expenditures. No other long term Parity Debt is anticipated to be issued in fiscal year 1998. Additional
issuances of Parity Debt will continue to be made under the Revenue Financing.System  commercial paper
program for equipment and construction needs. See “Financing Programs--Revenue  Financing System”
below. Under the H.E.A.F. bond program, the Board is authorized to issue bonds for The University of
Texas-Pan American and The University of Texas  at Brownsville. On January 10,1996,  $26,000,000  of such
bonds were issued and delivered for The University of Texas-Pan American.  No additional H.E.A.F. bonds
are anticipated to bc  sold through fiscal year 2005. See “Financing Programs-Higher Education Assistance
Fond (H.E.A.F.) Bonds” below.

Fiancial  Programs.  Article VII, Section 18 of the State Constitution provides that, except for cases
of demonsti  need and upon avote  of hvc-thirds of eachhouse of the State Legislature, and except in cases
of tire or nati disaster, component institutions of the University System (except  The University of Texas-
Pan American and The University of Texas at Brownsville) may not receive any funds from the general
revenues of the State for acquiring, constructing or equipping permanent improvements, or for major repairs
or rehabilitations of pemummt  improvements. The Board, pursuant to constitutional and statutory provisions,
is authorized to issue debt in a number of distinct forms with which to fmance  capital improvements.

Revenue Financing Svstem. Chapter 55 of the Texas Education Code authorizes the Board
to issue bonds to acquire or equip facilities (including auxiliary enterprise facilities) for or on behalf
of University System componeot institutions and to pledge all or any part of its revenues, income, fees
or other resources to the payment of the bonds. Historically, the Board issued bonds under this
authority on an institution-by-institution basis secured exclusively by an individual fee or revenue
source or combination thereof. In April, 1990, the Board restructured  its debt program by establishing
the Revenue Financing System pursuant to the Master Resolution. See “APPENDIX B, SUMMARY
OF THE MASTER RESOLUTION”. The Revcnuc Financing System was folly implemented in 1991.
The purpose of the Revenue Financing System is to assemble University System revenue bond debt
capacity into a single financing program, to provide a cost-effective debt program to the Members and
to maxim&  the financing options available to the Board. Under the Master Resolution, the Board has,
with certain exceptions, combined all of the revenues, funds and balances attributable to Members of
the Revenue Financing System and lawfully available to secure revenue bonds and pledged the
combined revenues, funds and balances as Pledged Revenue to secure payment of Parity Debt issued
under the Master Resolution. The revenues, funds and balances excluded t?om Pledged Revenues are
described within the deftition  of “Pledged Revenues” contained in “APPENDIX A, GLOSSARY OF
TERMS”.
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All of the institutions currently constituting components of the University System have been
inchded  as Members of the Revenue Financing System. The Master Resolution permits the Board to
make additions to or deletions horn  the membership of the Revenue Financing System subject to the
satisfaction of certain conditions specified therein.

Under Board regulations, administration of the Revenue Financing System is the shared
responsibility of the Office of Business Affairs and each Member of the Revenue Financing System.
The guiding principle underlying the administration of the Revenue Financing System is that allocations
of Parity Debt proceeds for capital improvements at a Member shall be contingent upon a Board
determination  that the Member can prudently satisfy ita proportionate share of the outstanding Parity
Debt attributable to such Member with such Member’s fmancial  resources. All capital improvement
projects proposed to be funded in part or in whole with Parity Debt must receive a recommendation for
allocation of Parity Debt from the Office of Business Affairs prior to being approved by the Board for
inclusion in the capital improvements program. Such recommendations are given upon the completion
of a financial evaluation concluding that such Member can prudently satisfy its Direct Obligation.

In  establishing the annual budget of each Member of the Revenue Financing System, the Board
includes as the Annual Obligation of the Member the amount necessary to provide for the satisfaction
by the Member of its proportionate share of debt service due by the Board in such budget year on
outstanding Parity Debt, plus the amount budgeted by the Board for such fiscal year to allow the
Member to retire its obligation for any i&a-system advances made to it to satisfy part or all of a
previous Annual Direct Obligation payment. Each Member’s proportionate share of outstanding Parity
Debt and its Annual Obligation is evidenced by a fmancing agreement bchveen the Board and each
Member. See “DESCRIPTION OF THE REVENUE FINANCING SYSTEM”.

In  1991, pursuant to the Second Supplemental Resolution to the Master Resolution, the Board
issued its Revenue Financing System Refunding Bonds, Series 1991A,  1991B and 1991C in the
aggregate principal amount of $282,725,000,  now outstanding in the aggregate principal amount of
$152,495,000,  to refund most of ita then outstanding debt as a part of implementing the Revenue
Financing System. In 1995 pursuant to the Third  Supplemental Resolution to the Master Resolution,
the Board issued its Revenue Financing System Bonds, Series 1995A,  in the aggregate principal amount
of $74,945,000  to r&aid certain outstanding obligations of the Board and to provide funds to pay the
cost of improvements at certain component institutions of the University System. In 1996 pursuant to
the Fourth Supplemental Resolution to the Master Resolution, the Board issued its Revenue Financing
System Bonds, Series 1996A,  in the aggregate principal amount of $72,600,000  for the purpose of
financing the cost of acquiring, purchasing, constructing, improving, enlarging and equipping the
property and facilities of certain Members of the Revenue Financing~ System. And its Series 1996B
Bonds in the aggregate principal amount of %232,135,000  to refund certain outstanding obligations of
the Board and to provide funds to pay the cost of improvements at certain component institutions of
the University System. Under the Amended and Restated First Supplemental Resolution to the Master
Resolution (the “First Supplement”), the Board has authorized its Revenue Financing System
Commercial Paper Notes, Series A (the “Commercial Paper Notes”), to provide interim fmancing  for
capital improvements and to fmance  equipment purchases for Members of the Revenue Financing
System The Commercial Paper Notes constitute Parity Debt under the Master Resolution. The First
Supplement authorizes the Board to issue Commercial Paper Notes in a maximum aggregate principal
amount outstanding at any one time of $350,000,000. The Commercial Paper Notes must mature on
or before. April 1,202O  and have a term of 270 days or less. There is no external bank liquidity support
for the University System’s obligation to pay the Commercial Paper Notes upon their maturities. The
liquidity support is provided by funds of the component institutions of the University System pooled
to create a short/intermediate  term investment fund (previously defmcd  as the- “S/ITF”): S e e
“FINANCIAL. MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM--Investment Policy
and Procedures-Investment Programs-The Shorblntennediate  Term Fund’.

The Board has agreed to limit the maximum amount of Commercial Paper Notes  which may
mature on any business day to $25 million. In  addition in the event that the net asset value of the S/ITF
shall decline to an amount less than $1,225,000  million and be expected to remain below that amount
for a period of 30 days, a liquidity agreement will be acquired from a third party for an amount that -11
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limit the YITF’s  purchase commitment to $250 million. In the event that the net asset value of the
SiITF  shall decline subsequently to an amount less than $875 million and be expected  to remain below
that amount for a period  of 30 days, a liquidity agreement  will be acquired from a third party for an
amount that will limit the SfiTF’s  purchase commitment to $150 million. The First Supplement
authorizes the Uoiversity System’s obligations under any such liquidity agreement with a third party to
constitute Parity Debt.

Permanent Universitv Fund Bonds. Article VII, Section 18 of the State Constitution
authorizes the Board to issue bonds and notes, payable t?om all or part of its interest in the Available
University Fond in an aggregate amount not exceeding, at the time of issuance, 20% of the cost value
of Permanent University Fund assets, excluding real estate. Proceeds may be used for the purpose of
(i) ac&ring land with or without permanent improvements, (ii) constructing and equipping buildings
or other permaoent  improvements, (iii) making major repairs and rehabilitations and other permanent
improvements, (iv) acquiring capital equipment, library books and library materials, and (v) refunding
bonds or notes issued under said section or prior law, at or for System Administration and the
component institutions of the University System (except The University of Texas-Pan American and
The University of Texas at Browwille). Prow& may not be used to fmance  permanent improvements
of auxiliary enterprises.

As of August 3 1, 1997, the Board’s constitutionally authorized Permanent University Fund
bond capacity was $994,903,153  and bonds and notes issued and outstanding under this limit were
$669,200,000.

Hipher Education Assistance Fund cHE.A.IQ  Bonds. The. Uoiversity of Texas-Pan American
and The University of Texas at Brownsville are ineligible to receive proceeds from Permanent
University Fond bonds until such time as the State Constitution is amended to provide otherwise.
Pursuant to the Higher Education Assistance Fund Program, The University of Texas-Pan American
and The University of Texas at Brownsville are qualified to receive ao  annual allocation f?om amounts
constitutionally appropriated to institutions of higher education that are not entitled to participate in
P-t University Fund bond tinawing in order to fund permanent improvements (except those for
aoxihary  enterprises). Under this constitutional provision, the Board is authorized to issue bonds and
notes to tinawe  permanent improvements at The University of Texas-Pan American and The University
of Texas at Brownsville, and to pledge up to 50% of its allocation to secure the payment of principal
of and interest on the bonds and notes. On January 10, 1996, the Board issued and delivered
$26,000,000  of the H.E.A.F. Bonds for The University of Texas-Pan American. The Board does not
anticipate selling any additional H.E.A.F. Bonds through fiscal year 2005.
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Outstandine Indebtedness. As of August 3 1, 1997, the Board had the following outstanding
indebtedness under all of its financing programs:

Revenue Financing System Bonds?
Refonding Bonds, Series 1991A@)
Refonding Bonds, Series  1991B(2)
Refunding Bonds, Series  1991C
Series 1995A
Series 1996A
Series 1996B

Subtotal

$ 94,095,ooo
56,450,OOO

1,950,000
72,035,OOO
70.5 15.000

226:335:000
$ 521,380,OOO

Revenue Financing System Commercial Paper Notes?
Series A

Subtotal
$ 172.953.000
$ 172,953,ooo

Tuition Bonds”‘:
General Tuition Revenue Refunding  Bonds,

Series 1992
Subtotal

$ 32.925.000
%  32,925,ooo

Permanent University Fond Bonds:
Rclimding Bonds, Series 1988
Refunding Bonds, Series 1991
Refunding Bonds, Series 1992A
Refonding Bonds, Series 1992B
Refunding Bonds, Series  1996
Variable Rate Notes, Series A

Subtotal

H.E.A.F. Bonds:
The University of Texas-Pan American,

Series 1995
Subtotal

Total

S 8,500,OOO
4 1,405,000

192,360,OOO
15,400,000

261,535,OOO
150.000.000

$ 669,200,OOO

$ 21.550.000
$ 21,550,OOO

(‘I
(2)

These Bonds constitute Prior EncumberedObligations.
The Board is authorized  to issue the Commercial Paper Notes in a maximum aggregate principal amount
oummiin~ at any one time of $35O,OCQOOO.  See “FINANCIAL MANAGEMENT OF THE
UNIVERSITY OF TEXAS SYSTEM-Debt Management and Anticipated Financing-Financing
Programs--Revenue  Financing System”.
Notes we being refunded by the Bonds

$119,959,0oo  of the Board’s outstanding Commercial Paper

Insurance

Effective November 1995, the Board adopted a University System-wide Comprehensive Property
Protalion Plan (the “Comprehensive property Protection Plan”) to insure against catasfxophic  property losses.
The Comprehensive Property protection Plan provides coverage for aggregate losses exceeding  $5.0 million
to a maximum of $1.0 billion per occurrence The Board has established a loss reserve, funded by an initial
$5.0 million allotment !?om  the Available University Fund and other unallocated reserves held by the
University System. Additionally, $850,000 will be annually  contributed to the fond on a pro-rata and risk-
class basis by the institutional components of the University System. Bi-annual actuarial reviews will be
conducted on the loss reserve fund to determine so&ient  funding levels.
paid out of the loss reserve fond.

Premiums for the coverage will be

It is the stated policy of the State and the Board not to acquire commercial general liability insurance
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for torts committed by employees of the State who are acting within the scope of their employment. One
exception to this policy authorizes the Board to acquire commercial automobile insurance for the use and
benefit of its employees who operate. State-owned motorized vehicles and special equipment. Also, the Board
has established a Medical Liability Self-Insurance Fund to provide malpractice insurance coverage for staff
physicians, students, residents and fellows at the Health Institutions

Employees of the University System are provided worker’s and unemployment compensation coverage
under self-insuring, self-managed programs as authorized by State law.

Retirement Plans

Employees of the University System participate in one of two mtimmcnt  plans. The fust retirement plan
is a multi-employer public employee retirement system administered by the Teacher Retirement System of
Texas (“TRY). The risks and costs of the TRS retirement plan are not shared by the University System but
are a liability of the State For fiscal year -, the University System’s total payroll for employees paid
t&n State funds and from funds other than State funds was S- billion, and %- billion of such amount
related to employees covered by the TRS retirement plan. For employees paid horn  State funds, the State
made contributions of %- million to the TRS retirement plan. For employees  not paid from State funds,
the University System made contributions of S- million. Employees made total contributions of $67.05
million. According to an independent actuarial evaluation completed February, 1995 for the fiscal year
1994, the total pension benefit obligation was S- billion and the net assets available for benefit obligation
of $- billion. The actuary projected that such assets, augmented by projected future contributions and
earnings, would be sufficient to amortize the unfunded pension benefit obligation over a period of 18  years.
Additional information may be obtained born  a separately issued Teacher Retirement System of Texas
Comprehensive Annual Financial Report.

The State has also established an optional mtimment  program for institutions of higher education. This
program, now known as the Optional Retirement Program (the “Optional Retirement Program”), is a defmed
contribution plan authorized under section 403@)  of the Code Participation in the Optional Retirement
Program is in lieu of participation in the Teacher Re&ment  System. Of the University System’s total payroll
OfS- billion for fiscal year -$-million related to employees covered by the optional retirement
plan. During the year contributions of approximately S- million were made by the State and contributions
OfS- million were made by the University System. Employees made contributions of %- million to
the plan. The Optional Retirement  Program provides for the purchase of annuity contracts and mutual funds.
Because the Optional Retirement  Program is a defmed contribution plan, the State and the University System
have no additional or unfunded liability for this program.

ABSENCE OF LITIGATION

Neither the Board nor the University System is a party to any litigation, investigation, inquiry or
proceeding (whether or not purportedly on behalf of the Board) pending or threatened, in any court,
governmental agency, public board or body or before any arbitrator or before any governmental body which,
ifdecidcd  advemely to such parties, would have a material adverse effect on the Pledged Revenues or on the
business, properties or assets or the condition, fmancial  or otherwise, of the University System, and no
litigation of any nature has been Wed or threatened which seeks to restrain or enjoin the establishment of the
Revenue Financing System, the issuance or delivery of the Bonds or the collection or application of Pledged
Revenues to pay the princtpal  of and interest on the Bonds, or in any manner questioning the validity of the
Bonds.

CONTINUING DISCLOSURE OF INFORMATION

Continuine Disclosure Undertakine of the Board

In the Supplemental Resolution the Board has made the following agreement for the benefit of the
holders and beneficial owners of the Bonds, The Board has agreed that, so long as the Board is an “obligated
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person” under the Role hereinafter  referred to, it will provide certain  updated fmancial information and
opmting data about the University System annually, and timely notice of specified  material events, to certain
information vendors described below. This information is to be available to securities brokers and others who
subscribe to receive the information from the vendors.

Annual Reoorts.  The Board is to provide certain updated fmancial information and operating data to
certain information vendors annually. The information to be updated by the Board includes all quantitative
fmancial information and operating data with respect to the University System of the general type included
hcrcin under the captions “ANNUAL DEBT SERVICE REQUIREMENTS”, “GENERAL DESCRIPTION
OF THE UNIVERSITY OF TEXAS SYSTEM-Enrollment” and “-Faculty and Employees” and
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM” and in “APPENDIX C,
FINANCIAL STATEMENTS OF THE UNIVERSITY OF TEXAS SYSTEM”. The Board is to update and
provide this information within six months after the end of each of its fiscal years in or after 1998.

The Board will provide the updated information to each nationally recognized municipal securities
i&m&ion  rep&tow  (“‘NRMSlR”) and to any state information depository (“SID”) that is designated by the
State of Texas and approved by the staff of the United States Securities and Exchange Commission (the
“SEC”).

The Board may provide updated information in full text or may incorporate by reference certain other
publicly available documents, as permitted by SEC Role 15~2-12  (the “Role”). The updated information will
include audited fmancial statements, if the Board commissions an audit and it is completed by the time
required. If audited fmancial statements are not available by the required time, the Board will provide such
statements when and ifthey become available. Any such financial statements are to be prepared in accordance
with generally accepted accounting principles.

The Board’s current fiscal year is August 3 1. Annually, not later than December 3 1 of each year, the
unaudited primary fmancial statements of the University System dated as of August 3 1, prepared t?om the
books of the University System, must be delivered to the Governor and the State Comptroller of Public
Accounts. If the Board changes its fiscal year, it is required to notify each NRMSIR and any SID of the
change.

Material Event Not&+. The Board will provide timely  notices of certain events to certain  information
vendors. The Board will provide notice of any of the following events with respect to the Bonds, if such event
is material to a decision to purchase or sell Bonds: (1) principal and interest payment delinquencies; (2) non-
payment related defaults; (3) unscheduled draws on debt service. reserves reflecting fmancial difficulties; (4)
unscheduled draws on credit enhancement reflecting financial difficulties; (5) substitution of credit or liquidity
providers, or their fail= to perform; (6) adverse tax bpinions or events affecting the tax-exempt status of the
Bonds; (7) modifications to rights of holders of the Bonds; (8) bond calls; (9) defeasances; (10) release,
substitution, or sale of property securing repayment of the Bonds; and (11) rating changes. (Neither the Bonds
nor the Supplemental Resolution make any provision for debt service reserves, credit enhancement, or liquidity
enhancement.)

In addition, the Board will provide timely notice of any failure by it to provide information, data, or
fmancial statements in accordance with its agreement described above under “Annual Reports”.

The Board will provide each notice described in the preceding paragraphs to any SID and to either each
NRMSIR or the Municipal Securities R&making  Board (“MSRB”).

Availabilitv  of Information from NRMSIRs  and SID

The Board has agreed toprovidc  the foregoing information only to NRMSIRs  and any SID. The Board
has not undertaken any other continuing disclosure obligation. The information will be available to holders
of Bonds only if the holdas comply with the procedures and pay the charges established by such information
vendors or obtain the information through securities brokers who do SO.

The Municipal Advisory Council of Texas has been designated by the State of Texas as a SID and

- 42 -
- 218 -



recognized by the SEC as a qualified SID. The address of the Municipal Advisory Council of Texas is 600
W. Eighth Street, P.O. Box 2177, Austin, Texas 78768-2177, and its telephone number is 512/476-6947.

Limitations and Amendments

The Board has agreed to update information and to provide notices of material events only as described
above. It has not agreed to provide other information that may be relevant or material to a complete
presentation of the University System’s fmancial  result.5 of operations, condition, or prospects or agreed to
update any information that is provided, except as described above. The Board does not make any
representation or warranty concerning such information or concerning its usefulness to a decision to invest
in or sell Bonds at any future date. The Board disclaims any contractual or tort liability for damages resulting
in whole or in part &om any breach of its continuing disclosure agreement or from any statement made
pursuant to its agreement, although holders of Bonds may seek a writ of mandamus to compel the Board to
comply with its agreement.

The Board may amend its continuing disclosure agreement to adapt to changed circumstances that arise
from a change in legal requirements, a change in law, or a change in the identify, natme,  status or type of
operations of the Board if the agreement, as amended, would have permitted an undenvrit?  to purchase or
sell Bonds in the offering described herein in compliance with the Role and either the holders of a majority
in aggregate principal amount of the outstanding Bonds consent or any person unaffiliated with the Board
(such as nationally recognized bond counsel) determines that the amendment will not materially impair the
interests of the beneficial owners of the Bonds. If the Board so a needs its agreement, it will provide notice
of such amendment to any SID and to either each NRMSIR or the MSRB, in a timely manner, including an
explanation, in narrative form,  of the masons for the amendment and of the impact of any change in the notices
to be so provided. The Board may also amend or repeal the provisions of this continuing disclosure
re+&nent  ifthe  SEC amends or repeals the applicable provisions of the Rule or a court of ful jurisdiction
enters judgment that such provisions of the Role are invalid, but only if and to the extent that the provisions
of this sentence would not prevent ao  m&writer  6om lawiidly  purchasing or selling the Bonds in the primary
offering of the Bonds.

Comdiance  with Prior Undertakines

The Board has not failed to comply in any material respect with any continuing disclosure agreement
made by it in accordance with the Rule.

LEGAL MATTERS

Legal matters incident to the authorization, issuance and sale of each Series of Bonds are subject to
approval of legality by the Attorney General of the State and of certain legal matters by McCall, Parkhurst
& Horton L.L.P., Austin and Dallas, Texas, Bond Counsel to the Board, whose opinion will be printed on the
Bonds. Attached hereto as APPENDIX D is the form of opinion that Bond Counsel will render in connection
with the issuance of each Series of Bonds. In its capacity as Bond Counsel, such fm has reviewed the
information relating to the Revenue Financing System, the Bonds and the Resolution contained in the Off%d
Statement under the captions “INTRODUCTION”, “PLAN OF FMANCING”,  “SOURCES AND
APPLICATIONS OF FUNDS”, “DESCRIPTION OF THE BOND”, “DESCRIPTION OF THE REVENUE
FINANCING SYSTEM”, “CONTINUING DISCLOSURE OF INFORMATION”, “LEGAL MATTER”,
“TAX MATTERS”, “LEGAL INVESTMENTS IN TEXAS”, and APPENDICES A and B (except for
financial and statistical data under such captions), and such fm is of the opinion that the information
contained under such captions and in such appendices is a fair and accurate summary of the information
purported to be shown. The payment of legal fees to Bond Counsel in connection with the issuance of the
Bon& is contingent on the sale and delivery of the Bonds.

TAX MATTERS

ODinion
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On the date of the initial delivery of the Bonds, McCall, Parkhurst & Horton L.L.P., Austin and Dallas,
Texas, Bond Counsel, will render their opinion that, in accordance with statites, regulations, published rulings
and court decisions existing on the date thereof, (1) interest on the Bonds for federal income tax purposes will
be excludable t?om the “gross income” of the holders thereof and (2) the Bonds will not be treated as “private
activity bcmds”  the interest on which would be included as an alternative minimum tax preference item under
section 57(a)(5) of the Code. Except as stated above, Bond Counsel till express no opinion as to any other
federal, state or local tax consequences of the purchase, ownership or disposition of the Bonds See
“APPENDIX D, FORM OF BOND COUNSEL OPINION”.

In rendering their opinion, Bond Counsel will rely upon (a) the Board’s federal tax certificate and (b)
covenants of the Board with respect to arbitrage, the application of the proceeds to be received from the
issuance and sale of the Bonds and certain other matters. Failure of the Board to comply with these
representations or covenaots could cause the interest on the Bonds to become includable in gross income
retroactively to the date of issuance of the Bonds.

The law upon which Bond Counsel have based their opinion is subject to change by Congress and to
subsequent judicial and administrative interpretation by the courts and the Department of the Treasury. There
can be no assurance that such law or the interpretation thereof will not be changed in a manner  which would
adversely affect the tax treatment of the purchase, ownership or disposition of the Bonds.

Federal Income Tax Accountine Treatment of the Orieinal Issue Discount

The underwriters have represented that the initial public offering price to be paid for certain of the
Bonds, as stated on the cover of the Official Statement (the “Original Issue Discount Bonds”), is less than the
principal amount thereof The d&rence between (i) the amount payable at the maturity of each Original Issue
Discooat Bond, and (ii) the initial offering price to the public of such Original Issue Discount Bond constitutes
original issue discount with respect to such Original Issue Discount Bond in the hands of any owner who has
purchased any Original Issue Discount Bond in the initial public offering of the Bonds. Under existing law,
such initial owner is entitled to exclude t?om gross income (as defmed in section 6 1 of the Code) an amount
of income with respect to such Original Issue Discount Bond equal to that portion of the amount of such
ori@ issue discount allocable to the period that such Original Issue Discount Bond continues to be owned
by such owner. For a discussion of certain collateral federal taw  consequences, see “Collateral Federal Income
Tax Consequences” below.

lo the event of the redemption, sale or other taxable disposition of such Original Issue Discount Bond
prior to stated maturity, however, the amount realized by such owner in excess of the basis of such Original
Issue Discount Bond in the hands of such owner (adjusted upward by the portion of the original issue discount
allocable to the period for which such Original Issue Discount Bond was held by such initial owner) is
includable in gross income.

Under existing law, the original issue discount on each Original Issue Discount Bond is accrued daily
to the stated maturity thereof (in amounts calculated as described below for each six-month period ending on
the date before the semiannual anniversary dates of the date of the Bonds and ratably within each such six-
month period) and the accrued amount is added to an  initial owner’s basis for such Original Issue Discount
pond for purposes of determkg  the amount of gain or loss recognized by such owner upon the redemption,
sale or other disposition thereof. The amount to be added to basis for each accrual period is equal to (a) the
sum of the issue price and the amount of original issue discount accrued in periods multiplied by the yield to
stated maturity  (de&mined  on the basis of compounding at the close of each accrual period and properly
adjusted for the length of the accrual period) less (b) the amounts payable as current interest during such
accrual period on such Original Issue Discount Bond.

The federal income tax cogequences  of the purchase, ownership, redemption, sale or other disposition
of Original Issue Discount Bonds which are not purchased in the initial offering at the initial offering price
may be determined according to roles which differ from those described above. All owners of Original Issue
Discount Bonds should consult their own tax advisors with respect to the determination for federal, state and
local income tax purposes of the treatment of interest accrued upon redemption, sale or other disposition of
such Original Issue Discoont Bonds and with respect to the federal, state, local and foreign tax consequences
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of the purchase, ownership, redemption, sale or other disposition of such Original Issue Discount Bonds.

Collateral Federal Income Tax Conseauences

The following discussion is a summary of certain collateral federal income tax consequences resulting
from the purchase, ownership or disposition of the Bonds. This discussion is based on existing statutes,
regulations, published rulings and court decisions, all of which are subject to change or modification,
retroactively.

The following discussion is applicable to investors, other than those who are subject to special
provisions of the Code, such as fmancial  institutions, property and casualty insurance companies, life
insurance companies, individual recipients of Social Security or Railroad Retirement benefits, certain S
corporations with Subchapter C earnings and profits and taxpayers who may be deemed to have incurred or
continued indebtedness to purchase tax exempt obligations.

INVESTORS, INCLUDING THOSE WHO ARE SUBJECT TO SPECIAL PROVISIONS OF THE
CODE, SHOULD CONSULT THEIR OWN TAX ADVISORS AS TO THE TAX TREATMENT WHICH
MAY BE ANTICIPATED TO RESULT FROM THE PURCHASE, OWNERSHIP AND DISPOSITION
OF TAX-EXEMPT OBLIGATIONS BEFORE DETERMINING WHETHER TO PURCHASE THE
BONDS.

Interest on the Bond will be included as an adjustment for “adjusted earnings and profits” to calculate
the alternative minimum tax imposed on corporations by section 55 of the Code. Section 55 of the Code
imposes a tax equal to 20 percent for corporations, or 26 percent for noncorporate taxpayers (28 percent of
taxable income exceeding $175,000),  of the taxpayer’s “alternative minimum taxable income”, if the amount
of such alternative minimum tax is greater than the taxpayer’s regular income tax for the taxable year.

Interest on the Bonds may be subject to the “branch profits  tax” imposed by section 884 of the Code
on the effcctivelyconnected  earnings and profits of a foreign corporations doing business in the United States.

Under section 6012 of the Code,  holdas  of tax-exempt obligations, such as the Bonds, may be required
to disclose interest received or accrued during each taxable year on their returns of federal income taxation.

Section 1276 of the Code provides for ordinary income tax treatment of gain recognized upon the
disposition of a tax-exempt obligation, such as the Bonds, if such obligation was acquired  at a “market
discount” and ifthe fixed  maturity of such obligation is equal to, or exceeds, one year from the date of issue.
Such tmatment  applies to “market discount bonds” to the extent such gain does not exceed the accrued market
discount of such bonds; although for this purpose, a de minimis amount of market discount is ignored. A
“market discount bond” is one which is acquired by the holder at a purchase price which is less than the stated
redemption price at maturity or, in the case of a bond issue at an original issue discount, the “revised issue
price” (i.e., the issue price plus accrued original issue discount). The “accrued market discount” is the amount
which bears the same ratio to the market discount as the number of days during which the holder holds the
obligation bears to the number of days between the acquisition date and the fmal maturity date.

State, Local and For&en  Taxes

Investors should consult their own tax advisors concerning the tax implications of the purchase,
ownership or disposition of the Bonds under applicable state or local laws. Foreign investors should also
consult their own tax advisors regarding the tax consequences unique to investors who are not United States
persons.

LEGAL INVESTMENTS IN TEXAS

Pursuant to Article 7 17k-6,  Vernon’s Annotated Texas Civil Statutes, as amended, the Bonds are legal
and authorized invesunents for banks, savings banks, trust companies, building and loan associations, savings
and loan assc&tions,  insurance companies, fiduciaries and trustees, and for the sinking funds of cities, towns,.  .
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villages, school districts and other political subdivisions or public agencies of the State. The Bonds are
eligible to secure deposits of public funds of the State, its agencies and political subdivisions, and are legal
security for those deposits to the extent of their market value. The Texas Public Funds Investment Act,
Chapter 2256, Texas Government Code, as amended (the “Investment Act”) provides that any “local
govwunent” and “state agency” (as those terms are defmed in the Investment Act) may invest in the Bonds,
provided the Bonds have received a rating of not less than “A” horn  a nationally recognized investment rating
fnm. No investigation has been made of other laws, regulations or investment criteria which might limit the
ability of such institutions or entities to invest in the Bonds, or which might limit the suitability of the Bonds
to secure the funds of such entities. No review by the Board has been made of the laws in other states to
determine whether the Bonds are legal investments for various institutions in those states.

REGISTRATION AND QUALIFICATION OF BONDS FOR SALE

The sale of the Bonds has not been registered under the Federal Securities Act of 1933, as amended,
in reliance upon the exemption provided thereunder by Section 3(a)(2); and the Bonds have not ben qualified
under the Securities Act of Texas in reliance upon various exemptions contained therein; nor have the Bonds
been qualiticd  under the securities acts of any jurisdiction. The Board assumes no responsibility for
qualification of the Bonds under the securities laws of any jurisdiction in which the Bonds may be sold,
assigned, pledged, hypothecated or otherwise transferred. This disclaimer of responsibility for qualification
for sale or other disposition of the,  Bonds shah not be construed as an interpretation of any kind with regard
to the availability of any exemption horn  securities registration provisions.

LEGAL OPINIONS AND NO-LITIGATION CERTIFICATE

The Board will furnish a complete transcript of pmceedings  had incident to the authorization and
issuance of the Bonds, including the unqualified approving legal opinion of the Attorney General of Texas
approving the Bonds and to the effect that the Bonds are valid and legally binding obligations of the Board,
andbasedupn examination of such transcript of proceedings, the approving legal opinion of Bond Counsel,
to like effect and to the effect that the interest on the Bonds will be excludable horn  gross income for federal
income tax purposes under Section 103(a) of the Code, subject to the matters described under “Tax Matters”
herein, inchtding the alternative  minimum tax on corporations. The customary closing papers, including a
certiticate to the effect that no litigation of any nature has been fded or is then pending to restrain the issuance
and delivery of the Bonds, or which would affect the provision made for their payment or security, or in any
manner questioning the validity of said Bonds will also be furnished. The legal fee to be paid Bond Counsel
for services rendered in connection with the issuance of the Bonds is contingent on the sale and delivery of
the Bonds. The legal opinion will accompany the Bonds deposited with DTC or will be printed on the Bonds
in the event of the discontinuance of the Book-Entry-Only System.

R A T I N G S

Fitch Investors Service, L.P., Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group,
a Division of McGraw-W, Inc. have assigned ratings of AAA, Aal and AA+, respectively, to the Bonds. An
explanation of the significance of each such rating may be obtained horn  the company furnishing the rating.
The ratings will ret&t  only the views of such organizations at the time such ratings are given, and the Board
makes no mprescntation as to the appropriateness of the ratings. There is no assurance that such ratings will
continue for any given period of time 01 that they till not be revised downward or withdrawn entirely by such
rating companies, ifin the judgment of such rating companies, circumstances so warrant. Any such downward
revision or withdrawal of either rating may have an adverse effect on the market price of the Bonds.

CERTIFICATION OF THE OFFICIAL STATEMENT

At the time of payment for and delivery of the Bonds, the Board will furnish a certificate, executed by
proper  officers, acting in their ofticial capacity, to the effect that to the best of their knowledge and belief
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(a) the descriptions and statements of or pertaining to the Board contained in its Official Statement, and any
adder&,  supplement or amendment thereto, on tbe date of such OfIlcial  Statement, on the date of sale of said
Bonds and the acceptance of the best bid therefor, and on the date of the delivety, were and are true and correct
in all material respects; (b) insofar as the Board and its affairs, including its fmancial affairs, are concerned,
such Official Statement did not and does not contain an untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements therein, in tbe light of tbe
circumstances under which they were made, not misleading; (c) insofar as the descriptions and statements,
including tinancial data, of or perkring  to entities, other than tbe Board, and their activities contained in such
Official Statement are concerned, such stkments and data have been obtained horn  sources which the Board
believes to be reliable and the Board has not reason to believe that they are untrue in any material respect; and
(d) there has been no material adverse change in the fmancial condition of the Board or the University System
since the date of the last fmancial statement of the University System set forth in APPENDIX C.

The Supplement Resolution authorizing tbe issuance of the Bonds will also approve the forrn and
content of this Official Statement, and any addenda, supplement or amendment thereto, and authorize its
further use in the reoffering  of tbe Bonds by the Purchaser.

OTHER MATTERS

The tinancial data and other information contained herein have been obtained hoin tbe Board’s records,
unaudited primary financial statements and other sources which are believed to be reliable. There is no
guarantee that any of tbe assumptions or estimates contained herein will be realized. All of the summaries
of the statutes and documents contained in this Official Statement are made subject to all of tbe provisions
ofsuchstanuesanddocuments. The sunnnaries do not purport to be complete statements of such provisions
and ref~ence  is made to such documents for further information.  Reference is made to original documents in
all respects.

The University of Texas System
201 West 7th Street
Austin, Texas 7870 1

/s/ Pamela K. Clavton
Interim Assistant Vice Chancellor for Finance
Tbe University of Texas System
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GLOSSARY OF TERMS

As used in this Official  Statement, the following terms and expressions have the meanings set forth below:

Annual Direct Obheation means the amount budgeted each Jiscal year by the Board with respect to each
Member of the Revenue Financing System 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.

Ammal Oblieation means, with respect to each Member  of the Revenue Financing System and for each
fiscal year, the Member’s Annual Direct Obligation plus the smount budgeted by the Board for such fiscal year
to allow the Member to retire its obligation for any intra-system advances made to it to satisfy part or all of
a previous Annual Direct Obligation payment.

w means the Board of Regents of The University of Texas System.

Credit Aarcement  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, interest rate swap agreements, or commitments or other
contracts or agreements authorized, recognized and approved by the Board as a Credit Agreement in
comection  with the authorization, issuance, security, or payment of Parity Debt and on a parity therewith.

Direct Oblieation means the proportionate share of outstanding Parity Debt attributable to and the
responsibility of each respective Financing System Member of the Revenue Financing System.

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 System and are hereafter made a Member of the Revenue Financing System.

Master Resolution means the Amended and Restated Master Resolution of the Board adopted on
February 14,199l  establishing the Revenue Fmrmcing System, as amended by the Board on October 8, 1993,
and August 14,1997.

m means each of the institutions currently constituting components of the University System and
such institutions hereafter designated by the Board to be Members of the Revenue Financing System.

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

Pavma AemWReeistrar  shall mean the entity designated in accordance with the Supplemental
Resolution as the Paying Agent/Registrar for the Bonds, initially Norwest Bank Texas, N.A.

Plcdned 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 as it existed prior to the effective date of S.B. 1907, horn
the students (excepting, with respect to each series or issue of Parity Debt issued prior to such date, any
student in a category which, at the tie of the adoption of the Supplement relating to such Parity Debt, was
exempt by law from paying fees) regularly enrolled at the institutions and branches thereof now or hereafter
constituting a Member of the Revenue Financing System, respectively, for the general use and availability of
the such institutions or branches thereof, respectively, in the manner and amounts, at the times, and to the
extent provided in the Master Resolution, and including, subject to the provisions of the Prior Encumbered
Obligations, the Prior Encumbered General Fee.

Pledged General Tuition means aIt  of the aggregate amount of student tuition charges now or hereafter
required or authorized by law to be imposed on students enrolled at each and every institution, branch, and
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school, now or here& constituting a Member of the Revenue Financing System, but specifically excluding
and 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 (1) was exempt by law from paying such
tuition, (2) the amount of tuition scholarships provided for by law at the time of the adoption of each
Supplement, and (3) the Prior Encumbered Tuition Fees; and it is provided by law and hereby represented and
covenanted that the aggregate amount of student tuition charges which are now required or authorized by law
to be imposed, and which are pledged to the payment of the Parity Debt, shall never be reduced or abrogated
while such obligations are outstanding; it being fmthe.r covenanted that the aggregate amount of student
tuition charges now required or authorized  by law to be imposed on students enrolled at each and every
institution, branch, and school operated by or under the jurisdiction of the Board are set forth in the Texas
Education Code, as amended, to which Code reference is hereby made for all purposes.

Plcdeed F’ractice  Plan Funds means that portion of the Practice Plan Funds of a Health Institution now
or hereafk  constituting a Member of the &venue Financing System which has been pledged to the payment
of Parity Debt by the Board by the adoption of an amendment to the Master Resolution; provided, however,
that any such pledge may be limited in amount and in any manner, extent or duration as provided in such
amendment. The Board pledged %4,500,000  from the Practice Plan Funds from The University of Texas
Southwestern Medical Center at Dallas commencing in the fiscal year in which Parity Debt was fust issued
for the project and ending when such Health Institution’s Direct Obligation relating to the project for which
such pledge was made has been folly paid and satisfied. Except as provided above, Pledged Revenues do not
cunently include any other Practice Plan Funds.

Pled&  Revenue means, subject to the provisions of the Prior Encumbered Obligations, the Revenue
Funds, including all of the funds and balances now or hereafter lawfolly  available to the Board and derived
from or attributable to any Member of the Revenue Financing System which are lawfolly 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 theretiom and any fund balances relating thereto (see “FINANCIAL MANAGEMENT
OF THE UNlVERSITY  OF TEXAS SYSTEM-Fund Bakes-Available University Fund”); (b) amounts
received on behalf of any Member  under Article 7, Section 17 of the Constitution of the State of Texas,
including the income there&om and any fund balances relating thereto (see “FINANCIAL MANAGEMENT
OF THE UNlVERSITY  OF TEXAS SYSTEM-Debt Management and Anticipated Financings-Financing
Programs-Higher Education Assistance Fund (H.E.A.F.) Bonds”); (c) except to the extent so speciticaIly
appropriated, general revenue funds appropriated to the Board by the Legislature of the State of Texas (see
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Current
Fends-Unrestricted  Current Funds Revenues-State Appropriations”); and (d) Practice Plan Funds of any
Member, including the income therefrom and any fond balances relating thereto not included in Pledged
Practice Plan Funds.

Pled&  Tuition Fee means, as authorized by Section 55.17, Texas Education Code as it existed prior
to the effective date of S.B. 1907, the following specified amounts out of the tuition charges now or hereafte.r
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 (excepting the
Health Institutions), 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 s-er
session.

F’ractice  Plan means any ,agrcement entered into by and between a Health Institution Member and faculty
appointees of that Member that: (a) assigns to the Member patient fees collected  for professional services
mndered by the appointee and (b) regulates the collection and expenditure of such patient fees. Practice Plan
also includes such agreements existing behveen an institution which becomes a Member after the date of the
adoption of the Resolution and such institution’s faculty.
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Practice Plan Funds means the Pmctice Plan income and fund balances of a Health Institution Member.

Princioal Office for Pavment  means the principal office  of the Paying Agent/Registrar  for payment of
bonds, initially the off& of the Paying Agent/Registrar in - Texas.

Prior Encumbem.l  Genaral Fee means the Pledged General Fee securing Prior Encunkred  Obligations
and that portion of the student use fee charged and colleoted at an institution which becomes a Member of the
Financing System after the data of adoption of the Master 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 General Tuition means the Pledged General Tuition seeming Prior Encumbered
Obligations and the tuition charges in the maximum amount permitted in the definition of Pledged General
Tuition charged and collected at au institution which becomes a Member of the Financing System after the
date of adoption of the Master 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 Oblieations means the. Board of Regents of The University of Texas System General
Tuition Revenue Refunding Bonds, Series 1986, the Board of Regents of The University of Texas System
General Tuition Revenue Refunding Bonds, New Series 1992, and those bonds or other obligations of au
institution outstanding on the date it becomes a Member of the Revenue Financing System and which are
secured by a lien on and pledge of the Prior Encumbered General Fee, the Prior Encumbered Revenues, the
Prior Eucumbered Tuition Fee, the Prior Encumbered General Tuition, and/or the Prior Encumbered Practice
Plan Funds charged and colktcd  at such institution aud 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 Revenues means the revenues pledged to the payment of Prior Encumbered
Obligations and the revenues of any revenue producing system or facility of au institution which hereafter
becomes a Member of the Revenue Financing System and which are pledged to the payment  of bonds or other
obligations outstanding on the date such institution beoomes a Member of the Revenue Financing System.

prior Encumbered Tuition Fee means the Pledged Tuition Fee securing Prior Encumbered Obligations
and that portion of the tuition charges iu the maximum amount permitted in the definition  of Pledged Tuition
Fee charged and colkcted  at an institution which becomes a Member of the Revenue Financing System a&r
the date of adoption of the Master 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.

Resolution means, collectively, the Master Resolution and the Supplemental Resolution.

Revenue Funds means the ‘revenue funds’ of the Board (as defmed  in Section 55.01 of the Texas
Education Cede to meao the revenues, incomes, receipts, rentals, rates, charges, fees, grants, and tuition levied
or c&&d fknn auy public or private source by au institution of higher education, including interest or other
income from those funds) derived by the Board fiom,the operations of each of the Members, including
specifically the Pledged General Tuition and, to the extent and subject to the provisions of the Master
Resolution, the Pledged General Fee and the Pledged Tuition Fee. Revenue Funds does not include, with
respect to each series or issue of Parity Debt, any tuition, rentals, rates, fees, or other charges attributable to
any student in a category which, at the time of the adoption of the Supplement relating to such Parity Debt,
is exempt by law t?om paying such tuition, rentals, rates, fees, or other charges.

S.B. 1907 means Senate Bill 1907 passed by the State Legislature in the Seventy-fifth Regular
Legislative Session.

w means the State of Texas.

Suuolement  means a resolution adopted by the Board pursuant to the Master Resolution authorizing
the issuance of Parity Debt.
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Su~ulcmcntal Resolution means tbe Sixth  Supplemental Resolution to the Master Resolution adopted
by the Board on November 13, 1997, providing for the issuance of the Bonds.

U.T. Svstem ReDresentati~e means one or mom of the foUowing offkers or employees of the University
System, to-wit: the Chancellor, the Executive Vice Chancellor for Business Affairs, the Assistant Vice
Chancellor for Finance, the Director of Finance, or such other oft&r  or employee of the University System
autbonzed  by the Board to act as a U.T. System Representative.

A-4
- 228  -



APPENDIX B

SUMMARY OF THE MASTER  RESOLUTION

- 229 -



SUMMARY OF THE MASTER RESOLUTION

Establishment of the Revenue Financine Svstem

The Board has established the Revenue Financing System for the purpose of providing a system-wide
financing structure for revenue-supportcd  indebtedness of component institutions of the University System
included as Members of the Revenue Financing System The Master Resolution establishes a master plan
under which revenue-supported indebtedness of the Revenue Financing System can be incurred. Each issue
or series of Parity Debt is to be provided for under a Supplement consistent with the provisions of the Master
Resolution.

Securitv  and Pledge; Membershin  in the Financine Svstem

Subject to the provisions of resolutions authorizing Prior Encumbered Obligations, Parity Debt issued
under the Master Resolution is payable Born and secured by a lien on all Pledged Revenues. The Board has
assigned and pledged the Pledged Revenues to the payment of the principal of and interest on Parity Debt and
to the establishment and maintenance of any timds that may be created under the Master Resolution or a
Supplement to sccum the repayment of Parity Debt. The Board may additionally secure Parity Debt with one
or more Credit Agreements

Au of the institutions currently constituting components of the University System have been included
under the Master Resolution as Members of the Revenue Financing System. If an additional institution
hereafter becomes a component of the University System, the Board may include the new component as a
Member of the Revenue Financing System. In that event, the lien on and pledge of Pledged Revenues
established pursuant to the Master Resolution and effective when such institution becomes a Member of the
Revenue Financing System will apply to the revenues, funds and bahmces  of such Member that constitute
Pledged Revenuea; provided, that, ifat the time a new Member is admitted, it has outstanding debt obligations
secured by any of such sources, such obligations will constitute Prior Encumbered Obligations of the Board
secured by a hen on the portion of the Pledged Revenues providing such security which is superior to the lien
established by the Master Resolution on behalf of Parity Debt. The Board has reserved the right to refund
Prior Encumbered Obligations with the prcceeds of refmnhng  bonds issued as Prior Encumbered Obligations
secured by the same sources as the sources securing the refunded Prior Encumbered Obligations. Otherwise,
while any Parity Debt is outstanding, the Board has agreed not to issue additional obligations on a parity with
any Prior Encumbered Obligations.

Rate Covenant

The Board has covenanted in the Master Resolution that in each fiscal year it will establish, charge and
use its reasonable efforts to collect at each Member the Pledged Revenues, which, if collected, would be
suBicient to meet all fmancial  obligations of the Board relating to the Revenue Financing System, including
all deposits or payments due on or with respect to outstanding Parity Debt for such fiscal year.

Ammal and Direct Obliaation of Members

The Master Resohnion provides that each Member of the Revemre  Financing System is responsible for
its Direct  Obligation. The Board covenants in the Master Resolution that in establishing the annual budget
for each Member of the Revenue Financing System, it will provide for the satisfaction by each Member of its
Annual Obligation. Each Member’s Direct Obligation and Ammal Obligation shah be evidenced by a
fmancing  agreement between the Board and each Member.

Pledged  Revenues

Pledged General Fee Subject to the provisions of the resolutions authorizing Prior Encumbered
Obligations and to the other provisions of the Master Resolution and any Supplement, the Board covenants
and agrees at all times to 6x,  levy, charge, and cokct at each Member which has students the Pledged General
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Fee horn 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, was exempt by law from
paying fees) cnrokd 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 s.uBicient 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 the Parity Debt Outstanding on August 1,1997,
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 suflicient to make when due all payments and
deposits in connection with such 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 horn
students enrolled in different 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
sufticient, together with other legally available funds, to meet ah fmancial  obligations of the Board relating
totheFinancing System including all paymerita and deposits in connection with such outstanding Parity Debt.
Ah 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 the Master Resolution or any Supplement, but merely the
carrying out of the provisions and requirements thereof. Nohvithstanding the foregoing, it is recognized that
certain Members do not and will not enroll students., and, therefore, the Board will not levy or collect the
Pledged General Fee at such Member. Notwithstanding the. foregoing provisions, so long as there is no default
or anticipated default in the payment of the outstanding Parity Debt referenced above, the Board does not
intend to and will not assess and collect the Pledged General Fee.

Pled&  General Tuition and Other Pledeed  Revenues Subject to the provisions of the resolutions
authorizing Prior Encumbered Obligations and to the other provisions of the Master Resolution and any
Supplement, the Board covenants and agrees at all times to fix, levy, charge, and collect at each Member
which has students the Pledged General Tuition and other Pledged Revenues from each student 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 sufti&.nt 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 the Parity Debt then outstanding when and as required The Pledged
General Tuition and the other rentals, rates, fees, and charges included in Pledged Revenues shall be adjusted,
if and when permitted or required by the Master Resolution or any Supplement, to provide Pledgcd  Revenues
sutlicient to make when due all payments and deposits in connection with the Parity Debt then outstanding.
The Board may tix, levy, charge, and collect the Pledged Revenues in any manner it may determine within its
discretion, and in di&rcnt amounts horn  students enrolled in different Members, respectively, and in addition
it may totally suspend the collection of any item included in Pledged Revenues from the students enrolled in
any Member, so long as total Pledged Revenues are sufticient, together with other legally available funds, to
meet ah  tinancial obligations of the Board relating to the Revenue Financing System including all payments
and deposits in omnectionvviththe  Panty Debt then outstanding. All changes in the Pledged General Tuition
shall be made by a resolution of the Board, but such procedure shall not constitute or be regarded as an
amendment of the Master Resolution or any Supplement, but merely the carrying out of the provisions and
requirements thereof. Nohvithstanding the foregoing, it is recognized that certain Members do not and will
not enroll students, and, therefore, the Board will not levy or collect the Pledged General Tuition at such
Member.

Annual Oblieation  If, in the judgment of the Board, any Member has been or will be unable to satisfy
its Annual Obligation, the Board shall fq levy, charge, and collect rentals, rates, fees, and charges for goods
and services furnished by such Member and, with respect to Member with enrolled students, the Pledged
General Tuition, and, if necessary as discussed above, the Pledged General  Fee, effective at the next
succeeding regular semester or semesters or summer term or terms, in amounts sufticient, without limit
(subject to the provisions discussed below), together with other legally available funds, mcluding  other
Pledged Revenues attributable to such Member, to enable it to make its Aunual Obligation payments.

Anticiuated Deficit Ifthe Board de&urines, for any reason whatsoever, (i) that there are not anticipated
to be suffkient  legally available tin&,  including Pledged Revenues, to meet all fmancial  obligations of the
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Board relating to the Revenue Financing System, including the deposits and payments due on or with respect
to the Parity Debt outstanding at that time as the same mature or come due, or (ii) that any Member will be
unable to pay its Annual Diiect Obligation in full, thea the Board shall ‘6x, levy, charge, and collect the
Pledged General Tuition rind,  ifnecessary  as discussed above, the Pledged General Fee, at each Member with
enrolled students, effective at the next succeeding regular semester or semesters or summer term or terms, in
such amounts, witbout any limitation whatsoever (other than as provided below), as will be at least sufficient
to provide, together with other legally available funds, including other Pledged Revenues, the money for
making when due all financial obligations of the Board relating to the Revenue Financing System including
all payments and deposits due on or with respect to outstanding Parity Debt when and as required by the
Master Resolution or any Supplement.

Economic Effect of Adiustments Any adjustments in the rate or manner  of charging for any rentals,
rates, fees, tuition or other charges included in Pledged Revenues, including the Pledged General Tuition and
the Pledged General Fee, if any, at any of the Members pursuant to the provisions described 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 Revenues at the various Members (after taking into account
the anticipated effect the proposed adjustments in such rentals, rates, fees, tuition, or other charges would have
on enrolhncnt and the receipt of Pledged Revenues and other funds at each Member) which will be anticipated
to result in (i) Pledged Revenues attributable to each Member being suflicient  (to the extent possible) to
satis& the Annual Obligation of such Member and (ii) Pledged Revenues being sutlicient, together with other
legally available funds, to meet all tinancial obligations of the Board relating to the Revenue Financing System
including all deposits and payments due on or in connection with outstanding Parity Debt when and as
required by the Master Resolution and any Supplement.

Under the Master Resolution, the Board has excepted from the Pledged General Fee, with respect to any
particular series or issue. of Parity Debt, collections from any student permitted by the Texas Education Code.
to be. exempted (currently, any student for whom payment would cause an undue economic hardship, as long
as the total number of students exempted does not exceed 5% of the total enrogment  at any Member) as of
the date on which the issue of Parity Debt is authorized.

General Covenants

In the Master Resolution, the. Board has covenanted that it will (a) make available to the Paying Agent
or other paying agent: on or before each payment date, money sufficient to pay the principal of and the
premium, if any, and mterest on all Parity Debt as it becomes due and payable and the fees and expenses
related to the Parity Debt, including the fees and expenses of the paying agent and any registrar, trustee.,
remarketing agent, tender agent or credit provider; (b) faithfully perform all covenants and undertakings under
the Master Resolution and each Supplement; (cj cause all Parity Debt to be called for redemption and
redeemed prior to maturity, to the extent required under the provisions of the Master Resolution or any
Supplement  (d) maintain all real and tangible property of the Revenue Financing System in good condition,
repair and working order and not impair or permit any impairment of the Revenue Financing System; (e) not
incur additional debt secured by the Pledged Revenues, except as Parity Debt permitted under the Master
Rcsohmon  or as debt that is junior and subordinate in all respects to the liens, pledges and covenants of the
Master Resolution and any Supplement; (t) invest and secure money in all funds and accounts established
under the Master Resolution and any Suppkment  as prescribed by law and the policies of the Board; (g) keep
proper books of record and account relaung to all dealings, activities and transactions of the Board, (h) permit
any owner or owners of at least 25% of the principal amount of the then outstanding and unpaid principal
amount of Parity Debt to inspect the records and accounts of the Board relating to the University System; and
(i) provide for the satisfaction by each Member of its Annual Obligation, In addition, the Board has warranted
that it lawfully owns and has title to or lawfully possesses the lands, buildings and facilities constituting the
University System, that it will defend the tide to all properties that become a part of the Revenue Financing
System and that it is lawtirlly  qualitied to pledge the Pledged Revenues in the manner  prescribed in the Master
Resolution and has exercised such right.
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Additional Paritv  Debt: Non-Recourse Debt atid Subordinated Debt

In the Master Resolution, the Board reserves the right to issue or incur additional Parity Debt for any
purpose a&xired  by law. The Board may incur, assume, guarantee or otherwise become liable in respect of
additional Parity Debt if the Board dekrmines  that it will have sticicnt  funds to meet the financial
obligations of the University System, including sufficient Pledged Revenue to satisfy the annual debt service
requirements  of the Revenue Financing System and to meet all fmancial obligations of the Board relating to
the Revenue Financing System.

In addition, the Board covenants not to issue or incur Parity Debt unless (i) it determines that the
Member or Members for whom Parity Debt is being issued or incmred  possess the financial capacity to satisfy
their respmtive  Direct Obligations atkr taking into account the then proposed additional Parity Debt, and (ii)
a U.T. System Representative delivers to the Board a certificate stating that, to the best of his or her
knowledge, the Board is in compliance with all covenants contained in the Master Resolution and any
Supplement authorizing outstanding Parity Debt, and is not in default in the performance and observance of
any of the terms, provisions and conditions thereof.

The Board has reserved the right to issue, without limit, debt secured by a lien other than a lien on
Pledged Revenues and debt which expressly provides that all payments thereon shall be subordinated to the
timely payment of all Parity Debt.

Waiver of Covenants

The Board may omit in any particular instance to comply with any covenant or condition set forth above
as a general covenant or with its rate covenant (see “Rate Covenant” in this APPENDIX B), its covenants
relating to issuance of Parity Debt (see “Additional Parity Debt” in this APPENDIX B), its covenants
governing disposition of Member assets (see “Disposition of Member Assets” in this APPENDIX B) or its
covenants relating to admission and release of Members (see “Changes in Membership of the Revenue
Financing System” in this APPENDIX B) if the holders of at least 5 1% of all Parity Debt outstanding shall
waive such compliance.

Disuosition  of Member Assets

In the Master Resolution the Board has reserved the rights to convey, sell or otherwise dispose of any
properties of the Board attributable to a Member of the Revenue Financing System, provided that:

(0 such disposition shall occur in the ordinary course of business of the Member of the
Revenue Financing System responsible for siich properties,  or

(ii) the Board determines that aller the disposition, the Board shaII have sufficient timds
during each tiscal year to meet the fmancial obligations of the University System, including sufficient
Pledged Revenues to sat@  the annual debt service requirements of the Revenue Financing System and
to meet all other facial obligations of the Board relating to the Revenue Financing System.

Changes in Member&in  of the Revenue Financine. Svstem

The Master Resolution recognizes that the State may combine or divide Member institutions and
provides that so long as the combined or divided instimtions continue to be governed by the Board such action
shall not violate the Master Resolution or require any amendment thereof. The Master Resolution also
provides that a Member institution or portion thereof may be closed and abandoned by law or otherwise
removed from the Revenue Financing System (thus deleting the revenues, income, funds and balances
attributable to such Member or portion thereof from Pledged Revenues) without violating the Master
Resohition  upon satisfaction of the following requirements:

(0 the Board specifically fmds (based upon a certiticate  signed by a U.T. System
Representative) that after the release of the Member or portion thereof, the Board will have sufficient
funds ding each fiscal year in which Parity Debt shall thereafter be outstanding to meet the fmancial
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obligations of the University System, including sufficient Pledged Revenues to satisfy the annual debt
service mquimmwts  of the Revenue Fiiing System aod  to meet all fmancial  obligations of the Board
relating to the Revenue Financing System; and

(ii) the Board shall have received an opinion of legal counsel acceptable to the Board
stating that such release will not affect the status for federal income tax purposes of interest on any
outstanding Parity Debt and that all conditions precedent provided in the Master Resolution or any
Supplement relating to such release have been complied witi,  and

(iii) (a) if the Member or portion thereof to be released is to remain under the
governance and control of the Board, the Board most either (1) provide from lawfully
available funds, including Pledged Revenues attributable to the withdrawing Member, for the
payment or discharge of that Member’s Direct Obligation; or (2) pledge to the payment of
Parity Debt, additional resources not then pledged in an amount sufficient to satisfy the
withdrawing Member’s Direct Obligation; or

(b) if the Member or portion thereof to be released is no longer to be under the
governance and control of the Board, the Board most receive a binding obligation of the new
governing body of the withdrawing institution or portion thereof,  obligating the new
governing body to make payments  to the Board at the times and in the amounts equal to the
withdrawing Member’s Annual Obligation or to pay or discharge that Member’s Direct
Obligation, or, in the case of a portion of a Member being withdrawn, the portion of the
Member’s Annual Obligation or Direct Obligation, as the case may be, attributable to the
withdrawing portion of the Member.

Soecial Oblieations:  Absolute Oblipation  to Pav Paritv Debt

The Master Resolution provides that all Parity Debt and the interest thereon shall constitute special
obligations of the Board payable #Yom  the Pledged Revenues, sod the owners thereof shall never have the right
to demand payment out of foods raised or to be raised by taxation, or from any source other than specified in
the Master Resolution or any Supplement. The obligation of the Board to pay or cause to be paid the amounts
payable under the Master Resolution and each Supplement out of the Pledged Revenues shall be absolute,
irrevocable, complete, and unconditional, and the amount, mamxr 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.

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

Defeasance  of Paritv Debt

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 the Master Resolution, except that the Board must provide for the
services of the Paying Agent OT @her  paying agent, 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
mahaity,  upon redemptioq  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 ( I ) lawful
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money of the United States of America sufficient to make such payment, (2) noncallable  Govermnent
Obligations (as defined below) which mature as to principal and interest in such amounta 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 atIer all Defeased Debt shall have become due and
payable. At such time as Parity Debt shag be deemed to be Defeased Debt, such Parity Debt and the interest
thereon shag 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 outstmding for any purposes other than payment, transfer, and exchange. Any money deposited
with or made available to a paying agent as described in this paragraph may, at the written direction of the
Board, also be invested in Govermnent Obligations maturing in the amounts and times as described above,
and all income from such Government  Obligations received by the paying agent for an issue of Parity Debt
which is not required for the payment of the Parity Debt and interest thereon, with respect to which such
money has been so deposited, is to be turned over to the Board, or deposited as directed in writing by the
Board. As used in this paragraph, the term “Govermnent Obligations” means direct obligations of the United
States of America, inchrding obligations the principal of and interest on which are tmcomiitionally  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.

Amendments of Master Resolution

Amendments Without Consent. The Master Rex&ion  and the rights and obligations of the Board and
of the owners of the outstamhng Parity Debt may be modified  or amended at any time without notice to or the
consent of any owner of the outstanding Parity Debt, solely for any one or more of the following purposes

(9 to add to the covenants and agreements of the Board contained in the Master
Resolution, other covenants and agreements thereafter to be observed, or to surrender any right or
power reserved to or conferred upon the Board in the Master Resolution;

(ii) to cure any ambiguity or inconsistency, or to cure or correct any defective provisions
comained in the Master Resohmon, upon receipt by the Board of an approving opinion of bond counsel,
that the same is needed for such purpose and will more clearly express the intent of the Master
Resolution;

(iii) to supplement the security for the outstanding Parity Debt, including, but not limited
to, amending the deftition  of Pledged Revenues to add a portion or all of the Practice Plan Funds
attributable to any Member (one or more) to Pledged Revenues; provided, however, any amendment
to the detbrition of Pledged Revenues which results in the pledge of Practice Plan Funds may limit the
amount of such pledge and the manner,  extent and duration of such additional pledge all as set forth in
such amendment; or

(iv) to make such other changes in the provisions of the Master Resolution as the Board
may dean  necessary or desirable and which shall not, in the judgment of the Board, materially adversely
affect the interests of the owners of outstanding Parity Debt; or

69 to make any changes or anmndments requested by any bond rating agency then rating
or requested to rate Parity Debt, as a condition to the issuance or maintenance of a rating, which
changea or amendments do not, in the judgment of the Board, materially adversely affect the interests
of the owners of the outstanding Parity Debt.

Amendments With Consent. Subject to the other provisions of the Master Resolution, the owners of
outatandmg Parity Debt aggregating 5 1% in Outstanding Principal Amount shah have the right from time to
time to approve any other amendment to the Master Resolution which may be deemed necessary or desirable
by the Board; provided, however, that nothing contained in the Master Resolution 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 Master Resolution so as to:
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(0 grant to the owners of any outstandmg  Parity Debt a priority over the owners of any
other outstanding Parity Debt; or

(ii) materially adversely affect the rights of the owners of less than all Parity Debt then
outstanding; or

(iii) change the minimum percentage of owners of the Outstanding Principal Amount of
Parity Debt necessary for consent to such amendment.

For purposes of determinin g whether the requisite owners of outstanding Parity Debt have approved a
proposed amendment, “Outstanding Principal Amount” means, with respect to all Parity Debt or to a series
of Parity Debt, the outstamding and unpaid principal amount of such Parity Debt paying interest on a current
basis and the outstanding and unpaid principal and compounded interest on such Parity Debt paying accrued,
accreted  or compounded interest only at maturity as of any record date established by the Registrar in
conneotion with a proposed amendment or supplement to the Master Resolution.

Notice. Ifat any time the Board should desire to amend the Master Resolution with the consent of the
owners of Parity Debt, the Board is required to 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 hvo successive caiendar weeks. Such notice is required to briefly set forth the nature
of the proposed amendment and shall state that a copy thereof is on file at the principal offtcc of each registrar
for the Parity Debt for inspection by all owners of Parity Debt. Such publication is not required, however, if
the Board gives or causes to be given such notice in writing, by certified mail, to each owner of Parity Debt.

Ame.ndments of Suu~lements. Each Supplement may contain provisions governing the ability of the
Board to amend such Supplement; provided, however, that no amendment  may be made to any Supplement
for the purpose of granting to the owners of outstandmg Parity Debt under such Supplement a priority over
the owners of any other outstanding Parity Debt.

Remainder of This Page Intentionally Left  Blank
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PAYING AGENT/REGISTRAR AGREEMENT

THIS AGRBBhENT  entered into as of (this “Agreement”), by and between
Bosrd  of Regents of The Univemhy  of Texas System (the “Issuer”), and Nonvest  Bank Texas, N.A.,
Dallas,  Texas, a national banking amciation  (the “Bank”).

RBCITALS

WHEREAS, the Issuer has duly authorized and provided for the issuance of its Board of
Regents of The University of Texas System Revenue Fii System, Series (the
“Securities”) in the aggre-gate  principal amount of s , such Securities to be issued
in tidy  registered form only as to the payment of principal and interest thereon; and

WHEREAS,  the !kauities  are schedukd  to be delivered to the initial purchasers thereof on
or about ;and

WIERBAS,  the Issuer has selected the Bank to sewe as Paying Agent/Registrar in
camection  with  the payment of the principal of,  premium, if any, and interest on said Securities and
with respect to the registdon,  transfer and exchange thereof by the registered owners thereof; and

WHEREAS,  the Bank has agreed to serve in such capacities for and on behalf of the Issuer
and hss M power and authority to perform  and serve as Paying Agent/Registrar for the Securities;

NOW, THEREFORE, it is mutually agreed ss follows:

ARTICLE ONE

APPOINTMENT OF BANK  AS
PAYING AGENT  AND REGISTRAR

Section 1.01. Amointment.

The Issum hereby appohts  the Bank to serve as Paying Agent with respect to the Securities.
As Paying Agent for the Securities, the Bank shag be responsible for paying on behalf of the Issuer
the principal, premium (iany),  and interest on the Securities as the ssme  become due snd  payable
to the  mgismmd  owners thereof all in accordance with this Agmement  and the “Order” (hereinafter
defined).

TheIsswrherebyappoimstheBsnkasRegisearwithreepecttotheSecurities.  AsRegistrar
fortheSecurk&theBsnkshaUkeepand ma&in  for and on behalf of the Issuer books and records
as to the ownership of said Securities and with respect to the transfer and exchange thereof ss
provided herein and in the “Order.”

The Bank hereby accepts its appointment, and agrees to serve as the Paying Agent and
Registrar for the Securities.
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section  1.02. B.

In addition, the Issuer agrees to reimburse’  the Bank upon its request for all  reasonable
eqemes, disbursements and advances incurred or made by the Bank in accordance with any ofthe
provisioru  haxof  (ii the reasonable compensation and the expenz~ and disbursements of its
agents and xxmsel).

ARTICLB  Two
DEFINITIONS

Seetiia  2.01. Q&i&o,&

For all  purposes of this Agreement, except as otherwise expressly provided or unless the
context otherwise requires:

“Bank office”  means the principal cxqorate  trust office of the Bank as indicated on the
signature page hereof. The Bank will notify  the Issuer in writing of any change in location of the
Bank Of&c.

“Fiscal Year” means the fiscal year of the Issuer, ending August 3 1.

“Issuer RequesP  and “Issuer Order” means a written request or order signed in the name of
the Issuer by the Board Representative, as defined  in the Order, any one or more of said oflicials,
delivered to the Bank.

“Legal Holiday” means a day on which the Bank is required or authorized to be closed

“Order” mean9 the ordu, xaolution  or ordinance  oftbe govern@ body of the Issuer pursuant
to which the f%eades are issued, cutiiied  by the Secmtary  of the Board or any other officer of the
Issuer and delivered to the Bank.

“Fkson”  means any indiviw  cmporation,  partnxGp,  joint venture,  association,  joint stock
company, trwt, unincorporated orga&ation or government or any agency or political subdivision
of a government.

“Redec*lsor  Sewrides”  of any psrtiadsr  Security means  every previous Security evidencing
all or a portion of the same obligation as that evidenced by such particular Security (and, for the
purposes of this degn&n,  any mu&ted, lost, destroyed, or stolen Secuity for which a replacement



~Dete”wharussdwithnspectto~Bondtobe~eanedmeansthedatefixed
for such redemption pursuant to the terms of the Order.

“Responsible GtIicer”  when used with respect to the Bank means the Chairman or Vice-
Chainn~ of the Board of Directors, the Chairman or Vice-chairman of the Executive Committee of
theBoardof~thepresident,~V~prcsident,theSeactary,anYAssistantSecretary,the
Treasumr,anyAmhtantTmasumr, the Chhier,  any Assistant Cashier, any Trust GtIicer  or Assistant
Trust GtIicer,  or any other ot%xr of the Bank cuatomarhy  paforming t’bnctions  similar to those
performed by any of the above designated officers and also means, with respect to a particular
corporate trust matter, any other officer to whom such matter is r&erred  because of his knowledge
of and familiarity with the particular subject.

“Securhy  Ikgher”  mums a regiskr  nmidned  by the Bank on behalf of the Issuer providing
for the registration and transfw  of the Securities.

“Stated h4aturity”  means the date specitied  in the Order  the principal of a Security is
scheduled to be due and payable.

Sectiin  2.02. Other  Definitiona.

The tams “Bank,”  Issuer,” and Securities (Security)” have the meanings assigned to them in
the recital paragraphs of this Agreement.

The term “Paying Agent/Registrar”  refers to the Bank in the performance of the duties and
tkctions  of this Agreement.

ARTICLE THREE
PAYING AGENT

Section 3.01. Duties of P&n-.

As Paying Agent, the Bank shall, provided adequate collected timds  have been provided to
it for such purpose by or on behalf of the Issuer, pay on behalf of the Issuer the principal of each
S~atitsS~Mahnity,RedaptionDate,orAccdaatioaDste,totheHolderuponsurrmda
oftheSecuritytotheBankattheBankGtEe.

As Paying Agent, the Bank shall,  provided adequate collected timds  have been provided to
it for such purpose by or on behalf of the Issuer, pay on behalf of the Issuer the interest on each
Security when due, by computing the amount of interest to be paid each Holder and preparing and
sending checks by United States Mail, tirst  class postage prepaid, on each payment date, to the
Holders of the Securities (or their Predecessor Securities) on the respective Record Date, to the
address appearing on the Security Register or by such other method, acceptable to the Bank,
requested in writing by the Holder at the Holder’s risk and expense.
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Section 3.03. merit  Da.

The Imucr hereby insbuus the Bank to pay the principal of and interest on the Securities  on
the dates specilied  in the Order.

ARTICL.B  FOUR
REGISTRAR

Section  4.01.vr - Tm Eschao~.

The Bank agrees to keep and okrain  for and on behalf of the Issuer at the Bank 051.~
books and records (‘h&n sonAmes  referred to as the “Security Register”), and, ifthe  Bank Of&x
islocatedoutsidetheStateofTmas,acopyofsuchbooksand~rdsshallbekeptintheStateof
Texas, for record& the names  4 addreapes  of the Holders of the Securities, the transfer, exchange
and replacement of the Semtrities  and the payment of the principal of and interest on the Securities
totheHoldasandcontaitlinesuchothainformstionasmeybereasonablyrequiredbytheIssuaand
subject to such reasonable regulations as the Issuer and the Bank may prescribe. Ah transfers,
exchanges and replacemem  of Securities shag be noted in the Security Register.

Every  sewity ~fbrtmnsferorexchangrshaUbedulyendomedorbeaccompanied
by a written instrument of tmnsfer,  the signature on which has bee-n  guaranteed by an officer of a
federal or state bank or a member of the National Association  of Securities Dealers, in form
sati&ctory  to the Bank, duly  exerted  by the Holder thereof or his agent duly  authorized in writing.

The Bank may request any supporting documentation it feals  necemary  to etEct  a re-
registration, transfer or exchange of the Securities.

To the extent possible  and under reasonable circumstances, the Bank agrees that, in relation
to an exchange or transfer of Securities, the exchange or tram&r  by the Holders thereof will  be
completed and mm  tkzaaih  delived  to the Holder or the assignee of the Holder in not more than
three (3) business days after the receipt of the Securities to be canc&d  in an exchange or transfer
and the written instrument of transfer or request for exchange duly executed by the Holder, or his
duly authorized agent, in form and - satisfactory to the Paying AgenURegistrar.

!kctioo  4.02 ~ertitic8&.

The Issuer  sbaU  provide an adequate inventory of printed Securities to thcilitate  transfers or
exchanges thereof. The Bank covenants that the inventory of printed Securities wig be kept -in
safekeepingpadine~~and~onablecarewiUbeexercisedbytheB~inmaintainingsuch
Securities in safekeeping, which shag be not leas than the care mai&ned  by the Bank for debt
securities of other political subdivisions or corporations for which it serves as mgistmr,  or that is
maintained for its own securities.
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Section 4.03. Form  of Securitv Re&&.

TheB~a9Regietnr,,willmaintainSSeauityRegistanlatingtothengistration,
~traosfaandaccbsngeoftheSewiriesinacco~withtheB~‘sgenaalpraaicesand
‘procedures in et&t  6om  time ,to time. The Banlt  shall not be obligated to ma&in  such Security
Register in any form other than those which the Barth  has aukntly  available and currently utilizes
atthetime.

TheSeaaityRegistamaybemaintainedinwrittenformorinanyothaformcapableofbeing
converted into written form within a reasonable time.

Scation  4.04. Lilt of Securitv Holdera.

The Banh  will provide the Issuer at any time requested by the Issuer, upon payment of the
required fee,  a copy of the information contained in the Security Register. The Issuer may also
inspect the tiormation contained in the Security Register at any time the Banlc is customarily open
for business, provided that reasonable time is allowed the Banh to provide an up-to-date listing or
to convert the information into written form.

The~willoatrrleaseordisdosethecontamtsoftheseanityRegistatoanypersonother
than to, or at the written request of, an authorized officer or employee of the Issuer, except upon
receipt of a court order or as otherwise required by law. Upon receipt of a court order and prior to
the release or disclosure of the~contents  of the Security Register, the Bank will notify the Issuer so
that the Issuer may contest the court order or such release or disclosure of the contents of the
Security Register.

Section 4.05. Return of Cancelled  Certiticat~.

Section 4.04. JWutihted. De&roved.  Lost or Stolen Secu . .nbg.

The Issuer hereby instructs the Bank, subject to the applicable provisions of the Order, to
deliver and issue Securhics  in uchange for or in lieu  of mu&ted, destroyed, lost, or stolen Securities
as long as the same does not result in an overissuance.

In case any Sewrity  shsll  be mu&t4 or destroyed,  lost or stolen, the Bark, in its discretion,
msywaneandddivaanplacanad~oflikefonn~dtenor,andinthesamedenomination
and beating a number not contemporaneously outstanding, in exchange and substitution for such
mutilated Security, or in lieu of and in substitution for such destroyed lost or stolen Security, only
after (i) the tiling by the Holder thereof with  the Banh  of evidence satisthctoty  to the Banlc of the
destruction, loss or the-R  of such Security, and of the authenticity of the ownership thereof and (ii)
the linnishing  to the Bank of indemnification  in an amount satisthctory  to .hold  the Issuer and the
Bank harmless. All expemes  and charges associated with  such indemnity and with the preparation,



execution and delivery of a repiacunem  Security shail  be borne by the Holder of the Security
mutilated, or destroyed, lost or stolen.

section  4.07. p.

The Bank will, within a reasonable time a&r receipt of written request from the Issuer,
fbmish  the Issuer information as to the Securities it has paid pumuant  to Section 3.01, Securities  it
has de&red  upon the &an&  or exchange ofany  lkcmikn  pumuurt  to Section 4.01, and Securities
it has d+diwed  in exchange for or in lieu of mutilated, destroyed lost, or stolen Securities pumuant
to Section 4.06.

ARTICLBFIW
THBBANK

TheBankundertakestopaformthemdiessetforthhereinand~tousereasonablecarr
in the pedormanw therwf.

Section 5.02. Reliance  on Documents. Etf.

(4 The Bank may conclusively rely, as to the truth of the statements and correctness of
the opinions expressed tw  on certitIcates  or opinions tiunished  to the Bank.

09 The Bank shall not be liable for any error of judgment made in good faith by a
Respons’bkOftica,unlesstshellbeprovedthattheBanlrwasnegligentinascertainingthepertinent
fStS.

(c) No provisions of this Agreement shall require the Bank to expend or risk its own funds
or otherwise incur any Iinancial  liabiity for performance of any of its duties hereunder, or in the
exercise of any of its rights or powaq  ifit  shall have masonable  grounds for believing that repayment
of such tlmds  or adequate indemnity satisfactory to it against such risks or liabiity is not assured to
it.

(d) The Bank may rely and shall be protected in acting or refraining  from acting upon any
resolution, certiticat%  statemet&  instrument, opinion, report,  notice, request,  direction, consent,
orda,bondmte,=+tY,orothapapa~ documaubelievedbyittobegenuineandtohavebeen
signed or presented by the proper party or parties. Without limiting the generality of the foregoing
slat~theBenlrneednot examine the ownership of any kauitia  but is protected in acting upon
receipt of !kanitk  amt&ng  an endorsement or instruction of tmnsfer  or power of transfer which
appears on its face to be signed by the Holder or an agent of the Holder. The Bank shall not be
bound to make any inves&uon into the thcts  or matters stated in a resolution, certificate,  statement
mkumat,  opinion, report, notice, request, direction, consent, order, bond, note, security, or other
paper or document supplied by Issuer.

w l.m  RF3 97* - 253*waPARAcBI 6
- 242  -



(e) ‘IheBanlrmay~withoounsd,eadthewrittcn~ofJuchcormselorllnyopinion
ofcounsel shall be WI  and complete authorization and protection with respect  to any action taken,
a&red, or omitted by it hereunder in good faith  and in reliance thereon.

(f)  The Bank may exercise any ofthe powers herau&r and perform any duties hereunder
either directly or by M through agents or attomeyn  of the Bank

Section 5.03. Recitala of huer.

Thencitrlscontainedhadnwithrespectt0the1ssuaudinthesewitiesshallbetakenas
the statements of the Issuer, and the Banlc  assumes  no responsibiity  for their corre@~~~.

The Bank shaU  in no event be liable to the Issuer, any Holder or Holders of any Security, or
any other Person for any amount due on any Security from its own timds.

Section 5.04. Mav Hold Securitieg.

The Bank in its individual or any other capacity, may become the owner or pledgee  of
Securities  and may otherwise deal  with the Issuer with the same rights it would have if it were not
the Paying Age&Registrar, or any other agent.

Sectiin  5.05.  Moneva  Held  bv Bank

The Bank shall deposit any moneys received &om  the Issuer into a xgregated account to be
held by the Bank solely for the benefit  of the owners of the Securities to be used solely for the
payment of the Securities,  with such moneys in the account that exceed the deposit insurance
available to  the Issuer by the Federal Deposit Insurance Corporation, to be fully  coUaterahzed  with
secwities  or obligations that are digiile under the laws of the State of Texas to secure and be pledged
as cohateral  for such accounts until the principal and interest on such securities have been presented
for payment and paid to the owner thereof Payments made from such account shall be made by
check drawn on such account unles.s  the owner of such Securities shall,  at its own expense and risk,
request such other medium of payment.

Subjed  to the U&aimed  Property Law of the State of Texas, any money deposited with the
Bank for the payment of the principal, premium (ii any), or interest on any Security and remaining
unclaimedfor~yarnafterthefinalmahuityoftheSecurityhas~medueandpayablewillbe
paid by the Bank to the Issuer  if the Issuer so elects, and the Holder of such Security shah here-a&r
look only to the Iaquer for payment thereof and ah liabiity  of the Bank with respect to such monies
shall  thereupon cease. Ifthe  Issuer does not elect, the Bank is died to report and dispose of the
Smds  in compliance with Title Sii of the Texas Property Code, as amended.

Section 5.06. Indcmoificatioa.

To the extent permitted by law, the Issuer agrees to indemnify the Bank  for, and hold it
harmless against, any loss, liabiity,  or expose  incurred without negligence or bad faith  on its part,
arising out  of or in connection with its acceptance or admi&ration  of its duties hereunder, includii
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sectien  5.07. ~terDlca&.

The Issoer  and the Ba& agree that the Bank may seek adjudication of any adverse claim,
demand, or cootroversy  over &s person as well as fends  on deposit, io  either a Federal or State
District Court located in the State and County where either the Bank Of6cc  or the administrative
offi~ofthe~~islocated,-sndegr&thatsaviceofprocessbycatifiedor~staed~rerum
recdptrequested.totheaddressrefaredtoonthesigaDtunp~eofthisAgreanentshallconstitute
&quateservicc.  TheIssua~theBanLfivtha~thattheBanLhk9therighttofileaBillof
~~inanycwrtofcompeteadjurisdictioatodetaminetherightsofanyPersonclaimingany
interest herein.

Sectioo  5.08. Deuoriton  Trust Comwnv fkrvic~.

ItishacbyrepresentedandwarrantedthafintheeventtheSanrritiesareothenvisequalified
and accepted for “Depository Trust  Company” services or equivalent depository trust services  by
othaorgsllizationgtheBMkhasthecapabilityan4tothe~entwlthinitscontrol,willcomplywith
the “Operational Arraogementq”  e&ctive August 1, 1987, which establishes requirements for
securities to be eligible for such type depository trust services, inchuiiog,  but not  limited to,
requirements for the timeliness of paymeots  and funds  availability,  transfer turnaround time, and
notification of redemptions and calls.

Attached hereto is a copy of the Letter of Representation  between the Issuer sod  The
Depository Trust Compaoy,  New York, New York, providing for the Bonds to be issued in a Book-
Entry Only System. The Bank  and the Issuer hereby  co&m  their obligations under such Letter of
Representation.

ARTICLE SIX
MISCELLANEOUS PROVISIONS

Section  6.02. m.
/

This Agmamot  may not be assigned by either party without the prior written coosent  of the
Ok.

SectIon  6.03. Noticq.

Any request, demand, authorization, direction, ootice,  coosent,  waiver, or other document
provided or permitted hereby to be given or iinnished  to the Issuer or the Bank shall be mailed or



I

Seetim  6.06. Efieet.

The Article and Section head&s  herein are fix convenience only and shall not affect the
construction hereof.

Se&m  6.05. m.

t3eetion  6.06. ~erabili.

Incapcmyprovipionhaeiashsllbeinvalid,iUegalor~~~thevalidity,legality,and
enforce&&y  of the remabdqprovisions  shall not in any way be &&ted  or impaired thereby.

Sectiin  6.07. Benefib of e.

N~~acprarror~shallginto~Pason,othathaathtpartieshaaoand
their successors hereunder, any benefit or any legal or equitable right, remedy, or claim heramder.

Se&in  6.0%  &tire  Annemen&

This Agreement and the Order constitute the entire w between the parties hereto
~totheBank~mP~Agmt/RegirrharandifMy~~~betweenhisAgnamnt
and the Order, the Order shall govern.

Se&on 6.09. coullterprrtr.

This Agreement may be executed in any number of counterparts, each of which shall  be
deemed an original and all  of which shall  constitute one and the same Agreement.

Section 6.10. Terminatb.

This  Agmunmt will tamhate  @ on the date of 6nal  payment of the principal of and interest
on the Securities  to the Holders thereof or (ii) may be earlier term&ted by either party upon skty
(60) days written  notice; provided, however, an early tern&&on of this Agrament  by either party
shall  not be effective until (a) a successor Paying AgentRegistrar  has been appointed by the Issuer
andsuch~acceptedand@)noticehasbeengiMltotheHoldasoftheSawiti~ofthe
appointment of a successor Pqing  Agent/Registrar. Furthermore, the Bank and Issuer  mutually
agree that the effective date of an early termination of this Agreement shall  not occur at any time
which would disrupt, delay or otherwise adversely a&xX the payment of the Securities.

m VT  RFS  WA  - 2m.oMpA1uoI 9
- 245 -



UponMcerlyt~~of~Agreanad,the~agr&sto~transferanddeliver
the Security  Register (or a copy thereoQ  together with other pertinent books and records relating
to the ?xcurities,  to the successor Paying AgentiRegktrar  designated and appointed by the Issue-r.

The provisions of Section 1.02 and of Article Five shall  survive  and remain in Fidel force and
effect following the temination  of this Agreement.

Seetloa 6.11. w.

This Agremmt  shall be construed  in accordanti with and governed by the laws of the State
of Texas.

[The reminder of this page is intentionally left blank.]
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INWlTNESSWHERFiO F,thepdcshetohaveexeartedthiaAgranmtasofthedayand
Y~fhtdtOVCWhttQl.

NORWEST  BANK TBXAS.  N.A
Dallas,  Texas

By:
Tie:

ATTEST:

By:
Title:

(BANK SEAL)

BOARD OF REGENTS OF
THE IJNlWRSlTY  OF TEXAS SYSTEM

ATTEST:

By:
Title:

By:
Title:
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Paying Agent/Registrar  Fee  Schedule
[To bc  supplied by the Bank]
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ESCROW AGREEMENT

THIS ESCROW AGREEMENT, dated as of (herein, together with 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 “Issuer”) and

, as escrow agent (herein, together with any successor in such capacity, called
the “Escrow Agent”). The addresses of the Issuer and the Escrow Agent are shown on Exhibit “A”
attached hereto and made a part hereof.

W I T N E S S E T H :

WHEREAS, the Issuer heretofore has issued and there presently remain outstanding the
obligations described in Exhibit “B” attached hereto (the “RefUnded  Obligations”); and

WHEREAS,  the Refunded Obligations are scheduled to come due in such years, bear interest
at such rates, and be payable at such times and in such amounts as are set forth in Exhibit “C”
attached hereto and made a part hereoc  and

WHEREAS,  when firm banking arrangements have been made for the payment of all principal
and interest of the Refunded Obligations when due, then the Refunded  Obligations shall no longer
be regarded as outstanding except for the purpose of receiving payment from the timds provided for
such purpose; and

WHEREAS,  Vernon’s Ann Tex. Civ. St. Article 717k,  as amended, authorizes the Issuer to
issue refunding bonds and to deposit the proceeds Tom  the sale thereof, and any other available funds
or resources, directly with any place of payment (paying agent) for any of the Refunded 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
Refunded Obligations; and

WHEREAS, Article 717k further authorizes the Issuer to enter into an escrow agreement with
any such paying agent for any of the Refimded Obligations with respect to the safekeeping,
investment, administration and disposition of any such deposit, upon such terms and conditions as
the Issuer 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 sufftcient  to provide for the scheduled payment of principal and interest on the Relimded
Obligations when due; and

WHEREAS, the Escrow Agent is a paying agent (the “Paying Agent”) for the Refunded
Obligations and this Agreement constitutes an escrow agreement of the kind authorized and required
by said Article 7 17k;  and

1
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WHEREAS, Article 7 I7k  makes it the duty of the Escrow Agent to comply with the terms
of this Agreement and as the paying agent to pay the principal of, premium, if any, and interest on the
Retinded  Obligations when due, and in accordance with their terms, but solely from the timds,  in the
manner, and to the extent provided in this Agreement; and

WHEREAS, the issuance, sale, and delivery of The Board of Regents of The University of
Texas System Revenue Financing System Bonds, Series (the “Refunding Obligations”)
have been duly authorized to be issued, sold, and delivered for the purpose, among others, of
obtaining the funds required to provide for the payment of the principal of, premium, if any, and
interest on the Refunded Obligations when due; and

WHEREAS, the Issuer desires that, concurrently with the delivery of the Refunding
Obligations to the purchasers thereof, certain proceeds of the Refunding  Obligations, together with
certain other available funds of the Issuer, 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 Refunded
Obligations as it accrues and becomes payable and the principal of the RefUnded  Obligations as it
becomes due and payable; and

WHEREAS, to facilitate the receipt and transfer of proceeds of the Escrowed  Securities,
particularly those in book entry fom  the Issuer desires to establish the Escrow Fund at the principal
corporate trust office of the Escrow Agent in Austin, Texas; 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 RefUnded  Obligations, the Issuer and the Escrow
Agent mutually undertake, promise, and agree for themselves and their respective representatives and
successors, as follows:

2
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ARTICLE I

DEFINITIONS AND INTERPRETATIONS

Section 1 .O 1. Definitions. Unless the context clearly indicates otherwise, the following terms
shall have the meanings assigned to them below when they are used in this Agreement:

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

“Escrowed Securities” means the noncallable and nonprepayable United States
Treasury obligations and obligations the due and timely payment of which is
unconditionally guaranteed by the United States of America described in Exhibit “D”
attached to this Agreement, or cash or other direct obligations of the United States
of America or obligations the due and timely payment of which is unconditionally
guaranteed by the United States of America substituted therefor  pursuant to
Article IV of this Agreement.

Section 1.02. Other Definitions. The terms “Agreement”, “Issuer”, “Escrow Agent”,
“Refunded Obligations”, “Refunding Obligations” and “Paying Agent”, when they are used in this
Agreement, shah have the meanings assigned to them in the preamble to this Agreement.

Section 1.03. Intemretations. 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
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 retimding  of the Refimded Obligations in
accordance with applicable law.

ARTICLE II

DEPOSIT OF FUNDS AND
ESCROWED  SECURITIES

Section 2.01. Deuosits in the Escrow Fund. Concurrently with the sale and delivery of the
Retimdiig  Obligations the Issuer shall deposit, or cause to be deposited, with the Escrow Agent, for
deposit in the Escrow Fund, the timds  and Escrowed  Securities described herein, and the Escrow
Agent shall, upon the receipt thereof, acknowledge such receipt to the Issuer in writing.

3
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ARTICLE III

CREATION AND OPERATION OF ESCROW FUND

Section 3.0 I. Escrow Fund. The Escrow Agent has created on its books a special trust  fund
and irrevocable escrow to be known as ”
Escrow Fund” (the “Escrow Fund”). The Escrow Agent hereby agrees that upon receipt  thereofit

will deposit to the credit of the Escrow Fund the funds and the Escrowed Securities described in
Exhibit “D” attached hereto. Such deposit, all proceeds therefrom, and all cash balances from time
to time on deposit therein (a) shah be the property of the Escrow Fund, (b) shah 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, premium, if any, and interest on the Retimded Obligations,
which payment shall be made by timely transfers of such amounts at such times as are provided for
in Section 3.02 hereof. When the final transfers have been made for the payment of such principal
of, premium, if any, and interest on the Remnded Obligations, any balance then remaining in the
Escrow Fund shall be transferred to the Issuer, and the Escrow Agent shall thereupon be discharged
from any tiuther  duties hereunder.

Section 3.02. Pavment of Princiual.  Premium. if anv. and Interest. The Escrow Agent is
hereby irrevocably instructed to transfer to the respective paying agents for the Refunded Obligations
from the cash balances t?om time to time on deposit in the Escrow Fund, the amounts required to pay
the principal of the Refunded Obligations at their respective redemption or maturity dates, premium,
if any and interest thereon to such maturity dates in the amounts and at the times shown in Exhibit
“C” attached hereto.

Section 3.03. Sutliciencv of Escrow Fund. The Issuer represents 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 RefUnded
Obligations as such interest comes due and the principal of the RefUnded  Obligations as the Refunded
Obligations mature, all as more fully set forth in Exhibit “E” attached hereto. If, for any reason, at
any time, the cash balances on deposit or scheduled to be on deposit in the Escrow Fund shah be
insufficient to transfer the amounts required by each place of payment (paying agent) for the
Refunded Obligations to make the payments set forth in Section 3.02 hereof, the Issuer shall timely
deposit in the Escrow Fund, from any funds that are lawtidly  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 Rmds  in the Escrow Fund or the Issuer’s failure to make additional deposits
thereto.

Section 3.04. Trust Fund. The Escrow Agent shah 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 ofthe Escrow Fund to be commingled with any other timds or securities of the Escrow
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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 limds for the benefit of the owners of the Remnded Obligations; and a special account
thereof shall at all times be maintained on the books of the Escrow Agent. The owners of the
Relimded 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 Refunded Obligations. The amounts received by the Escrow Agent under this
Agreement shall not be considered as a banking deposit by the Issuer, 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 warrants, drafts or checks drawn by the Issuer or, except to the extent expressly
herein provided, by the Paying Agent.

Section 3.05. Securitv  for Cash Balances. Cash balances corn 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.

ARTICLE IV

LIMITATION ON INVESTMENTS

Section 4.01. Investments. Except as provided in Sections 4.02, 4.03 and 4.04 hereof, 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.

Section4.02. Rx. In
addition to the Escrowed  Securities listed in Exhibit “D” hereto, the Escrow Agent shall reinvest cash
balances shown in Exhibit “F” attached hereto in zero (0) interest rate United States Treasury
Obligations - State and Local Government Series to the extent such Obligations are available from
the Department of the Treasury. All such reinvestments shall be made only from the portion of cash
balances derived 6om the maturing principal of and interest on Escrowed Securities that are United
States Treasury Certificates of Indebtedness, Notes or Bonds - State and Local Government Series.
All such reinvestments shall be acquired on and shall mature on the dates shown on Exhibit “F”
attached hereto.

Section 4.03. Substitutions and Reinvestments. At the discretion of the Issuer, the Escrow
Agent shall reinvest cash balances representing receipts from the Escrowed Securities, make
substitutions of the Escrowed  Securities or redeem the Escrowed  Securities and reinvest the proceeds
thereof or hold such proceeds as cash, together with other moneys or securities held in the Escrow
Fund provided that the Issuer delivers to the Escrow Agent the following:
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(1) an opinion by an independent certified public accountant that after such
substitution or reinvestment the principal amount of the securities in the Escrow Fund (which
shall be noncallable, nonprepayable direct obligations of the United States of America or
obligations which are unconditionally guaranteed as to full  and timely payment by the United
States of America), together with the interest thereon and other available moneys, will be
sufficient to pay, without further investment or reinvestment, as the same become due in
accordance with Exhibit “C”, the principal of, interest on and premium, if any, on the
Refunded Obligations which have not previously been paid, and

(2) an unqualified opinion of nationally recognized municipal bond counsel to the
effect that (a) such substitution or reinvestment will not cause the Retimded Obligations to
be “arbitrage bonds” within the meaning of Section 103 of the Code or the regulations
thereunder in effect on the date of such substitution or reinvestment, or otherwise make the
interest on the Retimded Obligations subject to federal income taxation, and (b) such
substitution or reinvestment complies with the Constitution and laws of the State of Texas
and with all relevant documents relating to the issuance of the RefUnded  Obligations.

The Escrow Agent shall have no responsibility or liability for loss or otherwise with respect
to investments made at the direction of the Issuer.

Notwithstanding anything to the contrary contained herein, the Issuer and the Escrow Agent
shall not enter into a forward purchase agreement in connection with the Escrowed  Securities unless
Moody’s Investors Service has confirmed in writing the rating on the RefUnded  Obligations.

Section 4.04. -for.  Concurrently with the initial deposit by
the Issuer with the Escrow Agent, but not thereafter, the Issuer, at its option, may substitute cash or
non-interest bearing noncallable, nonprepayable direct  obligations of the United States of America
including obligations which are unconditionally guaranteed as to full  and timely payment by the
United States of America (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) (the “Substitute Obligations”) for non-interest bearing Escrowed  Securities, if any,
but only if such Substitute Obligations

(a) are in an amount, and/or mature in an amount, which is equal to or greater than the
amount payable on the maturity date of the obligation listed in Exhibit “D” for which
such Substitute Obligation is substituted,

(b) mature. on or before the maturity date of the obligation listed in Exhibit “D” for which
such Substitute Obligation is substituted, and

(c) produce the amount necessary to pay the interest on and principal of the Refunded
Obligations, as set forth in Exhibit “E” hereto, as verified by a certified public
accountant or a firm of certified public accountants.

If, concurrently with the initial deposit by the Issuer with the Escrow Agent, any such Substitute
Obligat~ions  are so substituted for any Escrowed  Securities, the Issuer may, at any time thereafter,
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substitute for such Substitute Obligations the same Escrowed  Securities for which such Substitute
Obligations originally were substituted.

Section 4.05. Arbitrage. The Issuer 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 ofEscrowed  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 Rebinding Obligations or Remnded  Obligations to be an “arbitrage
bond” within the meaning of Section 148 of the Code or Section 103(c)  of the Internal Revenue Code
of 1954.

ARTICLE V

APPLICATION OF CASH BALANCES

Section 5.01. In General. Except as provided in Sections 3.02, 4.02,4.03  and 4.04 hereof,
no withdrawals, transfers, or reinvestment shah be made of cash balances in the Escrow Fund.

ARTICLE VI

RECORDS AND REPORTS

Section 6.01. Records. The Escrow Agent will keep books of record and account in which
complete and correct entries shah 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 shah be available for inspection at reasonable hours and under
reasonable conditions by the Issuer and the owners of the Refunded Obligations.

Section 6.02. While this Agreement remains in effect, the Escrow Agent annuallyReuorts.
shall prepare and send to the Issuer a written report summarizing ah 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 Refunded  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.
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ARTICLE VII

CONCERNING THE PAYING AGENTS AND ESCROW AGENT

Section 7.0 1. Representations. The Escrow Agent hereby represents 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 Liabilitv and Indemnification. The liability of the Escrow Agent
to transfer funds for the payment of the principal of and interest on the Refunded 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 Issuer promptly of any such
occurrence.

The recitals herein and in the proceedings authorizing  the Retimdiig  Obligations shall be taken
as the statements ofthe Issuer and shall not be considered as made by, or imposing any obligation or
liability upon, the Escrow Agent, The Escrow Agent is not a party to the proceedings authorizing
the Relimding  Obligations or the RefUnded  Obligations and is not responsible for nor bound by any
of the provisions thereof (except as a place of payment and paying agent and/or a Paying
Agent/Registrar therefor). In its capacity as Escrow Agent, it is agreed that the Escrow Agent need
look only to the terms and provisions of this Agreement.

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 Issuer 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 ofjudgment; 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. In addition, to the extent permitted by law, the Issuer agrees to indemnify the Escrow
Agent and its employees, directors, officers and agents and hold each harmless against any and all
losses, liabilities, litigation costs and expenses (including reasonable counsel fees and expenses), that
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may arise out of any action or inaction of the Escrow Agent under this Agreement other than any
action or inaction resulting from the Escrow Agent’s negligence or want ofgood  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 Issuer 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 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 Issuer 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 Issuer at any time.

Section 7.03. Comuensation. (a) Concurrently with the sale and delivery of the Ref%nding
Obligations, the Issuer 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 and as Paying Agent for the R&ded  Bonds, the sum of $1,500, the sufficiency of which
is hereby acknowledged by the Escrow Agent for services hereunder and for all future paying agency
services for the Refunded Obligations; and the Escrow Agent, on behalf of itself as the Paying Agent
for the RefUnded Bonds (as described in Exhibit B) and on behalf of Bankers Trust Company the
Paying Agent for the Refunded Notes (as described in Exhibit B), warrants that such sum is sufficient
for such purpose. In the event that the Escrow Agent is requested to perform any extraordinary
services hereunder, the Issuer hereby agrees to pay reasonable fees to the Escrow Agent for such
extraordinary services and to reimburse 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 Issuer 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 sum stated in subsections (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 Issuer in writing.

Section 7.04. Successor Escrow Agents. If at any time the Escrow Agent or its legal
successor or successors should become unable, through operation or 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 o&e  of Escrow Agent hereunder. In such event the Issuer, by
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approprtate  action, promptly shall appoint an Escrow Agent to fill such vacancy. If no successor
Escrow Agent shall have been  appointed by the Issuer within 60 days, a successor may be appointed
by the owners of a majority in principal amount of the Refunded Obligations then outstanding by an
instrument or instruments in writing tiled with the Issuer, 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 Refunded 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 a combined capital and surplus of at least $25,000,000,  subject to the
supervision or examination by Federal or State authority and qualified to act as Escrow Agent under
Tex. Rev. Civ. Stat. Ann. Art. 717k.

Any successor Escrow Agent shall execute, acknowledge and deliver to the Issuer 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
ofany  such successor Escrow Agent, the Issuer shall execute any and all instruments in writing for
more ti.tlly  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.

ARTICLE VIII

MISCELLANEOUS

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 Issuer 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. Moody’s Investors Service is to
receive prior written notice and draft legal documents of any contemplated amendment at the address
specified in Section 8.04.

Section 8.02. mof Upon the taking of all the actions as described
herein by the Escrow Agent, the Escrow Agent shall have no Ruther  obligations or responsibilities
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hereunder to the Issuer, the owners of the Reliutded  Obligations or to any other person or persons
in connection with this Agreement.

Section 8.03. Binding Ameement.  This Agreement shall be binding upon the Issuer and the
Escrow Agent and their respective successors and legal representatives, and shall inure solely to the
benefit of the owners of the Refunded Obligations, the Issuer, the Escrow Agent and their respective
successors and legal representatives.

Section 8.04. Severability. In 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. Immediate written notice is to be sent by the Issuer to Moody’s Investors
Service after any incidence of severance. Such notice should be sent to Moody’s Investors Service,
Attention: Public Finance Rating DeWRefUnded Bonds, 99 Church Street, New York, New York,
10007.

Section 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.

Section 8.07. Effective date of Agreement. This Agreement shall be effective upon receipt
by the Escrow Agent of the funds described in Exhibit “D” attached hereto 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.

Section 8.08. Amendments. This Agreement shall not be amended except to cure any
ambiguity or formal defect or omission in this Agreement. No amendment shall be effective unless
the same shall be in writing and signed by the parties thereto. No such amendment shall adversely
affect the rights of the holders of the RefUnded  Obligations.

Section 8.09. Channes  in Agreement Generallv Prohibited. This Agreement is made for the
benefit of The Board of Regents of The University of Texas System, the Escrow Agent and the
holders or owners from time to time of the RefUnded  Obligations, and it shall not be repealed,
revoked, altered or amended without the written consent of all such holders or owners and the written
consent of the Escrow Agent; provided, however, that The Board of Regents of The University of
Texas System and the Escrow Agent may, without the consent of, or notice to, such holders or
owners and as shall not be inconsistent with the terms and provisions of this Agreement amend this
Agreement to cure any ambiguity or formal defect or omission in this Agreement; but provided
linther  that no amendment to~or alteration of this Agreement shall conflict with the requirements for
firm banking and financial arrangements in accordance with Article 717k,  Vernon’s Texas Civil

- 259  -



Statutes, as amended. The Escrow Agent shall provide Moody’s Investors Service with documents
relating to any proposed amendment to this Agreement prior to execution of any such amendment.
All notices to Moody’s shall be sent at the address set forth in Section 8.04 of this Agreement.

[The remainder of this page is intentionally left blank.]
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EXECUTED as of the date first written above

BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM

By:
Director of Finance

ATTEST:

Secretary

as Escrow Agent

By:
(Title)

ATTEST:

Trust Officer
(SEAL)



INDEX TO EXHIBITS

Exhibit “A”
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Exhibit “C”

Exhibit “D”

Addresses of the Issuer and the Escrow Agent

Description of the Refunded Obligations

Schedule of Debt Service on Refknded  Obligations

Description of Beginning Cash Deposit (if any) and
Escrowed  Securities

Exhibit “E” Escrow Fund Cash Flow
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EXHIBIT  “A”

ADDRESSES OF THE ISSUER AND
ESCROW AGENT

ISSUER

The University of Texas System
201 W. 7th Street
Austin, TX 78701

Attention: Pamela K. Clayton

ESCROW AGENT
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EXHIBIT “B”

DESCRIPTION OF THE
REFUNDED OBLIGATIONS
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EXHIBIT “C”

SCHEDULE OF DEBT SERVICE
ON REFUNDED OBLIGATIONS
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EXHIBIT  “D”

ESCROW DEPOSIT
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EXHIBIT “E”

ESCROW FUND CASH FLDW
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EXHIBIT  “F”

REINVESTMENTS  IN ZERO COUPON SLGS
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5. U. T. System:  Adoption of Resolution Amending the 
Amended and Restated First Supplemental Resolution to  
the Master Resolution Establishing the Revenue Financing 
System Commercial Paper Program; Approval to Amend the 
Guidelines Governing Administration of the Revenue  
Financing System; and Authorization for Officers and  
Employees of the Office of Business Affairs to Complete 
All Transactions.--The Business Affairs and Audit 
Committee recommended and the Board: 

 
a. Adopted a Resolution Amending the Amended 

and Restated First Supplemental Resolution 
to the Master Resolution Establishing the 
Revenue Financing System Commercial Paper 
Program substantially in the form set out 
on Pages 272 - 273 to increase the maximum 
amount of the interim financing program  
to $350,000,000  

 
b. Amended the Guidelines Governing Administration  

of the Revenue Financing System as follows: 
 

8. Provisions for Issuance of Unenhanced Variable 
Rate Notes  

 
With regard to procedures relating to Notes  
purchased by the Board in the case of a failed 
remarketing of Variable Rate Notes issued by 
the Revenue Financing System, the following 
policies shall apply: 
 
. . . 
 
b. A credit agreement, as described in the 

Amended and Restated First Supplemental 
Resolution to the Master Resolution, shall 
be obtained should the net asset value of 
the Short/Intermediate Term Fund decline 
to an amount less than $1,225,000,000 and 
be expected to remain below that amount 
for a period of 30 days, the Revenue  
Financing System will obtain, within 
60 days of notification from The 
University of Texas Investment Management  
Company (UTIMCO), a substitute note 
purchase commitment from a third party for  
an amount that will limit the Short/ 
Intermediate Term Fund’s Purchase Com- 
mitment to $250,000,000.  In the event 
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that the net asset value of the Short/ 
Intermediate Term Fund declines 
subsequently to an amount less than 
$875,000,000 and be expected to remain  
below that amount for a period of 30 days, 
the Revenue Financing System agrees to  
obtain, within 60 days of notification 
from The University of Texas Investment 
Management Company (UTIMCO), a substitute 
note purchase commitment from a third 
party for an amount that will limit the 
Short/Intermediate Term Fund’s Purchase 
Commitment to $150,000,000. 
 

. . . . 
 

c. Authorized the officers and employees of the 
Office of Business Affairs to take any and 
all actions necessary to carry out the 
intentions of the U. T. Board of Regents to 
complete the transactions. 

 
An expansion of the commercial paper program from 
$250,000,000 to $350,000,000 is needed to fund the  
construction cost of projects reflected in the  
FY 1998-2003 Capital Improvement Program including the 
projects authorized to be funded with tuition revenue 
bonds.  The current $250,000,000 limit is expected to  
be met by January 1998. 

 
Liquidity for the commercial paper is provided by the 
Short/Intermediate Term Fund.  With the increase to 
$350,000,000 of commercial paper to be outstanding, the 
Fund has agreed to increase the liquidity commitment with 
the covenant that if the Fund’s net asset value should 
decline to an amount less than $1,225,000,000 and be  
expected to remain below that amount for a period of 
30 days, the Revenue Financing System will obtain, within 
60 days of notification from The University of Texas  
Investment Management Company (UTIMCO), a substitute note 
purchase commitment from a third party for the amount 
that will limit the Short/Intermediate Term Fund’s 
Purchase Commitment to $250,000,000.  In the event that 
the net asset value of the Short/Intermediate Term Fund 
shall decline subsequently to an amount less than 
$875,000,000 and be expected to remain below that amount 
for a period of 30 days, the Revenue Financing System  
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agrees to obtain, within 60 days of notification from The 
University of Texas Investment Management Company, a 
substitute note purchase commitment from a third party 
for an amount that will limit the Short/Intermediate Term 
Fund’s Purchase Commitment to $150,000,000. 
 
The Guidelines Governing Administration of the Revenue 
Financing System, as amended, are set forth in their  
entirety on Pages 274 - 279. 

 



RESOLUTION Ah4ENDING
THE AMENDED AND RESTATED FIRST SUPPLEMENTAL
RESOLUTION TO THE MASTER RESOLUTION
ESTABLISHING THE REVENUE FINANCING SYSTEM
COMMERCIAL PAPER PROGRAM

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

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

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

WHEREAS, the Amended and Restated First Supplemental Resolution to the Master
Resolution Establishing The University of Texas System Revenue Fiicing System was adopted by
the Board on February 9, 1995 (the “Fist Supplement”) to establish an interim tinancing  program
pursuant to which the Board has issued its Revenue Financing System Commercial Paper Notes,
Series A to provide interim fmancing  for capital improvements and to tinance  equipment purchases;
and

WHEREAS, the Board deems it necessary to amend the Fist Supplemental Resolution to
increase the aggregate principal amount of Notes which may be outstanding.

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

Section 1. In addition to the detinitions  set forth in the preamble of this Resolution, the terms
used in this Resolution and not othetwise  defined shag have the meanings given in the Master
Resolution or in Exhibit “A” to the First Supplement.

Section 2. Sections 2.01 and 4.01 of the Fii Supplement are hereby amended by substituting
the amount “$35O,OGO,COO” in place of “250,000,000”  each time that $250,000,000  currently appears
in such sections.

1
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Section 3. The Chairman of the Board, the Vice Chairman of the Board, the Executive
Secretary to the Board, the U.T. System Representatives, and the other officers, employees, and
agents of the Board are hereby authorized and directed, jointly and severally, to do any and all things
and to execute and deliver any and all documents which they may deem necessary or advisable in
order to effectuate the purposes of this Resolution. In addition, the Chairman of the Board, the Vice
Chairman of the Board, the Chancellor, the Executive Vice Chancellor for Business AlTairs,  and the
Assistant Vice Chancellor for Finance, and Bond Counsel are hereby authorized to approve,
subsequent to the date of the adoption of this Resolution, any technical amendments to this
Resolution as may be required by Fitch Investors Service, L.P., Moody’s Investors Service, Inc., or
Standard  & Poor’s Ratings Group, a Division of McGraw-Hill, Inc. as a condition to the granting or
maintenance of a rating on the Commercial Paper Notes acceptable to a U.T. System Representative,
or as may be required by the Attorney General’s office in connection with the approval of this
Resolution.

Section 4. The amendment to the Fist Supplement shalI  take effect immediately pursuant to
Section 501(a)(v)  ofthe  First Supplement since it increases the amount of Commercial Paper Notes
which may be Outstanding pursuant to Section 4.01 of the Fist Supplement.

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

Section 6. It is hereby found and determined that each of the officers and members of the
Board was duly and sutliciently  notified officially and personally, in advance, of the time, place, and
purpose of the Meeting at which this Resolution was adopted, and that this Resolution would be
introduced and considered for adoption at said meeting, that said meeting was open to the public, and
public notice of the time, place, and purpose of said meeting was given, all as required by
Chapter 55 1, Texas Government Code.

PASSED AND ADOPTED, this

ATTEST:

Executive Secretary Chairman

2
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 Guidelines Governing Administration of the 
 Revenue Financing System 
 
 
The purpose of the Revenue Financing System is to provide a 
Systemwide financing program with which to finance capital  
improvement projects using debt secured by resources other 
than the Permanent University Fund.  The guiding principle  
underlying administration of the Revenue Financing System is 
that allocations of debt proceeds shall be contingent upon a 
Board determination that a component institution can prudently 
meet its proportionate share of debt service with its own  
financial resources.  All decisions including Board actions 
shall be premised upon the observation of this principle. 
 
Administration of the Revenue Financing System shall be the 
shared responsibility of the Office of Business Affairs and 
individual component institutions. 
 
Component institutions are not automatically admitted as  
members of the Revenue Financing System.  Admittance shall  
require approval of the Board.  All component institu-
tions constituting The University of Texas System as of 
April 12, 1990, shall be members of the Revenue Financing  
System. 
 
1. Approval of Revenue Financing System Indebtedness for 

CIP Projects 
 
 All capital improvement projects to be funded in 

part or in whole with Revenue Financing System bond 
proceeds must receive a recommendation for alloca-
tion of debt proceeds from the Office of Business 
Affairs prior to being approved by the Board for  
inclusion in the capital budget.  Each request for 
formal approval from the Board of Regents for the 
expenditure of funds for architectural or construc-
tion expenses shall be accompanied by a recommenda-
tion from the Office of Business Affairs concerning 
the use of Revenue Financing System bond proceeds.  
Recommendations of allocations of proceeds shall be 
given by the Office of Business Affairs upon the 
completion of a financing evaluation concluding 
that the individual component institution proposing 
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the project may prudently service its proportionate 
share of debt with its own financial resources. 
The financing evaluation shall include: 

 
  a. Three levels of debt capacity & 

repayment analysis: 
   - project level 
   - component level 
   - System level; with emphasis on main- 
     taining or improving the current debt 
     rating 
 
  b. Financial Statement analysis: 
   5-year history 
   - trend analysis 
   - evaluation of basis for projections 
 
   5-year projections 
   - verification of assumptions 
   - risk adjustment of revenues 
 
  c. Sensitivity analysis: 
   - worst, probable and best cases 
 
  d. Application of tests: 
   - debt service coverage 
   - leverage 
 
 The Board shall determine the sequence of funding 

and the terms of Revenue Financing System debt  
issues. 

 
2. Issuance of Revenue Financing System Debt 
 
 Revenue Financing System debt shall be issued pursu-

ant to a resolution and supplements specifying the 
terms of each issue. 

 
 Subject to outstanding debt with overlapping reve-

nue pledges, Revenue Financing System debt shall be 
secured by a first lien on member institution reve-
nues and fund balances lawfully available to the 
Board for payments of debt service except revenues 
and fund balances comprising:  (a) the Available 
University Fund, (b) Higher Education Assistance 
Funds, (c) State of Texas general revenue fund  
appropriations unless specifically appropriated for 
debt service, and (d) M.S.R.D.P. income; unless and 
to the extent specifically pledged with the consent 
of a member institution. 
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 After the establishment of the Revenue Financing  
System, no additional debt may be issued at parity  
with any outstanding debt secured in whole or in  
part with the pledged revenues. 

 
3. Allocation of Debt Proceeds to Members 
 
 Revenue Financing System debt proceeds shall be  

advanced to a member institution and repaid to the 
Board in accordance with a financing agreement. 

 
 Advances shall be made at the time that the Board 

issues Revenue Financing System debt to fund a mem-
ber institution's project.  Proceeds shall be held 
and invested at the direction of the Office of  
Business Affairs by The University of Texas Invest-
ment Management Company (UTIMCO) until disbursed to 
a member institution in reimbursement of project 
costs or directly to vendors to pay financing costs.  
Advances pursuant to each supplement shall be evi-
denced by a single promissory note payable to the 
order of the Board in a principal amount equal to 
the aggregate unpaid principal amount of the  
advances.  Each advance shall bear interest at a 
rate equal to that rate paid by the Board on the 
Revenue Financing System debt issued to fund the  
advances. 

 
4. Anticipated Payment Deficit by a Member 
 
 It is the intent of the Board that all debt service 

payments be made on a timely basis.  In any circum-
stance where the Board determines that a member  
institution will be unable to satisfy its propor-
tionate share of debt service, the Board may take 
any and all actions, including raising the general 
fee without limit at said institution or any other 
member institution. 

 
5. Member Institution Duties 
 
 a. Each member shall furnish the Office of 

Business Affairs five-year projections of 
its balance sheet, statement of changes 
in funds balances, and statement of cur-
rent revenues and expenditures. 
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 b. Each member in establishing its annual  
budget shall provide for the payment of 
its proportionate share of Revenue  
Financing System debt service. 

 
 c. Each member shall establish and use its 

reasonable efforts to collect fees and 
other charges for goods and services in 
order to generate revenue sufficient to 
meet all of its financial obligations. 

 
 d. Each member shall make available its  

proportionate share of Revenue Financing 
System debt service at such time and 
places as directed by the Office of Busi-
ness Affairs in order to enable the Board 
to pay Revenue Financing System debt ser-
vice. 

 
 e. Each member shall not incur additional 

debt (including leases) except as per-
mitted by the Board. 

 
 f. Each member shall inform the Office of 

Business Affairs of any material change 
in its financial condition which would 
have a negative impact on its five-year 
projection. 

 
 g. Each member shall annually file a report 

with the Office of Business Affairs on any 
project financed with Revenue Financing 
System Debt which shall have materially 
failed to meet its original projections 
and, during the previous fiscal year, did 
not produce sufficient revenues, along 
with dedicated supplemental revenues,  
after all expenditures, based on the orig-
inally proposed method of finance, to at 
least meet its required allocation of 
Revenue Financing System debt service. 

 
 h. In forecasting revenues and expenditures 

in support of an application for the use 
of Revenue Financing System proceeds, a 
component shall be guided by historical 
facts and trends.  An allocation for  
expected future repairs and maintenance 
shall be included and inflation should 
be considered where relevant. 
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 i. Whenever possible, a good faith effort 
should be made to obtain a portion of 
the total capital cost from private  
contributions. 

 
6. Annual Report of Nonperforming Projects 
 
 The Office of Business Affairs shall annually submit 

to the Board a report of all projects which have 
failed to perform financially as originally approved 
by the Board. 

 
7. Tuition Supported Projects 
 
 Projects authorized by the U. T. Board of Regents to 

be funded as provided in Section 55.172 of the Texas 
Education Code and Chapter 803, Seventy-Third Legis-
lature, Regular Session, 1993, shall be funded under 
these Guidelines except for the provisions of Sec-
tion 1 related to project and Member capacity.  The 
General Tuition of each institution shall be allo-
cated to debt service on these projects on a basis 
consistent with that institution's relative share 
of total U. T. System tuition, the amount of General 
Revenue appropriated to that institution in reim-
bursement thereof, and the provisions of the Texas 
Education Code. 

 
8. Provisions for Issuance of Unenhanced Variable Rate 
 Notes 
 
 With regard to procedures relating to Notes pur-

chased by the Board in the case of a failed  
remarketing of Variable Rate Notes issued by the 
Revenue Financing System, the following policies 
shall apply: 

 
 a. The maximum amount of Notes maturing on 

any one business day shall not exceed 
$25,000,000 unless such date shall be 
the closing date of a Note refunding 
funded with proceeds from a Revenue  
Financing System bond issue covered by 
a bond purchase contract. 

 
 b. A credit agreement, as described in the 

Amended and Restated First Supplemental 
Resolution to the Master Resolution, shall 
be obtained should the net asset value of 
the Short/Intermediate Term Fund decline 
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to an amount less than $1,225,000,000 and 
be expected to remain below that amount 
for a period of 30 days, the Revenue  
Financing System will obtain, within 
60 days of notification from The 
University of Texas Investment Management 
Company (UTIMCO), a substitute note 
purchase commitment from a third party for 
an amount that will limit the Short/ 
Intermediate Term Fund’s Purchase Com- 
mitment to $250,000,000.  In the event 
that the net asset value of the Short/ 
Intermediate Term Fund declines 
subsequently to an amount less than 
$875,000,000 and be expected to remain  
below that amount for a period of 30 days, 
the Revenue Financing System agrees to  
obtain, within 60 days of notification 
from The University of Texas Investment 
Management Company (UTIMCO), a substitute 
note purchase commitment from a third 
party for an amount that will limit the 
Short/Intermediate Term Fund’s Purchase 
Commitment to $150,000,000. 

 
 c. Fees and charges associated with the use 

of a credit agreement or note purchase 
agreement shall be allocated to Members 
accessing the use of Variable Rate Notes 
and expended for both internal and exter-
nal liquidity support as provided in writ-
ten agreements. 

 
9. Equipment Purchases Funded Through the Revenue 
 Financing System 
  
 Equipment purchases authorized by the U. T. Board of  

Regents to be funded through the Revenue Financing System 
will be approved in aggregate amount by component insti-
tution at the beginning of each fiscal year.  The minimum 
aggregate amount is $100,000 per component institution 
and allows for several smaller equipment purchases to be 
commingled to achieve the minimum amount.  Each piece of 
equipment must have a useful life of not less than three 
years.  The equipment will be purchased from the vendor 
by the component institution and Revenue Financing System 
debt will be issued on the first business day of each  
November, February, May, and August to reimburse the  
component institution for the equipment purchases.  The  
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debt will be amortized each February 15 and August 15 
with full amortization not to exceed ten years. 

 
6. U. T. System:  Approval of the System-wide Internal Audit 

Plan for Fiscal Year 1997-98.--Upon recommendation of the 
Business Affairs and Audit Committee, the Board approved 
The University of Texas System-wide Internal Audit Plan 
for Fiscal Year 1997-98.  Development of the Internal 
Audit Plan is based on a System-wide risk assessment and 
implementation of the Plan will be coordinated with the 
institutional auditors.  

 
A copy of the U. T. System Administration and component 
institution Audit Plans and the Summarized Audit Plans 
are on file in the Office of the Board of Regents. 

 
7. U. T. Health Science Center - San Antonio:  Approval to 

Sell Approximately 1,377.65 Acres of Land in Palo Pinto 
County, Texas, Received from Mr. Harvey Frost Bowman and 
the Estate of Barbara Hyde Bowman to Fund the Bowman-
Frost Endowment for Oncology Research and Authorization 
for the Executive Vice Chancellor for Business Affairs  
or the Executive Director of Real Estate to Execute All 
Documents Related Thereto.--The Board, upon 
recommendation of the Business Affairs and Audit 
Committee, authorized The University of Texas System Real 
Estate Office, on behalf of The University of Texas 
Health Science Center at San Antonio, to sell 
approximately 1,377.65 acres of land in Palo Pinto 
County, Texas, received from Mr. Harvey Frost Bowman and 
the Estate of Barbara Hyde Bowman with the net proceeds 
from the sale used to fund the Bowman-Frost Endowment for 
Oncology Research.  The property will be marketed through 
a competitive offer process and sold for the best offer 
at or above the appraised value of $1,515,000.  All the 
oil, gas, and mineral interests will be retained by the 
University. 

 
Further, the Executive Vice Chancellor for Business  
Affairs or the Executive Director of Real Estate was 
authorized to execute all documents, instruments, and 
other agreements and take all such further actions deemed 
necessary, advisable, or proper to carry out the purpose 
and intent of the foregoing transaction. 
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INFORMATIONAL REPORTS 
 
 
1. U. T. System:  Presentation of the September 1997 Monthly 

Financial Report.--Mr. R. D. Burck, Executive Vice 
Chancellor for Business Affairs, reviewed the 
September 1997 Monthly Financial Report for The 
University of Texas System and emphasized that in this 
one-month period there were no variances from budget 
which did not have reasonable explanations. 

 
 A copy of The University of Texas System Monthly 

Financial Report as of September 1997 is on file in the 
Office of the Board of Regents. 

 
 
2. U. T. System:  Annual Report on the Historically Under- 

utilized Business (HUB) Program for Fiscal Year 1997.--
Committee Chairman Riter called on Mr. Lewis Wright,  
Associate Vice Chancellor for Business Affairs, to pre-
sent the annual report on The University of Texas System 
Historically Underutilized Business (HUB) Program for 
Fiscal Year 1997. 

 
Mr. Wright distributed to the members of the Board a  
report entitled “The University of Texas System 
Historically Underutilized Business (HUB) Program Review” 
dated November 13, 1997, a copy of which is on file in 
the Office of the Board of Regents.  With the aid of 
slides, Mr. Wright presented the following report on the 
U. T. System Historically Underutilized Business Program 
highlighting the experience in Fiscal Year 1997: 
 
 

  Report on The University of Texas System 
Historically Underutilized Business Program 
 
 
Mr. Chairman, members of the Board -- This 
seventh annual briefing reports the status of 
the Historically Underutilized Business (HUB) 
Program in U. T. System for FY 1997.   
 
Although changes to the program were proposed 
during the 75th legislative session, i.e., that 
it be changed to a “small business 
participation” program (S.B. 31), the HUB 
program continues not significantly changed 
from the prior biennium (Attachment 1).  The  
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amended Regents’ Policy Statement of November  
9, 1995 (Attachment 2) and the Chancellor’s 
letter of November 4, 1997 (Attachment 3) 
implement the program within U. T. System. 

 
Attachment 4 is a summary of statewide program 
outcomes for FY 1996 and FY 1997.  While total 
expenditures on reportable goods and services 
increased $279.1 million from $5.80 billion  
in FY 1996 to $6.108 billion in FY 1997, total  
expenditures with HUB firms declined 
$151.4 million from $935.8 million in FY 1996, 
representing awards to 6,311 HUB firms, to 
$784.4 million in FY 1997 representing awards 
to 4,474 HUB firms.  The goal for underutilized 
HUB participation was met or exceeded in one  
of the six procurement categories for FY 1997 
(Heavy Construction).  The consolidated under-
utilized HUB participation rate of 11.0 percent 
in FY 1996 declined to 8.8 percent in FY 1997.  
The consolidated HUB participation rate of 
16.1 percent in FY 1996 declined to 12.9 
percent in FY 1997.  U. T. System 
Administration and three System components (The 
University of Texas M.D. Anderson Cancer 
Center, The University of Texas Medical Branch 
at Galveston, and The University of Texas at 
Austin) are cited among the ten largest 
spending agencies of the state (Attachment 5). 

 
Attachment 6 is a summary of U. T. System- 
wide program results for FY 1996 and FY 1997.  
While total expenditures on reportable goods 
and services increased $27.3 million from 
$1.055 billion in FY 1996 to $1.082 billion  
in FY 1997, total expenditures with HUB firms 
declined $27.0 million from $142.5 million in 
FY 1996 to $115.5 million in FY 1997.  Under-
utilized HUB participation goals were not met 
for any of the six procurement categories in 
FY 1997, however, U. T. System averages  
exceeded state averages in three of the six 
procurement categories (commodities, 
professional services, and building 
construction).  Additionally, three System 
components (The University of Texas - Pan 
American, The University of Texas at San 
Antonio, and The University of Texas at Dallas) 
are cited among the ten state agencies spending 
more than $5 million with the largest 
percentage spent with underutilized HUB firms  



 
 - 283 - 

(See Attachments 15, 17, and 19).  The 
consolidated underutilized HUB participation 
rate of 11.5 percent in FY 1996 declined to 
8.8 percent in FY 1997.  The consolidated HUB 
participation rate of 13.5 percent in FY 1996 
declined to 10.7 percent in FY 1997.  
(Component analyses and supplementary letters 
are included as Attachments 11 through 26.)  

 
Attachment 7 shows the consistently increasing 
trend of purchases from HUB firms for the  
period FY 1992 to FY 1996, and reversal of  
that trend in FY 1997 as previously discussed. 

 
Attachment 8 shows the distribution by amount 
and percentage of total statewide expenditures 
($6.08 billion) across ethnic/gender groups.  
Participation rate changes FY 1996 to FY 1997 
are shown in the table below: 
 

 White 
Men 

Black Asian-
Pacific 

Hispanic Native-
American 

White  
Women 

  +8.8  -6.7  -1.3  -18.1  -31.9  -19.0 
   +$430.0M -$4.5M -$1.3M -$51.3M  -$4.4M -$89.9M 

 
 

Attachment 9 shows the distribution by amount 
and percentage of total System expenditures 
($1.08 billion) across ethnic/gender groups.  
Participation rate changes FY 1996 to FY 1997 
are shown in the table below: 
 

 White 
Men 

Black Asian-
Pacific 

Hispanic Native-
American 

White 
Women 

   +6.2 +59.1   -27.5  -20.1  -72.4  -25.8 
    +$56.5M +$5.5M  -$6.2M -$6.2M -$2.2M -$20.3M 

 
 

The report required of the Board of Regents  
by Section 55.03 of the Texas Education Code 
pertaining to the revenue financing program  
is included as Attachment 10.  U. T. System 
FY 1997 performance against the specified 
25 percent HUB participation goal is 9.6 
percent with respect to contracts related to  
items to be financed by revenue bond proceeds. 
No long-term debt was issued during Fiscal  
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Year 1997, therefore, no performance measure 
pertaining to items related to the issuance  
of bonds is reported.   

 
The challenge to administration of this program 
now is threefold.  First, the uncertain policy 
environment created by the national debate on 
affirmative action, including the California 
Civil Rights Initiative (Proposition 209),  
Hopwood, Piscataway, N.J. Board of Education v. 
Taxman, Houston Civil Rights Initiative, and 
similar developments, may call for 
reaffirmation of HUB program policies.  Second, 
every effort should be made to regain the 
momentum of 1992-1996.  Third, management 
should ensure that good faith effort 
procurement procedures, in particular, 
compliance with Texas Administrative Code 
provisions 111.13(c) and (d) and 111.14 are 
followed; not only in the central purchasing 
office, but by every official exercising 
authority to approve contracts for procurement 
of affected goods and services.  Audits of HUB 
programs by the State Auditor are in process 
and such audits will continue in FY 1998. 
 

Recognizing that the U. T. System had great momentum in 
this program between 1992-1996, Regent Smiley expressed 
concern about the decline of some $27 million in total 
expenditures with HUB firms between 1996 and 1997.  In 
response to her inquiry as to whether that decline is  
related to the uncertainty of the policy environment  
created by the national debate on the Hopwood decision, 
Mr. Wright responded that there is some confusion with 
respect to the recent affirmative action debate and  
other developments and there may be a need to reaffirm 
the HUB program policies.  He further noted that vendors 
for the HUB program must provide documented evidence of 
their ethnic background and many vendors have chosen not 
to be certified for the program. 
 
Regent Smiley commented that if one of the contributing 
factors is lack of clarity about the procedures then the 
U. T. System should address that and recommit resources 
to regain the momentum of 1992-1996. 
 
In response to Ms. Smiley’s comment, Chancellor  
Cunningham noted that the U. T. System would recommit  
resources to ensure that good faith procurement 
procedures are followed.  He advised the Board that a 
memorandum had recently been sent to the chief business  
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officers of the component institutions advising them of 
the net decline in purchases from HUB firms and 
requesting that the institutions analyze their HUB 
program results and provide information explaining the 
reasons for variations in purchases from HUB firms during 
Fiscal Year 1997. 
 
Regent Sanchez remarked that the numbers cited in 
Mr. Wright’s report indicate that the U. T. System is  
not achieving the spirit of the law that set up this  
program. 
 
Chancellor Cunningham responded that one of the problems 
is that the goals set by the state are unrealistic and 
have never been achieved by the state.  There simply  
are not enough people willing to be certified as HUB  
vendors to achieve the goals that the state has set out.  
Dr. Cunningham noted that, as soon as the component chief 
business officers respond to the request that they 
reanalyze their HUB program results, he will report those 
findings at a future meeting of the Board. 
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REPORT AND RECOMMENDATIONS OF THE ACADEMIC AFFAIRS COMMITTEE 
(Pages 286 - 292).--Committee Chairman Lebermann reported that 
the Academic Affairs Committee had met in open session to  
consider those matters on its agenda and to formulate 
recommendations for the U. T. Board of Regents.  Unless 
otherwise indicated, the actions set forth in the Minute 
Orders which follow were recommended by the Academic Affairs 
Committee and approved in open session and without objection 
by the U. T. Board of Regents: 
 
 
1. U. T. Board of Regents - Regents’ Rules and Regulations, 

Part One:  Amendments to Chapter VIII, Section 3 (Medical 
and Hospital Services).--Upon recommendation of the 
Academic Affairs and Health Affairs Committees, the Board 
amended the Regents’ Rules and Regulations, Part One, 
Chapter VIII, Section 3, regarding medical and hospital 
services, to read as set forth below: 

 
Sec. 3. Medical and Hospital Services.--With exceptions 

as outlined below, no health care services 
shall be provided by any component institution 
of the System to any person without compensa-
tion or reimbursement to the System.  In the 
case of health care facilities operated by the 
System, which under the law are open to the 
general public, free or partly free health care 
services may be rendered to persons who are 
indigent and who are able to offer proof that 
they are not financially able to pay either all 
or any part of their health care expenses.  In 
the case of health care services provided by 
faculty of a general academic component in the 
conduct of an educational program, persons 
receiving such services need not be charged for 
such services. 

 
Health components may accept patients for acute 
or continuing, or both, care without referral 
by another physician or agency.  The patients 
are accepted for total and continuing care 
including the obligation to obtain the services 
of other physicians when indicated.  

 
These amendments clarify that no charge need be made for 
health care services rendered by faculty in a clinical 
setting at a general academic institution.   
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2. U. T. Arlington:  Authorization to Convert the Three 
Tracks of the Doctor of Philosophy (Ph.D.) Degree Pro-
gram in Humanities to Separate Doctor of Philosophy  
Degree Programs in English, History, and Linguistics  
and to Submit the New Programs to the Coordinating Board 
for Approval (Catalog Change).--The Board, upon 
recommendation of the Academic Affairs Committee, 
authorized The University of Texas at Arlington to 
convert the three tracks of the Doctor of Philosophy 
(Ph.D.) degree pro-gram in Humanities into separate 
Doctor of Philosophy degrees in English, History, and 
Linguistics and to submit the proposal to the Texas 
Higher Education Coordinating Board for review and 
appropriate action.  These replacement degree programs 
will require a minor modification to U. T. Arlington’s 
approved Table of Programs but are consistent with the 
institution’s plans for offering high quality degree 
programs to meet student needs.  

 
At the regular meeting of the Coordinating Board in 
July 1997, U. T. Arlington was directed to close its 
Ph.D. in Humanities program immediately and was autho-
rized to replace the three tracks in Language, 
Literature, and Cultural Foundations with Ph.D. programs 
in Linguistics, English, and History.  While U. T. 
Arlington has authority to operate the programs in the 
interim as replacements for the Humanities program, 
approval by the U. T. Board of Regents as part of a 
normal review and approval process for new degree 
programs is required for continued operation.  The 
Coordinating Board also directed its staff to carry out a 
complete review of the three new programs using the same 
criteria and standards as for new program proposals.  
Thus, these three proposals are presented together and 
with the same background as if they were entirely new 
programs.  However, the programs are currently in 
operation.   
 
A majority of the 144 students enrolled in the Ph.D. in 
Humanities program will be “grandfathered” and allowed  
to graduate with a Ph.D. in Humanities.  

 
The replacement programs are traditional Ph.D. programs 
in established disciplines.  The revised curricula will 
utilize many existing courses and will reorganize the 
content from other courses to meet more efficiently the 
objectives of the new programs.  U. T. Arlington has a 
strong faculty in each of the disciplines.   
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The Doctoral Program in Linguistics will prepare 
professional linguists for employment in academia, field 
work, field program administration, literacy 
consultation, language planning and similar forms of 
employment.   

 
The Doctoral Program in English will have tracks in both 
literature and rhetoric/composition and these tracks will 
prepare students for academic positions in teaching 
composition and literature.   

 
The Doctoral Program in History will focus on the history 
of the civilizations on either side of the Atlantic  
after 1492.  The program will emphasize how the history 
of these civilizations have intertwined as migrations 
have occurred, cultures have mixed, economies have grown, 
and communication has increased.  Most of the graduates 
of the program are expected to teach history in colleges 
and universities.  A few may be employed in public 
history positions.  
 
Little, if any, change in cost is expected to result  
from the shift from a Humanities Ph.D. with three tracks 
to three separate degree programs.  No additional 
laboratories, special library collections, or other 
similar resources will be required. 

 
Upon approval by the Coordinating Board, the next 
appropriate catalog published at U. T. Arlington will be 
amended to reflect this action.   

 
 
3. U. T. Austin:  Selection of Artist and Award of Contract 

to Jeffrey Hanson Varilla and Anna Koh-Varilla, Chicago, 
Illinois, for Commissioning of a Commemorative Statue  
of Dr. Martin Luther King, Jr.--Committee Chairman  
Lebermann called on President ad interim Flawn to make a 
short presentation related to the proposed commemorative 
statue of Dr. Martin Luther King, Jr., to be erected on 
The University of Texas at Austin campus. 

 
 Dr. Flawn introduced Mr. Terry Wilson, Associate Director 

of the Office of Public Affairs and Chair of the Martin 
Luther King, Jr., Sculpture Committee, to make a brief 
presentation. 

 



 
 - 289 - 

Mr. Wilson reported that at the December 1990 meeting, 
the U. T. Board of Regents approved in concept the design 
and, subject to the raising of funds, a commemorative 
statue of Dr. Martin Luther King, Jr., to be erected on 
the East Mall of the U. T. Austin campus.  A voluntary 
student fee of $1.00 has since been approved to cover the 
estimated cost of $400,000 for the statue. 

 
With regard to the development of plans for the statue, 
Mr. Wilson noted that in October 1996, U. T. Austin  
issued a national call for artists to compete for the  
development of the statue.  Five finalists were 
recommended and each artist presented a model of the 
proposed statue.  The Martin Luther King, Jr., Sculpture 
Committee recommended that the contract for commissioning 
of the statue be awarded to artists Jeffrey Hanson 
Varilla and Anna Koh-Varilla.  An earlier, informal poll 
of U. T. Austin students, faculty, and staff also showed 
the Varilla proposal as the preferred choice over the 
other four proposals. 
 
The Academic Affairs Committee recommended and the Board 
approved the artist selection and award of a contract  
to Jeffrey Hanson Varilla and Anna Koh-Varilla, Chicago, 
Illinois, for commissioning a commemorative statue of 
Dr. Martin Luther King, Jr., to be erected on the East 
Mall of the U. T. Austin campus. 

 
The bronze sculpture submitted by the Varillas will 
feature Dr. King in academic regalia standing on a 
pedestal which is composed of four bas-relief panels.  
The panels include scenes showing the Lincoln Memorial 
where Dr. King made his famous "I Have a Dream" speech, a 
portrait of supporters, Dr. King in the Birmingham jail, 
and a grieving Mrs. King and one of their children.  The 
completed sculpture will be 12 feet high and will take 
about 18 months to complete. 
 
Photographs of the Varilla statue are on file in the  
Office of the Board of Regents. 
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INFORMATIONAL REPORT 
 
 
U. T. Board of Regents:  Report by Regents Lebermann and 
Smiley on the Meeting with U. T. Austin Students on 
October 31, 1997, Regarding Diversity on Campus.--Committee 
Chairman Lebermann reported that members of the Academic 
Affairs Committee and the Special Committee on 
Telecommunications and Minorities and Women had met with a 
group of students at The University of Texas at Austin on 
October 31, 1997, to discuss diversity on that campus as well 
as a list of “demands” which had been submitted by the 
Students for Access and Opportunity (SAO) at U. T. Austin.  A 
copy of the SAO “demands” is set forth on Page 292. 
 
Regent Lebermann noted that the meeting was the result of a 
protest/sit-in at the U. T. Austin School of Law in 
September 1997 resulting from the comments of law professor 
Lino Graglia who said blacks and Mexican-Americans are not 
academically competitive with whites and come from cultures  
that do not regard failure with disgrace.  To end the protest/ 
sit-in, Regent Lebermann had agreed to arrange a meeting with 
the appropriate Regental committees so students could air 
their grievances. 
 
Mr. Lebermann stated that he had asked Regent Smiley, who is 
Chairman of the Special Committee on Telecommunications and 
Minorities and Women, to chair the meeting on October 31 and 
called on her to comment on this meeting which attracted some 
150 students, faculty, and administrators. 
 
Regent Smiley reported that the meeting was very constructive 
and included five members of the Board (Regents Lebermann, 
Smiley, Oxford, Riter, and Sanchez) and representatives of the 
SAO who had nine points (demands) to present.  The members of 
the two Regental committees listened to the SAO concerns and 
invited questions and comments from the audience.  Regent 
Smiley noted that she was personally encouraged that many of 
the students’ concerns were already on the agenda for the 
Special Committee on Telecommunications and Minorities and 
Women. 
 
Ms. Smiley reported that the students had been assured that  
a transcript of the meeting would be presented to the full 
Board, and she called on Executive Secretary to the Board 
Dilly to distribute copies of the transcript to the members  
of the Board as well as to the representatives of the SAO.   
A copy of the transcript of the meeting on October 31, 1997, 
is on file in the Office of the Board of Regents. 
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Committee Chairman Lebermann directed that the transcript of 
the meeting also be made available to Drs. Cunningham and 
Flawn for their review and preparation of a response to the 
students. 
 
Chairman Evans expressed appreciation to Regents Lebermann and 
Smiley for their dedication to the critical issue of 
diversity.  He noted that each member of the Board had 
received a copy of the transcript and instructed Chancellor 
Cunningham to prepare a detailed response to each “demand” and 
present that response to the Board by December 20, 1997. 
 
Chairman Evans then introduced Mr. Miguel A. Gomez, a 
representative of the SAO, who briefly reviewed the “demands" 
of the SAO as discussed at the meeting on October 31. 
 
Following Mr. Gomez’ presentation, a detailed discussion  
ensued regarding the “demand” that the U. T. System challenge 
Attorney General Dan Morales’ interpretation of the Hopwood 
decision and the reinstatement of the policies and programs 
that recruit and retain qualified students from historically 
marginalized groups. 
 
In response to the critical issue of affirmative action, 
Chairman Evans reported that the Board had an unprecedented 
four day retreat in September and the central focus was  
affordability and accessibility of higher education for all 
Texans.  Mr. Evans noted that when he thinks about 
accessibility he thinks about more than just “Is the door 
open?”  He thinks about children’s dreams and ambitions and 
trying to match those dreams and ambitions with the schools 
they select.  Chairman Evans pointed out that the University 
should put more energy in recruiting students and letting all 
Texans know the U. T. System is a desirable place to pursue 
higher education.  He stressed the need for campus diversity 
of people and ideas. 
 
In closing, Chairman Evans thanked Mr. Gomez for his comments 
and reported that the Board will respond in writing to the 
“demands” from the SAO. 
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REPORT AND RECOMMENDATIONS OF THE HEALTH AFFAIRS COMMITTEE  
(Pages 293 - 295).--Committee Chairman Loeffler reported that, 
while there were no action items before the Health Affairs 
Committee, a presentation on behalf of the Board was appro-
priate: 
 
 
U. T. Board of Regents:  Presentation of Certificate of Appre-
ciation to George A. Hurst, M.D., Director of The University 
of Texas Health Center at Tyler.--Committee Chairman Loeffler 
reported that the Board would like to present a Certificate  
of Appreciation to George A. Hurst, M.D., Director of The 
University of Texas Health Center at Tyler, for whom this  
will be his last official Board meeting in that capacity. 
 
 

Comments by Regent Loeffler 
Regarding Director George A. Hurst, M.D. 

 
 

For more than three decades, George A. Hurst, M.D., has 
dedicated his considerable medical, administrative, and 
public service talents to the growth and development of 
the East Texas Chest Hospital which in 1977 joined The 
University of Texas System as The University of Texas 
Health Center at Tyler.  George’s leadership of that 
institution dates from 1970, seven years prior to its  
U. T. affiliation. 

 
When Dr. Hurst first arrived at the pulmonary hospital, 
the institution consisted of 300 employees, a 10 million 
dollar budget, a facility comprised of army barracks and 
hospital ward buildings, and just a handful of 
physicians. 

 
Today, The University of Texas Health Center at  
Tyler is the largest state employer in East Texas  
with more than 1,300 employees, a 74 million dollar 
budget that includes only 24 million in state tax 
dollars, a facility valued at more than 100 million 
dollars, and over 100 highly-qualified physicians and 
scientists. 

 
The recently expanded Ambulatory Care Center will  
enable the Health Center to meet the needs of its  
ever-growing patient population.  Ten thousand out-
patient visits were recorded in 1971.  Today, drawing 
patients from 132 of the state’s 254 counties  
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that number increased to over 108,000 patient visits in 
Fiscal Year 1997.  Last year alone, the Health Center 
provided more than 15 million dollars in indigent care. 

 
With leadership and determination, Dr. Hurst has  
led the way for a small chest hospital to become a 
facility nationally recognized for its medical care and 
research in cardiopulmonary medicine. 
 
In 1983, Dr. Hurst realized his vision for a world-class 
research facility in East Texas.  Today, a core group of 
principal scientists is investigating some of the 
nation’s most pressing health problems such as emphysema, 
asbestosis, lung scarring, cancer prevention, and the 
mapping of the human gene. 

 
Dr. Hurst’s commitment to medical education has led to 
the creation of two medical residency programs.  The 
Family Practice Residency, established in 1985, is a much 
sought-after program that works to place its graduates in 
areas of East Texas that have a shortage of physicians.  
The Occupational Medicine Residency Program is one of 
only two in the state. 

 
Through his unwavering commitment to excellence in 
medical research, patient care, and health education, Dr. 
Hurst has brought the Health Center to the forefront in 
many areas of academic medicine. 

 
On November 7, 1997, Dr. Hurst announced that he  
would resign from the directorship of the U. T.  
Health Center - Tyler effective January 5, 1998,  
and remain as a clinical faculty member. 

 
We are deeply grateful for the distinguished leadership 
that Dr. Hurst has provided to The University of Texas 
Health Center at Tyler and we look forward to his 
continued counsel, expertise, and guidance as a member of 
the faculty. 

 
Committee Chairman Loeffler then called on Chairman Evans and   
Regent Riter who presented the Certificate of Appreciation set 
out on Page 295 in recognition of Dr. Hurst’s exceptional 
service to the U. T. System.  Regent Riter also expressed the 
special appreciation of the Tyler community for Dr. Hurst’s 
leadership and dedication to many of the business, cultural, 
religious, and social welfare aspects of life in Tyler and the 
greater East Texas community. 
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CERTIFICATE OF APPRECIATION 
 
 

The Board of Regents 
 

Expresses to 
 

GEORGE A. HURST, M.D. 
 

Its Sincere Appreciation for His 
 

Distinguished Service  
 

to 
 

The University of Texas System 
 

as 
 

Clinical Director 
East Texas Chest Hospital 

1964 - 1970  
 

and  
 

Chief Administrative Officer and Director 
The University of Texas Health Center at Tyler 

1970 - 1998 
 

Adopted by unanimous vote this 13th day of November 1997 
 

(signed by all members of the Board) 
 
 

Following a standing ovation, Dr. Hurst graciously accepted 
this accolade and expressed his sincere appreciation to the 
Board for the opportunity to serve the U. T. System.  In  
addition, he acknowledged (1) the support and dedication  
of his wife, Judy, (2) the encouragement of Charles A. 
LeMaistre, M.D., former Executive Vice Chancellor for Health 
Affairs and Chancellor of The University of Texas System, to 
look at a job opportunity in East Texas some 34 years ago, 
(3) the initiation of the transfer of the East Texas Chest 
Hospital into the U. T. System by former Senator Peyton 
McKnight, (4) the long-time friendship and support of  
Charles B. Mullins, M.D., Executive Vice Chancellor for Health 
Affairs for the U. T. System, and (5) the guidance and dedi-
cation of Regent Riter in the growth of the institution. 
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REPORT AND RECOMMENDATIONS OF THE FACILITIES PLANNING AND 
CONSTRUCTION COMMITTEE (Pages 296 - 301).--Committee Chairman 
Clements reported that the Facilities Planning and 
Construction Committee had met in open session to consider 
those matters on its agenda and to formulate recommendations 
for the U. T. Board of Regents.  Unless otherwise indicated, 
the actions set forth in the Minute Orders which follow were  
recommended by the Facilities Planning and Construction 
Committee and approved in open session and without objection 
by the U. T. Board of Regents: 
 
 
1. U. T. Austin - McDonald Observatory Visitors’ Center 

(Project No. 102-921):  Approval of Design Development 
Plans; Approval of Total Project Cost; and Authorization 
of Expenditure of Funds.--Following a brief overview  
by President ad interim Flawn, the design development 
plans for the McDonald Observatory Visitors’ Center at 
The University of Texas at Austin were presented to  
the Facilities Planning and Construction Committee by  
Mr. Jim Rhotenberry, representing the Project Architect, 
Rhotenberry Wellen Architects, Midland, Texas. 

 
Based on this presentation, the Facilities Planning and 
Construction Committee recommended and the Board: 

 
a. Approved design development plans for the 

McDonald Observatory Visitors’ Center at  
U. T. Austin 

 
b. Approved an estimated total project cost  

of $4,275,000 
 

c. Authorized expenditure of $4,275,000 from 
Gifts and Grants.  

 
The University of Texas at Austin McDonald Observatory  
at Mount Locke has one of the strongest astronomy public 
outreach programs in the country.  The existing W. L. 
Moody, Jr. Visitor Information Center currently serves 
130,000 visitors per year and growth to 240,000 visitors 
per year by the Year 2000 is expected.  This expectation 
is based on past trends and the opening of The William P. 
Hobby - Robert E. Eberly (Spectroscopic Survey) Telescope 
in 1997.  The intent of the McDonald Observatory 
Visitors’ Center expansion is to welcome visitors and 
provide a place and an atmosphere that encourages 
learning about astronomy while protecting the McDonald 
Observatory research environment.  The existing facility 
is undersized for the present volume of visitors and for 
the anticipated growth. 
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This project consists of renovation of 2,150 gross square 
feet in the existing Visitor Center for staff offices, a 
new building of approximately 11,050 gross square feet to 
house an auditorium, classroom, exhibit space, additional 
public rest rooms, office space, and increased storage, 
and an outdoor Astronomy Park for amateur astronomy, 
public education, and donor recognition. 
 
This project is included in the FY 1998-2003 Capital  
Improvement Program and the FY 1998-1999 Capital Budget 
at a preliminary project cost of $4,275,000 from Gifts 
and Grants. 

 
 
2. U. T. Austin:  Authorization to Complete Negotiations  

for a Ground Lease and Other Related Agreements with the 
O’Donnell Foundation, Dallas, Texas, for Construction  
of an Expanded Taylor Hall Annex and Donation of Those 
Improvements to the U. T. Board of Regents for the 
Benefit of U. T. Austin and Approval for the Executive 
Vice Chancellor for Business Affairs to Execute Documents  
Related Thereto.--Committee Chairman Clements, noting 
that she was a member of the Board of Directors of the 
O’Donnell Foundation, recused herself from any presen- 
tation or vote on this item and asked Regent Oxford to  
present this item on behalf of the Committee.   

 
 Mr. Oxford indicated that following further discussion 

among representatives of the O’Donnell Foundation, The 
University of Texas System, and The University of Texas 
at Austin, the action recommended in paragraph “a.” of 
the Material Supporting the Agenda should be amended to 
indicate that the plans and specifications for the new 
construction need be acceptable only to U. T. Austin.  
This suggested amendment will provide the O’Donnell  
Foundation with a single point of contact during the  
entire construction process. 

 
The Board, upon recommendation of the Facilities Planning 
and Construction Committee: 

 
a. Authorized U. T. Austin and the Office of 

General Counsel to complete negotiations for 
a ground lease and all related documents with 
the O’Donnell Foundation, Dallas, Texas, 
necessary to (1) authorize the Foundation as 
lessee to construct an expanded Taylor Hall 
Annex on an approximately 1.32 acre leasehold 
tract on the U. T. Austin campus at an 
estimated cost of $11.3 million according to 
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plans and specifications acceptable to U. T. 
Austin and (2) direct the President of U. T. 
Austin to accept the Foundation’s offer to 
contribute the completed Annex building and 
related improvements to the U. T. Board of 
Regents for the use and benefit of the  
Department of Computer Sciences, Texas 
Institute for Computational and Applied 
Mathematics, Department of Electrical and 
Computer Engineering, and other related 
education and research programs at U. T. 
Austin 

 
b. Authorized the Executive Vice Chancellor  

for Business Affairs to execute a ground 
lease and all other related documents,  
after review and approval by the Office of 
Academic Affairs and the Office of General 
Counsel, and to take any other actions and 
execute other documents deemed necessary or 
desirable with respect to this project. 

 
The O’Donnell Foundation has offered a gift to satisfy  
U. T. Austin’s need for additional space for its Depart- 
ment of Computer Sciences, the Texas Institute for 
Computational and Applied Mathematics (TICAM), and 
Electrical and Computer Engineering programs.  U. T. 
Austin’s Development Plan dated April 1997 assigns high 
priority to construction of a $50 million, 226,000 square 
foot Digital Sciences and Computer Engineering (DISC) 
Building to provide space for these programs.  However, 
at this time, U. T. Austin does not have funding or a 
location for the planned DISC building.  

 
To resolve these immediate space needs, the O’Donnell 
Foundation proposes to construct and pay for Phases I  
and II of a new building containing approximately 
112,000 gross square feet of space on a campus tract to 
be leased from U. T. Austin for the term of construction.  
The leasehold tract includes a portion of the existing 
Taylor Hall Annex, comprising approximately 26,000 gross 
square feet of space, that will be demolished to make 
room for the new construction.  The Foundation estimates 
that it can construct Phases I and II in thirty months at 
a cost of approximately $11.3 million.  
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The lease agreement between the Foundation and the U. T. 
Board of Regents would direct the President of U. T.  
Austin, upon completion of construction in accordance 
with approved plans and specifications, to accept the 
Foundation’s offer to contribute the completed building 
to the U. T. Board of Regents for the use and benefit  
of U. T. Austin for use by the Department of Computer 
Sciences, TICAM, the Department of Electrical and  
Computer Engineering, and other related education and  
research programs.  The building to be constructed by  
the Foundation will be designed so that U. T. Austin  
will have the option of later completing Phase III of  
the construction project to efficiently add an additional 
40,800 gross square feet of space to the building.  A  
request to acquire by gift the proposed new Taylor Hall 
Annex was approved at the October 1997 meeting of the 
Texas Higher Education Coordinating Board. 
 
Chairman Evans noted that this innovative plan for the 
involvement of private philanthropy to meet critical 
capital construction needs could well signal a new  
partnership of great benefit to higher education. 
 
 

3. U. T. El Paso - University Commons (Project No. 201-909):  
Approval to Redesignate as The El Paso Energy Conference 
Center (Regents’ Rules and Regulations, Part One, 
Chapter VIII, Section 1, Naming of Buildings and Other  
Facilities).--Pursuant to the Regents’ Rules and 
Regulations, Part One, Chapter VIII, Section 1, relating 
to naming of buildings and other facilities, the Board  
approved redesignation of the University Commons at The 
University of Texas at El Paso as The El Paso Energy  
Conference Center to recognize a $1,000,000 gift toward 
the $1,500,000 cost of renovating this building from the 
El Paso Energy Foundation (formerly the El Paso Natural 
Gas Foundation) and the Foundation’s past financial 
support of U. T. El Paso.  
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4. U. T. Pan American - International Trade and Technology 
Building (Project No. 901-854):  Approval of Plaque  
Inscription.--Approval was given to the inscription set 
out below for a plaque to be placed on the International 
Trade and Technology Building at The University of 
Texas - Pan American in keeping with the standard pattern 
approved by the U. T. Board of Regents in June 1979: 

 
 

INTERNATIONAL TRADE AND TECHNOLOGY BUILDING 
1997 
 

   BOARD OF REGENTS  
 
Bernard Rapoport    William H. Cunningham 
 Chairman       Chancellor, The University 
Thomas O. Hicks     of Texas System 
 Vice-Chairman     Miguel A. Nevárez 
Martha E. Smiley     President, The University 
 Vice-Chairman      of Texas - Pan American 
Rita Crocker Clements 
Donald L. Evans    Bennett Martin and Solka,  
Zan W. Holmes, Jr.     Inc. 
Lowell H. Lebermann, Jr.    Project Architect 
Tom Loeffler     BFW Construction Co., Inc. 
Ellen Clarke Temple     Contractor 
 
 
5. U. T. Health Science Center - San Antonio:  Authorization 

to Accept a Gift of Real Property Consisting of 
Approximately 53 Acres of Land in Bexar County, Texas, 
from the Texas Research Park Foundation, San Antonio, 
Texas; Submission of Gift to the Coordinating Board for 
Approval; and Authorization for the Executive Vice 
Chancellor for Business Affairs or the Executive Director 
of Real Estate to Execute All Documents Related Thereto.-
-Upon recommendation of the Facilities Planning and 
Construction Committee, the Board: 

 
a. Authorized The University of Texas Health  

Science Center at San Antonio to accept a  
gift of approximately 53 acres of land in 
Bexar County, Texas, from the Texas Research 
Park Foundation, San Antonio, Texas, and to 
submit the gift to the Texas Higher Education 
Coordinating Board for approval 

 
b. Authorized the Executive Vice Chancellor for 

Business Affairs or the Executive Director  
of Real Estate to take all steps necessary to 
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acquire the property in Bexar County, Texas, 
to execute all documents, instruments, and 
other agreements, and take all such actions  
as deemed necessary to carry out the purpose 
and intent of the foregoing recommendations. 

 
This 53 acres of land is contiguous to the land owned  
by the U. T. Health Science Center - San Antonio.  The 
combined acreage will provide a total of 103 acres to 
meet the current and long-term needs of the U. T. Health 
Science Center - San Antonio including The University  
of Texas Institute of Biotechnology and the soon to be 
constructed University of Texas South Texas Centers for 
Biology in Medicine. 

 
An exercise/recreation facility including a multipurpose 
playing field, softball backstop, jogging track, and a 
picnic pavilion is currently under construction on the 
land and will be completed prior to the transfer of  
the property to the U. T. Health Science Center - San  
Antonio.  The major contributor for the estimated 
$245,000 in improvements is the H. B. Zachry Company of 
San Antonio, Texas, represented by Mr. Bartell Zachry.  
The recreation area has been named the “George H. Ensley 
Field” in honor of Col. Ensley, the current Chairman of 
the Board of Trustees of the Texas Research Park 
Foundation. 

 
 
 
 
 
 

* * * * *  
 
 
 

At the conclusion of the Facilities Planning and Construction  
Committee meeting, Committee Chairman Clements reported that 
since the last regular meeting the Chancellor had approved  
five (5) general construction contracts totaling $40,100,000 
which included a 22.3% participation by Historically Under-
utilized Businesses, 8.9% by women-owned firms and 13.4% by 
minority-owned firms.  In addition, ten (10) architect/ 
engineer contracts totaling $4,566,000 have been awarded since 
the last meeting and these indicate a 16.7% participation by 
Historically Underutilized Businesses, 2.8% by women-owned 
firms and 13.9% by minority-owned firms. 
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RECONVENE.--At 11:13 a.m., the Board reconvened as a committee 
of the whole to consider those items remaining on the agenda. 
 
 
 
 

ITEMS FOR THE RECORD 
 
 
1. U. T. System:  Report on Status of Degree Programs and 

Academic Organization Requests Approved by the U. T. 
Board of Regents and Submitted to the Texas Higher 
Education Coordinating Board for the Period Septem- 
ber 1, 1996 Through August 31, 1997.--Following is a 
report for the record on the status of degree programs 
and academic organization requests within The Univer- 
sity of Texas System which have been approved by the 
U. T. Board of Regents for submission to the Texas  
Higher Education Coordinating Board.  Included are  
items which have been acted upon by the Coordinating 
Board since September 1, 1996, or were still pending 
before the Coordinating Board as of August 31, 1997.  
Four regular Coordinating Board meetings have occurred 
since the last report.  Full approval has been given  
for 20 programs and administrative change requests  
and 13 requests are now pending.  

 
a. Degree Programs and Academic Administrative  

Changes Approved by the Coordinating Board  
for Implementation 

 
U. T. El Paso 
 
Ph.D. in Biological Sciences 
B.S. in Occupational Therapy 
M.P.T. in Physical Therapy 
 
U. T. Pan American 
 
M.S. in Computer Science 
M.F.A. in Art 
M.S. in Rehabilitation Counseling 
M.Ed. in Special Education  

 
U. T. Permian Basin 

 
Master of Professional Accountancy 
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U. T. San Antonio 
 
M.A. in Political Science 
M.S. in Sociology 
 
U. T. Tyler 
 
B.S. in Electrical Engineering 
B.S. in Mechanical Engineering 
M.Eng. in Engineering  
M.A. in Political Science  
 
U. T. Southwestern Medical Center - Dallas 
 
Department of Molecular Biology and Oncology  
Department of Plastic Surgery 
M.P.T. with Major in Physical Therapy 

 
U. T. Medical Branch - Galveston 
 
Ph.D. in Nursing  
 
U. T. Health Science Center - Houston 
 
Transfer Cytogenetics Certificate Program to  
 U. T. Health Science Center - San Antonio 
 
U. T. Health Science Center - San Antonio 
 
M.S. in Nursing, Pediatric Nurse Practitioner  
 

b. Requests Approved by the U. T. Board of Regents and 
Pending with the Coordinating Board 

 
U. T. Brownsville  
 
M.A. in Criminal Justice (Joint Program with U. T.  

Pan American) 
B.S. in Health Promotion 
M.A. in History 
B.S. in Allied Health 
 
U. T. Dallas  
 
M.S. in Applied Economics, M.A. and M.S. in Applied 

Sociology, M.S. in Geographic Information Sciences 
(Combined Proposal) 

M.S. in Computer Science with Major in Software 
Engineering 

B.A. in Crime and Justice Studies 
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U. T. El Paso  
 
Ph.D. in History  
 
U. T. Pan American  
 
Ed.D. in Educational Leadership (Step III) 
 
U. T. San Antonio  

 
Ed.D. in Educational Administration and Leadership 

 
U. T. Southwestern Medical Center - Dallas  
 
Revised Allied Health Sciences School’s Mission  

Statement to include the master’s degree 
Ph.D. in Integrative Biology 

 
U. T. Health Science Center - Houston 
 
MPH Degree through satellite program at U. T. 

Southwestern Medical Center - Dallas 
 
 
2. U. T. System:  Report on Status of Administratively 

Approved Academic Program Changes for the Period Sep-
tember 1, 1996 Through August 31, 1997.--In accordance 
with Regentally approved guidelines, the Executive Vice 
Chancellor for Health Affairs or the Vice Chancellor  
for Academic Affairs is authorized to forward certain 
academic program changes to the Texas Higher Education 
Coordinating Board for approval at the staff level, 
subject to periodic reporting to the U. T. Board of 
Regents for the record.  These changes, considered to  
be “nonsubstantive” according to the Coordinating  
Board’s terminology, must be consistent with institu-
tional Tables of Programs approved by the U. T. Board  
of Regents and the Coordinating Board.  Four regular 
Coordinating Board meetings have occurred since the  
last report. 

 
Full approval of 27 such nonsubstantive requests for 
eleven of The University of Texas System component 
institutions has been granted by the staff of the 
Coordinating Board during the period from Septem- 
ber 1, 1996 through August 31, 1997, as set forth  
on Pages 305 - 307. 
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U. T. Arlington (1 item) 
 
1. Changed the M.S. in Critical Care Nurse Practitioner to 

the M.S. in Acute Care Nurse Practitioner  
 

U. T. Austin (7 items) 
 
2. Added courses in Public Relations Management and Public 

Relations Publications to the B.S. in Public Relations 
 

3. Established a B.S. in Engineering (BSE) with a Major in 
Geosystems Engineering and Hydrogeology 
 

4. Changed the name of the master’s and Ph.D. programs in 
Electrical Engineering to Electrical and Computer 
Engineering 
 

5. Established Option III - Hydrogeology - Environmental 
Geology within the B.S. in Geological Sciences 
 

6. Changed the M.A. in Geological Sciences to an M.S. in 
Geological Sciences 

 
7. Revised curricula to include secondary teacher 

certification for B.S. degree programs in Biology, 
Chemistry, Geology and Physics 

 
8. Consolidated the B.A. in Dance and B.A. in Drama to a 

B.A. in Theater and Dance 
 
U. T. Brownsville (2 items) 
 
9. Divided the Department of Business Administration into 

the Department of Accounting and the Department of 
Business Administration within the School of Business 

 
10. Divided the Department of Education into the Department 

of Curriculum and Instruction and the Department of 
School Specialties within the School of Education 

 
U. T. Dallas (1 item) 
 
11. Added Graduate-level Certificate Program in Quantitative 

Analysis of Social and Economic Data 
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U. T. Pan American (2 items) 
 
12. Changed the College of Liberal and Performing Arts to the 

College of Arts and Humanities 
 
13. Changed the Department of Quantitative Methods and 

Information Systems to the Department of Computer 
Information Systems and Quantitative Methods 

 
U. T. San Antonio (1 item) 
 
14. Established a Teacher Certification Option within the 

B.A. in Speech Communication 
 
U. T. Tyler (1 item) 
 
15. Changed the Division of Nursing to the School of Nursing 
 
U. T. Southwestern Medical Center - Dallas (1 item) 
 
16. Created Department of Physician Assistant Studies 
 
U. T. Medical Branch - Galveston (3 items) 
 
17. Changed the Department of Radiation Therapy to the 

Department of Radiation Oncology 
 
18. Transferred Degree Granting Authority for the Master’s 

Degree in Nursing from the Graduate School of Biomedical 
Sciences to the School of Nursing  

 
19. Restructured the Department of Surgery to form a 

Department of Emergency Medicine 
 
U. T. Health Science Center - Houston (7 items) 
 
20. Added a Family Nurse Practitioner Option within existing 

MSN Degree 
 
21. Added a Nurse Practitioner Option under Acute Care 

Nursing 
 
22. Revised Curriculum in the M.S. in Nursing, Pediatric 

Nurse Practitioner Program 
 
23. Revised Curriculum in the M.S. in Nursing for the 

programs in Women’s Health Care Nurse Practitioner, 
Gerontology Nurse Practitioner and Oncology Nurse 
Practitioner  
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24. Changed the M.S. and Ph.D. in Pathology to Molecular 
Pathology and the Programs in Genetics to Human and 
Molecular Genetics 

 
25. Divided the Department of Craniofacial Growth and 

Development into the Department of Orthodontics and the 
Department of Pediatric Dentistry 

 
26. Changed the Name of the Program in Occupational Health 

and Aerospace Medicine to Occupational and Environmental 
Health/Aerospace Medicine 

 
U. T. Health Science Center - San Antonio (1 item) 
 
27. Changed the Name of the Department of Molecular 

Biomedical Sciences to the Department of Molecular 
Medicine 

 
 
 

 
REPORT OF BOARD FOR LEASE OF UNIVERSITY LANDS 

 
 

Regents Lebermann and Smiley, as members of the Board for 
Lease of University Lands, submitted the following report on 
behalf of that Board: 

 
 

Report 
 
 

The Board for Lease of University Lands last met 
on May 13, 1997, in Midland, Texas.  A total of  
64,973.980 acres of Permanent University Fund  
lands will be offered for lease in the upcoming  
Regular Oil and Gas Lease Sale No. 92.  Bids  
will be opened at the Center for Energy and  
Economic Diversification in Midland, Texas, on  
November 18, 1997, and leases will be awarded at  
the meeting of the Board for Lease of University  
Lands to be held November 19, 1997, on the ninth  
floor of Ashbel Smith Hall in Austin, Texas.  
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OTHER MATTERS 
 
 

U. T. Austin:  Introduction of The Honorable Irma Rangel, 
State Representative, District 35, and Comments Related to 
Diversity.--Chairman Evans reported that The Honorable Irma 
Rangel, State Representative for District 35 and Chairman of 
the House Committee on Higher Education, had requested per-
mission to appear before the Board regarding the comments  
made by Professor Lino Graglia of The University of Texas at 
Austin School of Law and other issues related to diversity  
on the U. T. Austin campus. 
 
Representative Rangel thanked the members of the Board for  
the opportunity to address the issue of diversity.  She 
reviewed House Bill 588, passed by the 75th Texas Legisla- 
ture, which addresses diversity issues created by the 
inability to use race-based considerations in admissions  
and related policies.  Ms. Rangel sponsored House Bill 588 
which promotes diversity by requiring state universities to 
offer admission to students who graduate in the top ten per- 
cent of their high school class. 
 
Through the course of her remarks, Representative Rangel urged 
the members of the Board to look ahead for solutions related 
to affirmative action programs.  She stated there is such a 
misconception about minorities and emphasized that minorities 
do not want lower standards or a second-rate education.  What 
they do want is an equal opportunity at academic excellence 
and nothing less.  They want the opportunity to earn a degree.  
House Bill 588 does not guarantee a degree -- it guarantees 
admission. 
 
On behalf of the Board, Chairman Evans thanked Ms. Rangel for 
her insightful comments, her sponsorship of landmark legisla-
tion such as House Bill 588, and her focus on diversity in 
higher education throughout the state.  He acknowledged that 
there is nothing more important to the Board than to make  
sure that higher education is accessible and affordable to  
all Texans.   
 
Chairman Evans reported that he had asked Chancellor 
Cunningham to investigate the remarks made by law professor 
Lino Graglia at a recent news conference and to review ini-
tiatives that were under way in the area of diversity. 
 
Chancellor Cunningham called on General Counsel Farabee to 
address the remarks made by Professor Graglia who said blacks 
and Mexican-Americans are not academically competitive with 
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whites and come from cultures that do not regard failure with 
disgrace.  Mr. Farabee noted that the Board and others had 
posed certain legal questions to the Office of General Counsel 
concerning Professor Graglia’s remarks and in response thereto 
he prepared a confidential attorney-client opinion which would 
be distributed to the Board next week.   
 
Speaking from a draft of that opinion, Mr. Farabee advised the 
members of the Board that Professor Graglia is protected by 
his First Amendment right to free speech and that the Board, 
as a group or individually, could be held legally liable if 
they punish Professor Graglia for his remarks on minorities or 
try to enforce the racial harassment policy against him.  In 
summary, the University may not take any disciplinary action 
on the basis of Professor Graglia’s statements simply because 
offense was taken at those remarks.   
 
In addition, General Counsel Farabee advised the Board that it 
was the opinion of the Office of General Counsel that the  
current U. T. Austin policy on racial harassment, which is 
designed to establish and maintain an environment free of 
racial intimidation, is unconstitutional.  This policy came 
under review after Professor Graglia’s comments prompted three 
U. T. Austin students to file racial harassment complaints 
against him in September 1997. 
 
Following Mr. Farabee’s comments, Regent Sanchez urged the 
members of the Board not to drop this issue. 
 
Chancellor Cunningham distributed to the members of the Board 
a handout entitled “Demographic and Enrollment Trends,” a copy 
of which is on file in the Office of the Board of Regents, and 
reviewed the projected changes in ethnicity of the Texas popu-
lation, the changing face of Texas youth, higher education 
degrees by ethnic group in the U. S., projected decline in the 
education of the Texas work force, U. T. System enrollment 
trends by ethnic group, and the Hispanic, African-American, 
and Anglo college applicant pool in Texas.  He noted that the 
fastest growing segments of the population are also those 
segments that, historically, have been the least well served 
by educational institutions at all levels.  Based on current 
demographic and educational trends, Texas will, within one 
generation, have a work force that is less well educated than 
today’s population.  Dr. Cunningham pointed out that by 2008 
Anglos will be a minority in Texas and warned that unless 
steps are taken to better educate African-Americans and 
Hispanics the state’s economic future will be in peril. 
 

GFaulk
Underline

http://www.utsystem.edu/sites/utsfiles/offices/board-of-regents/board-meetings/board-minutes/attachments/11-97DemoEnrollTrends.pdf
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The Board heard presentations from U. T. Austin officials who 
outlined a variety of programs to improve diversity on the 
campus, including a new Law School admissions process that 
places greater emphasis on essay questions and subjective fac-
tors such as leadership ability, public service, and economic 
status.  To encourage diversity, President ad interim Flawn 
reported that U. T. Austin will focus its efforts on the fol-
lowing three fundamental areas:  (1) recruitment, (2) reten-
tion, and (3) financial aid.  He emphasized that colleges and 
universities in Texas need to focus on how institutions can 
increase minority enrollment without affirmative action pro-
grams which were prohibited by the federal courts. 
 
Regent Lebermann commended Chancellor Cunningham and President 
ad interim Flawn on their efforts to develop and implement 
effective strategies and plans for functioning appropriately 
in the post-Hopwood era. 
 
Chairman Evans pointed out that he was pleased with the ini-
tiatives that are under way but suggested a set of targets/ 
measures related to affirmative action programs so that the 
Board can assess those initiatives that are successful.  He 
urged the U. T. System to become much more aggressive in 
recruiting minorities and expanding financial aid to ensure 
that higher education is accessible and affordable to all 
citizens of Texas. 
 
Executive Secretary’s Note:  The presentations by Represen-
tative Rangel, Mr. Farabee, Dr. Cunningham, and the U. T. 
Austin officials, as well as the related discussion, were  
tape recorded and are on file in the Office of the Board of 
Regents. 

GFaulk
Underline

http://www.utsystem.edu/sites/utsfiles/offices/board-of-regents/board-meetings/board-minutes/attachments/11-97DemoEnrollTrends.pdf
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OTHER BUSINESS 

 
U. T. Board of Regents:  Termination of Marketing Efforts  
Pertaining to Approximately 3.84 Acres of Land and Improve- 
ments Located at 1606 Niles Road (Also Commonly Known as  
#6 Niles Road and/or “Woodlawn”), Austin, Travis County,  
Texas; Approval of the Negotiated Sale of the Woodlawn  
Property to the State of Texas Acting by and Through the  
General Services Commission; and Authorization for the  
Executive Vice Chancellor for Business Affairs to Execute 
Documents Related Thereto.--Chairman Evans reported that  
the Board had deferred a decision on this item from yester- 
day’s (November 12) Executive Session of the Board and  
inquired of the Board as to whether there was any suggested 
action from the floor at this time. 
 
Based on representations by legal counsel for the General 
Services Commission that the Commission has statutory  
authority and appropriated funds for the acquisition of  
Woodlawn, Regent Lebermann moved that: 
 
a. Marketing efforts approved by the U. T. Board  

of Regents at its July 14, 1997 meeting per- 
taining to approximately 3.84 acres of land  
and improvements located at 1606 Niles Road,  
which is commonly known as #6 Niles Road  
and/or “Woodlawn,” Austin, Travis County,  
Texas, be terminated and the property with- 
drawn from the market immediately 

 
b. The actions of The University of Texas System  

Real Estate Office and the Office of General  
Counsel to negotiate the sale of the Woodlawn  
property for the benefit of The University of  
Texas at Austin School of Law and The Univer- 
sity of Texas - Pan American on an “as is”  
basis to the State of Texas acting by and  
through the General Services Commission be  
ratified and approved 

 
c. The Executive Vice Chancellor for Business  

Affairs or his delegate be authorized to exe- 
cute: 

 
(1) The Real Estate Contract in the form  

presented to the U. T. Board of  
Regents specifying a cash sale for the  
purchase price of $2.6 million and a  
closing to occur during the week of  
December 15 through 19, 1997 
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(2) The Special Warranty Deed in the form  
attached as an exhibit to the Real  
Estate Contract prohibiting the sub- 
division of the property unless the  
improvements known as the “Pease  
Mansion” are substantially destroyed  
by fire or other casualty or if the  
Pease Mansion is so damaged that it  
cannot reasonably and practicably be  
repaired 

 
(3) Any and all other documents necessary  

or convenient to convey Woodlawn to the  
State of Texas following the approval  
of such documents by the Office of  
Business Affairs and the Office of  
General Counsel. 

 
Regent Oxford seconded the motion which carried by unani- 
mous vote. 
 
See Page  2 . 
 
 
 
SCHEDULED MEETING.--Chairman Evans announced that the next 
scheduled meeting of the U. T. Board of Regents would be  
held on February 11-12, 1998, in Austin, Texas. 
 
 
 
ADJOURNMENT.--There being no further business, the meeting  
was adjourned at 12:45 p.m. 
 
 
 
 
 
       /s/ Arthur H. Dilly 
       Executive Secretary  
 
 
 
November 25, 1997 
 
 
 




