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MEETI NG NO. 909

VEDNESDAY, NOVEMBER 12, 1997.--The nenbers of the Board of
Regents of The University of Texas System convened at

3:15 p.m on Wednesday, Novenber 12, 1997, in Cancun B of
the Four Points Hotel by Sheraton in Brownsville, Texas,
with the follow ng in attendance:

ATTENDANCE. - -
Pr esent Absent
Chai rman Evans, presiding *Regent Hi cks

Vi ce- Chai rman Loeffler
Vi ce- Chai rman C enents
Regent Leber mann
Regent Oxford

Regent Riter

Regent Sanchez

Regent Sm | ey

Executive Secretary Dlly

Chancel | or Cunni ngham

Executive Vice Chancellor Millins
Executive Vice Chancel | or Burck
Acting Vice Chancel |l or Frederick

Chai rman Evans announced a quorum present and call ed the
nmeeting to order.

RECESS TO EXECUTI VE SESSION. --At 3:20 p.m, Chairman Evans
announced that the Board would recess to convene in Executive
Sessi on pursuant to Texas Governnment Code, Chapter 551, Sec-
tion 551.072 to consider those matters |listed on the Execu-
tive Session agenda.

*Regent Hi cks was excused because of a previous conmtnent.



RECONVENE. - - At 4:35 p.m, the Board reconvened in open session
to consider action on the itens that were di scussed i n Execu-
ti ve Sessi on.

EXECUTI VE SESSI ON OF THE BOARD OF REGENTS

Chai rman Evans reported that the Board had net in Executive
Session to discuss matters in accordance wth Texas Gover nnent

Code, Chapter 551, Section 551.072. |In response to Chairman
Evans’ inquiry regarding the wi shes 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 Approxi mately
3.84 Acres of Land and | nprovenents Located at
1606 Niles Road (Al so Conmpnly Known as #6 N | es Road
and/ or “Wodl awn”), Austin, Travis County, Texas.--
Chai rman Evans reported that the itemrelated to the
proposed sal e of approximately 3.84 acres of |and and
i nprovenents | ocated at 1606 Ni | es Road, which is
commonly known as #6 Ni | es Road and/or “Wodl awn,”
Austin, Travis County, Texas, was deferred for con-
sideration on Novenber 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 lowa Corporation, and Autho-
rization for the Executive Vice Chancel |l or for Business
Affairs to Execute Al Docunents Rel ated Thereto. --Upon
notion of Vice-Chairman C enents, seconded by Regent
Leber mann, the Board:

a. Aut hori zed The University of Texas System
Real Estate O fice, on behalf of The Univer-
sity of Texas at Dallas, to conpl ete nego-
tiations to sell approximtely 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 lowa Corporation, in accordance with the
paraneters outlined in Executive Session



b. Aut hori zed the Executive Vice Chancellor for
Busi ness Affairs or the Executive Director
of Real Estate to take all steps including
execution of all docunents required to com
pl ete the transaction foll ow ng approval
by the Ofice of General Counsel.

RECESS. --At 4:45 p.m, the Board recessed to reconvene in
open session at 9:00 a.m on Thursday, Novenber 13, 1997, in
t he Board Room of Gorgas Hall at The University of Texas at
Brownsvil | e.



THURSDAY, NOVEMBER 13, 1997.--The nmenbers of the Board of
Regents of The University of Texas Systemreconvened in regu-
| ar session at 9:00 a.m on Thursday, Novenber 13, 1997, in

t he Board Room of CGorgas Hall at The University of Texas at
Brownsville, Brownsville, Texas, with the following in

att endance:

ATTENDANCE. - -
Pr esent Absent
Chai rman Evans, presiding *Regent Hi cks

Vi ce- Chai rman Loeffler
Vi ce- Chai rman Cl enents
Regent Leber mann
Regent Oxford

Regent Riter

Regent Sanchez

Regent Sm | ey

Executive Secretary Dilly

Chancel | or Cunni ngham

Executive Vice Chancellor Miullins
Executive Vice Chancell or Burck
Acting Vice Chancell or Frederick

Chai rman Evans announced a quorum present and reconvened the
neeting of the Board.

VWELCOVE BY DR JULIET V. GARCI A, PRESI DENT OF THE UNI VERSI TY
OF TEXAS AT BROMSVI LLE. - - Chai rman Evans stated that the
Board was pl eased to be neeting at The University of Texas
at Brownsville and was especially delighted to have had the
opportunity to neet with nmany of this component’s friends
and supporters at |last evening' s (Novenber 12) very nice
soci al event. He expressed the Board s appreciation to the
Brownsville community for its ongoing and generous support of
this institution. M. Evans then called on Dr. Juliet V.
Garcia, President of U T. Brownsville, for any wel com ng
remar ks on behal f of the host institution.

*Regent Hi cks was excused because of a previous conmtnent.



On behal f of the faculty, staff, and students of the institu-
tion, President Garcia wel coned the nmenbers of the Board
and ot her guests to Brownsville.

| NTRODUCTI ON AND COMMVENTS OF THE HONORABLE EDUARDO A. “EDDI E”
LUCIO JR , STATE SENATOR, DI STRICT 27.--Chai rman Evans intro-
duced The Honor abl e Eduardo A “Eddie” Lucio, Jr., State
Senator for District 27, and recognized his continuing efforts
to expand and enhance hi gher education opportunities in the
State of Texas. He then called on Senator Lucio for comments.

Senat or Luci o wel comed the nenbers of the Board and ot her
guests to Brownsville and noted that he realizes the Board is
commtted to extending access and opportunity for higher edu-
cation. He paid special tribute to several forner nenbers of
the Board who worked diligently to pursue academ c excell ence
i n higher education -- M. Bernard Rapoport, Ms. Ellen d arke
Tenple, M. Mario Yzaguirre, Reverend Zan W Hol nes, Jr.,

M. Robert J. Cruikshank, and Mario E. Ramrez, MD. He also
recogni zed the three new nenbers of the Board (Regents Oxford,
Riter, and Sanchez) and acknow edged their efforts to enhance
significantly the quality and accessibility of educati onal
opportunities in the State of Texas.

Senator Lucio reviewed the role of The University of Texas
Systemin the Valley area and noted that South Texas is proud
to be affiliated with the best higher education systemin the
nation. He provided statistical information related to

adm ssions/enrol I ment, faculty recruitnment, and graduate and
under graduat e degree prograns at both The University of Texas
at Brownsville and The University of Texas - Pan Anerican and
prai sed the creation of the Regional Academ c Health Center
in the RRo G ande 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. Systemas the
“bridge builder” in that process.

Fol |l owi ng Senator Lucio’ s remarks and on behal f of the Board,
Chai rman Evans expressed appreciation for his informative and
i nspiring comrents.



U T. BOARD OF REGENTS: APPROVAL OF M NUTES OF REGULAR MEET-
| NG HELD ON AUGUST 13-14, 1997, AND SPECI AL MEETI NGS HELD ON
SEPTEMBER 3-6, 1997 AND SEPTEMBER 25, 1997.--Upon notion of
Regent Lebernnann, seconded by Vice-Chairman Loeffler, the

M nutes of the regular neeting 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 M nutes

is recorded in the Permanent M nutes, Vol une XLIV,

Pages 1711 - 2104.

Upon notion of Vice-Chairman Loeffler, seconded by Regent
Smley, the Mnutes of the special neetings of the Board of
Regents of The University of Texas System held on Septem
ber 3-6, 1997 and Septenber 25, 1997, in Austin, Texas,
were approved as distributed by the Executive Secretary.
The official copies of these Mnutes are recorded in the
Per manent M nutes, Volunme XLV, Pages 1 - 6.

SPECI AL | TEM

U T. System Report of Summary of G ft Acceptance and
Rel at ed Admi nistrative Actions Confornm ng to Board Policy for

June 1, 1997 Through August 31, 1997.--Vice Chancellor for
Devel opnent and External Relations Perry reviewed the Summary
of Gft Acceptance and Rel ated Adm nistrative Actions Con-
formng 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.

Vi ce Chancellor Perry reported that during this period

106 itens conformng to Board policy were approved including
t he acceptance of $5,856,791 in gifts. Oher nmatching con-
tributions from previously accepted Board-held natchi ng
funds totaled $1, 097,500 and previously reported gifts
total ed $210, 152.

Ms. Perry noted that this report includes only those funds
which relate to endowrents, estates, and other such funds
whi ch are managed by the U T. System Ofice of Devel opnent
and External Rel ations.



ACCEPTANCE OF GIFTS HELD BY BOARD

« Not included in total:

U. T. Austin - $198,152 of transfers of previously accepted gifts and $12,500 of Board-held matching funds;
U. T. SWMC-Dallas - $1,085,000 of Board-held maiching funds; and
U.T. M.B.-Galveston - $12,000 of transfers of previously accepted gifts.

NOTE Compiled by Office of Development and External Relations

ASSET TYPES

#ALL COMPONENT REAL MATCHING

ITEMS INSTITUTION CASH SECURITIES ESTATE PLEDGES OTHER TRANSFERS FUNDS TOTAL VALUE
5 U, T. Arington S 54100 s S S s - s 22,789 s S 76,889
63 U.T. Austin S 1,332612 S 551,108 s 161,863 S 605,562 S S 250,652 S 212.300 s 2,903,645
3 U.T.EPaso S 10,000 s 26,268 S s - $ - s - $ $ 36268
2 U.T. Pan American S 24126 S S S s - $ - 3 - H] 24,126
2 U.T. San Antonio S 260,000 s s - $ - 3 - H 40000 s S 300,000
1 U. T Tye S 10,000 s S s - b - $ - $ b 10,000
9 U T SWMCDadls S 1,00,000 s 400,930 s S S S S 1085000 s 1,400,930
4 U T MB.-Galveston S 177,801 s s - $ - ) - $ 114,100 s S 279,901
4 UTHSC-Houston S 34,117 s S S 88,000 s S S . $ 122,117
5 UTHSC-San Antonio S 148,300 s s . S - 3 - b 2,300 S S 150,600
8§  UTMDACC S 531,628 S 20,687 S s - 3 - s - ) . $ 552,315
106 TOTAL S 3582684 S 990,993 s 161,863 S 693562 S S 429,841 s 1297506 s 5,856,791



COMPONENT
IN ON

1T T Aelinoinn

ENDOWMENTS

CLASSIFICATION OF GIFTS AND OTHER ACTIONS

CHARITABLE
REMAINDER
TRUSTS

POOLED
INCOME
FUND

REMAINDER

INTERESTS

HELD IN
TRUST

BY OTHERS

CURRENT
PURPOSE

OTHER

U. T. Austin

U.T. El Paso

1T T Pan American

U.T. San Antonio

U. T Tyler

U. T. SWMC-Dallas

U. T. M.B.-Galveston

UTHSC-Houston

UTHSC-San Antonio

ol | IS o | |k o

NTMDACC

™

TOTAL

93

13



COMPONENT
INSTITUTION

1T T Adinotan

PURPOSES OF GIFTS HELD BY BOARD AND OTHERS

ENDOWMENT

DIST.
CHAIR

CHAIR

DIST.
PROF'SHIP PROF'SHIP

FACULTY GRADUATE
FELLOWSHIP FELLOWSHIP SCHOLARSHIP

OTHER

CURRENT
PURPOSE

OTHER
PURPOSE

U. T. Austin

U. T. El Paso

U. T. Pan American

U. T. San Antonio

U.T. Tyler

11 T SWM(C-Tallas

U. T. M.B.-Galveston

UTHSC-Houston

TITHSC-San Antonio

1ITMNACMT

TOTAL

Total purposes may not equal the total number of items because some items pertain to multiple purposes.

17



01

OTHER ADMINISTRATIVE ACTIONS

COMPONENT ESTABLISH REDESIGNATE OTHER DISSOLVE APPROVE/ALLOCATE ACCEPT
INSTITUTION ENDOWMENT _ENDOWMENT LEVEL REDESIGNATION ENDOWMENT MATCHING TRUSTEESHIP OTHER
11 T Adinotan ] — — — — — —
U. T. Austin 55 1 3 3 2
1I. T. Fl Paso 2 —_ 1 - —_
U. T. Pan American 2 — —— - — -— —_
U. T. Sw Antonio 2 e
U. T. Tvler I - — - -
11 T SWMC.Dallag 2 1 — —_ 4 — -—
U. T. M.B.-Galveston 3 — |
UTHSC-Houston 4 s an -— | - -
UTHSC-San Antonin 5 - -
UTMDACC 2 2 s - -
TOTAL 89 3 7 4 ? 0 0



T -

COMPARATIVE SUMMARY OF GIFTS ACCEPTED YIA THE OFFICIAL ADMINISTRATIW PROCESS

COMPONENT FY1996 FISCAL YEAR 1597
INSTITUTION FULL YEAR 9/1/96 - 11/30/96 12/19¢6 - 212897 Y197 - 53197 FULL YEAR

11 T. Svstem ) 40.009 3 - 5 - ) - s -

U. T. Arlington b 157,630 s - $ - s 390.271 s 467,160
U. T. Austin H 11,922,027 $ 3,220,599 s 1,197,147 s 5274,832 $ 12,596,223
U. 7. Brownsville s o s an s - s 25.m s 25.000
11 T Dalias L T70.000 L1 — Ly 67.313 t —_— Ly 67313
U.T. El Paso S 627,444 s 2,115,682 $ 343,080 s 218,311 $ 2,713,341
U.T. Pan American s - $ 150,000 $ 469,025 $ - H 643,151
1. T. PermianBasin s 362.077 H - $ - s 641.000 s 641.000
U.T. San  Antonio S 645,959 s 25,000 s 55,500 $ -— $ 380,500
U.T. Tyler $ 886,046 $ 25,000 s - ] 30,000 s 65,000
U. 7. SWMC-Dallas S 13.409.431 s 4.107.068 s 5.772.153 s 1.112250 S 12.392.401
U. T.M.B.-Galveston s 7,392,043 S 1,933,594 s 3258,170 $ 2,931,485 s$ 8,403,150
UTHSC-Houston S 2,872,941 H 465,914 s 620,000 H 1376,622 $ 4,584,653
UTHSC-San Antonio ) 1.525.008 § 631.753 ) 1.465.454 s 242.000 S 2.489.807
UTMDACC $ 3,267,099 $ 741,404 $ - s 683,978 $ 1,977,697
U. T. HC-Tyler s 1,064,117 s - ) - S 140,910 s 140,910
UTEP and UTMB L) 1,028,125 s - § - - $ -

U. T. AustinUTMDACC s -— $ " ) 28,048 s asa 5 28,048

TOTAL S 45,969,947 s 13,416,014 s 13,275,890 s 15,066,659 s 47,615,354



1.

MATTERS RELATED TO THE UNI VERSI TY OF TEXAS
| NVESTMENT MANAGEMENT COMPANY ( UTI MCO)

U T. System Report on Investnents for the Fiscal Year

Ended August 31, 1997.--On behalf of The University of
Texas | nvestnment Managenent Conpany (UTIMCO) and in the
absence of Chairman H cks, Regent Loeffler, a nmenber of

t he UTI MCO Board of Directors, summari zed the Report on

I nvestnents for The University of Texas Systemfor the
fiscal year ending August 31, 1997, for the Pernmanent
University Fund, Long Term Fund, Short/Internediate Term
Fund, and Separately |Invested Assets.

Report by Regent Loeffler on Behal f of UTIMCO

M. Chairman and nmenbers of the Board, | am pleased to
summari ze on behal f of UTIMCO the investnments for The

University of Texas Systemfor the fiscal year ending

August 31, 1997.

Itema on Page 15 presents the summary report for Per-
manent University Fund (PUF) Investnents. The PUF began
the year with a market value of $5.292 billion. During
the year, contributions of mneral incone from PUF
Lands, largely as a result of higher oil and gas prices,
increased by 30%to $85.2 million. |In addition, total
investnent return was a record $1.254 billion of which
$263 mllion was income return and $991 mllion was
price return. Cash inconme of $265.2 million was dis-
tributed to the Available University Fund (AUF) result-
ing in a year-end PUF market val ue of $6.368 billion.

During the year, UTIMCO continued to diversify the
PUF s assets anong broadly defined equity securities.
Approxi mately $111 million of fixed incone securities
and $23 million of cash contributions were reall ocated
to equities. The rebal anced funds were invested in
non-U. S. equities, U S. small cap equities and
alternative equities. Another $47 mllion of cash
contributions was reserved and transferred to the AUF
in Septenber 1997 as part of the conversion to accrual
based distributions. Year-end asset allocation was
63% broadly defined equities and 37% fi xed i ncone ver-
sus an unconstrai ned neutral allocation of 80% equities



and 20% fixed inconme. Wthin equities, period-end
allocation to equities was 44% U. S. |large and md 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

i ncreased by a nom nal rate of 4.6% versus Fiscal

Year 1996 and by an inflation adjusted rate of 2.4%
Interest incone fromfixed i ncome securities, which
accounts for 70% of total inconme paid to the AUF,
declined slightly, by 0.3% Dividend income, result-
ing fromboth new contributions and divi dend increases,
rose by 17.7% versus the previous year.

Total investnment return for the year was 23.8% Fi xed

i ncone as an asset class continued to performrelatively
poorly versus equities with the Sal onon Broad Bond | ndex
generating a total return of 10.0% The Fund’ s fixed

i ncome portfolio at 11.3% outperformed this index.
Equities, as an asset class, continued to generate higher
relative returns with the S& 500 | ndex and Russell 3000
| ndex 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 expandi ng such

i nvest ment prograns.

Itemb on Page 16 reports sunmmary activity for the Long
Term Fund (LTF). During the year, net contributions
totaled $66.1 nmillion and net investnent return was
$433.8 million. Distributions paid to the approxi mately
4,400 endowrent and ot her accounts underlying the LTF
increased to $79.1 mllion from$76.4 million for the
previ ous year. The payout rate was unchanged at

$0. 175 per unit during the year with the increase in
total distributions resulting fromthe increase in

t he nunmber of Fund units outstanding. The Fund’s

mar ket val ue cl osed the year at $2.125 billion versus
$1.712 billion for the preceding year-end. On a per
unit basis, each endowrent’s ownership in the LTF

i ncreased froman average of $3.90 per share to

$4. 67 per share.

Asset allocation at year-end was 23% fi xed i ncome and
77% broadly defined equities. Wthin equities, U S
small cap and non-U. S. equities were roughly neutral
wei ghted at 11% and 14% respectively. U S. large and
md cap equities were overwei ghted at 47%vs. 30% whil e



alternative equities were underwei ghted at 5% versus a
neutral weighting of 25% For Fiscal Year 1997 as a
whol e, total investnment 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%

Itemc on Page 17 presents annual activity for the
Short/Internmediate 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 mllion. Distributions to the U T. System conpo-
nent institutions equaled $90.0 mllion 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

per f or mance benchmark of 7.0%

Itemd on Page 18 presents book and market val ue of
cash, fixed incone, equity and other securities held
in funds outside of investnent pools. Total cash and
equi val ents, consisting primarily of conponent operat-
ing funds held in the Dreyfus noney market fund,
increased by $19 million to $622 mllion during the
year. Asset values for the renaining asset cl asses
were fixed incone securities: $52 million vs. $82 ml -
lion at previous year-end; equities: $35 mllion vs.
$21 mllion at previous year-end; and other investnents
of $6.0 million.
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a.

PERVANENT ~ UNI VERSI TY FUND

Summary Investnent Report at August 31, 1997.--

PERMANENT UNI VERSI TY FUND (1)
INVESTMENT SUMMARY REPCORT
($ millions)

FY95-96 FYS86-97
Ful | Year - To-
Year Ist Qr 2nd Qr 3rd Qr 4th Qr Dat e
Begi nning Market Val ue 4,958.5 5,292.1 5,757.0 5,823.8 6,048.9 5,292.1
PUF Lands Receipts(2) 65. 7 23.9 20. 2 26. 4 14. 7 85. 2
I nvestment Income{3) 254, 2 65. 1 63. 8 66. 9 67.2 263.0
Change in Undistributed Incone
Payable to the Available
University Fund{3) (0.86) 3.8 (2.7) 2.9 (1.8) 2.2
I nvestment Incone Distributed
on Cash Basis({3} (253. 6) (68.91 (61.1) (69. 8) (65. 4) (265. 2)
Real i zed Gains (Losses) 196.8 45. 4 55.2 43. 8 106. 6 251.0
Change in Uirealized Gins (Losses) 71.1 395.6 (8.6) 154.9 198.1 740. 0
Ending Market Val ue 5,292.1 5,757.0 5,823.8 6,048.9 6,368.3 6.368. 3
Distributed to the AUF
I nvestment | nconme 253.6 68. 9 61.1 69. 8 65. 4 265. 2
Surface Incone 4.8 1.1 1.5 0.8 1.9 5.3
Tot al 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)
(2)
(3)

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

As of August 31, 1997: 895,504 acres under |ease; 521,827 producing

acres; 2,923 active leases; and 2,057 producing |eases.

Change in presentation to reflect investnent incone earned as well as cash income
distributed to.-the AU
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b. LONG TERM FUND

Summary Investment Report at August 1997. - -
LONG TERM FUND
SUMMARY REPORT
{$ nillions)
FY95-96 FY96-97
Year - To-
Ful | Year Ist Qr 2nd Qtr 3rd Qr 4th Qr Dat e
Begi nning Net Assets 1,558.8 1,712.1 1,876.9 1.924.0 2.015.7 1,712.1
Net Contributions 54.1 24.7 21. 4 17.7 2.3 66. 1
I nvest ment 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)
Di stributions (Payout) (76.4) (19.5) (19.7) (19.9) (20.0) (79.1)
Distribution of Gain
on Participant
W t hdr awal s (3.0) {0.1) (0.1) {0.3) (2.9) (3.4)
Ending Net Assets 1,712.1 1,876.9 1,924.0 2,015.7 2,125.0 2,125.0
Net Asset Val ue per Unit 3.897 4,211 4,269 4,432 4.672 4.672
No. of Units (End of
Peri od) 439,352,911 445,668,754 450,718,468 454,803,542 454,803,889 454,803,889
Di stribution Rat per Unit 0.175 0. 04375 0. 04375 0. 04375 0. 04375 0. 1750

Report prepared in accordance with Sec.

51. 0032 of the Texas Educati on Code.




Summary Investment Report at August 31, 1997.--

FY95-96

Ful | Year

Begi nning Net Assets 1,129.5
Net Contributions 216.7

| nvest ment Return 58.2
Expenses (0.2)
Distributions of |ncone (72.1)
Endi ng Net Assets 1,332.1

Report prepared in accordance wth

SHORT/ | NTERMVEDI ATE  TERM FUND

SUMMARY REPORT
($ mllions)

FY96-97
Year - To-

1st Qr 2nd Qr 3rd Qr 4th Qr Dat e
1,332.1 1,405.6 1,499.9 1,566.7 1,332.1
40. 9 111.8 69.0 52.6 274.3
52.9 4.2 21.6 36.7 115.4
{0.1) (0.1) (0.1) (0.1) (0.4)
(20.2) (21.6) (23.7) (24.5) (90.0)
1,405.6 1,499.9 1,566.7 1,631.4 1,631.4

Sec. 51.0032 of the Texas.



d. SEPARATELY INVESTED ASSETS

summary [nvestment Report_at August 3 1, 1997.--

SEPARATELY INVESTED  ASSETS
SUMMARY REPORT
(S thousands)

FUND TYPE
ENDOWMENT & ANNUITY & LIFE

| CURRENT PURPOSE

8T

ASSET TYPES
Cash & Equivalents:

DESIGNATED

RESTRICTED

SIMILAR

FUNDS INCOME FUNDS AGENCY

FUNDS OPERATING FUNDS

TOTAL

BOOK MARKET BOOK MARKET

BOOK MARKET

BOOK MARKET BOOK MARKET

BOOK MARKET

‘Beginning value &/1/97 3,226 3,226 2,744 2,744 23,472 23,472 413 413 586,999 586,999
Increase/(Decrease) 12.053 12,053 (1,166)  (1,166) 11,256  11.256 224 224 34,543 34,543
Ending value $/3 1/97 I 9 15279 1,578 1,578 34,728 34,728 637 637 621,542 62 1.542
Debt Securities:
Beginning value &/1/97 6,697 6,703 7 4 42,093 42,456 8,436 8,614 57,233 57,777
Increase/(Decrease) (2,997)  -(3,003) . . (3,005)  (2,506) (12) 139 {6,014) (5,369)
Ending value 8/3 1/97 3,700 3,700 7 7 39.088 39,950 8,424 8,753 51,219 52.408
Equity Securities:
Beginning value 6/1/97 52 1,013 158 158 15,993 22,286 3,748 4,223 19.95 | 27.680
Increase/{Decrease) 3,974 1.188 1,158 355 2,262 379 541 1,922 7,935
Ending value 8/3 197 52 4.987 1,346 1, 16,348 24,548 4,127 4,764 21,873 35,615
Other:
Beginning value 6/1/97 . 689 689 (688} (688) 5,289 5,806 5,290 5.807
Increase/(Decrease) 41 4] (42) (42) (76) 269 (N 268
Ending value 8/31/97 730 7307 [730) (730) 5213 6.075 5213 6.075

Report prepared in accordance with Sec. 51.0032 ofthe Texas Education Code.

Details of individual assets by account furnished upon request,



Per manent University Fund: Report on Investnents for
the Fiscal Year Ended August 31, 1997.--The University
of Texas I nvestnent Managenent Conpany presented the
annual report on Permanent University Fund investnents
for the fiscal year ended August 31, 1997, which sum
mari zes the Fund’ s investnent transactions and bal ances,
the investnent objectives, performance and asset all o-
cation information for that fiscal year

The Board approved this report and directed its distri-
bution to the Governor, nmenbers of the Legislature, and
other State Oficials, as required by Section 66.05 of
t he Texas Educati on Code.

U T. System Approval to Increase the Long Term Fund
(LTF) Distribution Rate for the Fiscal Year Begi nning
Septenber 1, 1997.--At its February 5-6, 1997 neeting,
the U T. Board of Regents approved the restated Long
Term Fund I nvestnent Policy (the "Policy"). The
restated Policy contains a spending fornmula that hol ds
the Long Term Fund (LTF) distribution rate constant at
$0. 175 per unit until distributions fromthe 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 fornula
increases distributions fromthe 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 | nvestnment Managenent Conpany (UTI MCO) Board of
Directors, on Septenber 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 reconmmendati on of the UTI MCO Board of Directors,
aut hori zation 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 begi nning Septenber 1, 1997.



RECESS FOR COW TTEE MEETI NGS AND COWMM TTEE REPORTS TO THE
BOARD. --At 9:25 a.m, the Board recessed for the neetings
of the Standing Comm ttees, and Chairnman Evans announced
that at the conclusion of each commttee neeting the Board
woul d reconvene to approve the report and reconmendati ons
of that commttee.

The neetings of the Standing Committees were conducted in
open session and the reports and recomendati ons t her eof
are set forth on the foll owm ng pages.



REPORTS AND RECOMMVENDATI ONS OF STANDI NG COW TTEES

REPORT OF EXECUTI VE COW TTEE (Page 21 ).--In conpliance with
Section 7.14 of Chapter | of Part One of the Regents’ Rules
and Regul ati ons, Chairman Evans reported that there were no
items referred fromthe Executive Commttee to the Board.




REPORT AND RECOMVENDATI ONS OF THE BUSI NESS AFFAI RS AND AUDI T
COM TTEE (Pages 22 - 285).--Conmittee Chairman Riter reported
that the Business Affairs and Audit Commttee had net in open
session to consider those matters on its agenda and to

formul ate recommendations for the U T. Board of Regents.

Unl ess otherw se indicated, the actions set forth in the

M nute Orders which foll ow were recomrended by the Business
Affairs and Audit Commttee and approved in open session and
wi t hout objection by the U T. Board of Regents:

1. U T. System Approval of Chancellor's Docket No. 91
(Catal og Change).--1n considering Chancel lor's Docket
No. 91, Committee Chairman Riter pointed out that in the
section on Catal og Changes each institution, with the
exception of The University of Texas M D. Anderson Cancer
Center and The University of Texas Health Center at
Tyl er, had submtted revised policy statenents regarding
freshman adm ssion requirenents and the criteria to be
used in the award of schol arships and fell owships. In
addi tion, several of the institutions have sections
on transfer adm ssions and graduate adm ssions. These
changes result fromthe requirenents established by
the 75th Texas Legislature in House Bill 588 to address
diversity issues created by the inability to use race-
based considerations in adm ssions and rel ated policies.
Al t hough the policies have been approved adm nistratively
for inclusion in the Docket, the Chancell or and several
of the conmponent presidents have agreed that there are
sone additional factors that should be considered in
t hese adm ssions policies. These additions will be pro-
cessed as nonsubstantive changes to the policies and w |
be included in the final printed version of the Docket.

M. Rter further noted that under Qther Matters, each
institution’s Docket includes the final approved policies
on the periodic performance evaluation of tenured fac-
ulty. Al of the policies conply with the Board s gui de-
lines for periodic performance evaluation and with the
requi renents of the new statute requiring Texas public
universities to adopt policies for the review of tenured
facul ty.

Upon reconmendati on of the Business Affairs and Audit
Comm ttee, the Board approved Chancellor's Docket No. 91
in the formdistributed by the Executive Secretary. It
is attached follow ng Page 312 in the official copies

of the Mnutes and is made a part of the record of this
meet i ng.




It was expressly authorized that any contracts or other
docunents or instrunents approved therein had been or
shal |l be executed by the appropriate officials of the
respective institution involved.

It was ordered that any itemincluded in the Docket that
normal ly is published in the institutional catal og be
reflected in the next appropriate catal og published by
the respective institution.

U T. Board of Regents - Regents’ Rules and Regul ati ons,

Part Two: Anendnents to Chapter 11, Section 2 (Deposits

with Institutional Business Ofice), Section 3 (Deposits

with the State Treasurer), and Section 4 (Local Institu-
tional Funds).--1n order to update current procedures,
approval was given to anend the Regents’ Rules and
Regul ati ons, Part Two, Chapter I11, Sections 2 through 4,
relating to deposits with the institutional business
office, deposits with the State Treasurer, and | oca
institutional funds, to read as set forth bel ow

Sec. 2. Deposits with Institutional Business Ofice.

2.4 Petty cash funds shall be provided only
on approval of, and by arrangenent of,
the departnent with the chi ef business
of ficer.

Sec. 3. Deposits with the State Treasurer.

3.3 Conmponent institutions of the System are
aut hori zed by the current Appropriations
Act to establish Revol ving Funds under
certain prescribed procedures to facili-
tate the paynment of nom nal expenses and
to pay bills within cash di scount periods,
as well as for regular nonthly payrolls,
weekly, and special payrolls.



Sec. 4. Local Institutional Funds.

4.1 Al institutional funds not required to be
deposited in the State Treasury nust be
deposited in official depository banks for
saf ekeepi ng or invested as specified by
| aw and by the applicable Rules and
Regul ati ons, Busi ness Procedure Menoranda
and I nvestnent Policy Statenents.

4.11 Funds held in demand deposits, tine
deposits, or nonnegotiable certifi-
cates of deposit shall be deposited
or invested only in banks wi th which
the Board has a depository agreenent.
The Board del egates to UTI MCO or the
Executive Vice Chancellor for Busi-
ness Affairs authority to execute and
del i ver depository and custody agree-
ments when such deposit agreenents
are with banks neeting the then cur-
rent policies of the Board and are in
substantially the formof a standard
deposit agreenent approved by the
Board or, for other agreenents, in
a formapproved by the Ofice of
General Counsel. Subject to the
provi sions of Part One, Chapter I,
Section 9 of these Rules and Regu-
| ati ons, the Board del egates to each
chief adm nistrative officer and the
Executive Vice Chancellor for Busi-
ness Affairs the authority to execute
and deliver contracts for banking
services wth banks that have a
depository agreenent with the Board.

4. 12 Requests for docunentation specifying
staff authorized to sign checks or
initiate funds novenents, or changes
thereto, for all bank accounts, bank
common trust funds, or noney market
funds shall be approved by each
institutional chief admnistrative
of ficer and chi ef business officer.




3.

U T. Board of Regents: Adoption of Resol ution Approving

and Aut horizing the Issuance of Board of Regents of The
Uni versity of Texas System Pernmanent University Fund
Bonds in an Aggregate Principal Anpbunt Not to Exceed
$130, 000, 000; Approval of the Oficial Statenment, Notice
of Sale and Bidding Instructions, Oficial Bid Form and
Escrow Agreenent; Appointnment of Vinson & Elkins, L.L.P.

Houst on and Austin, Texas, as Bond Counsel and D scl osure

Counsel ; Yava D. Scott, Houston, Texas, as Speci al
Counsel ; Bankers Trust Conpany, New York, New York, as
Escrow Agent; Texas Treasury Safekeepi ng Trust Conpany,
Austin, Texas, as Paying Agent; and Deloitte & Touche
L.L.P., Houston, Texas, as Escrow Verification Agent; and

Aut hori zation for Oficers of U T. Systemto Conplete
Al'l Transactions. --Upon recomrendati on of the Business
Affairs and Audit Commttee, the Board:

a. Adopt ed the Resol ution and approved the
Oficial Statenent, Notice of Sale and Bi ddi ng
Instructions, Oficial 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
Syst em Per manent University Fund Bonds, in
an aggregate principal anmount 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 Pernmanent University Fund
Vari abl e Rate Notes, Series A, to provide bond
proceeds for projects approved under the
Capital |nprovenment Program and to pay
i ssuance costs

b. Appoi nted Vinson & Elkins, L.L.P., Houston and
Austin, Texas, as Bond Counsel and D scl osure
Counsel

C. Appoi nted Yava D. Scott, Houston, Texas, as
Speci al Counsel

d. Appoi nt ed Bankers Trust Conpany, New York, New
York, as Escrow Agent

e. Appoi nted the Texas Treasury Saf ekeeping Trust
Company, Austin, Texas, as Paying Agent

f. Appoi nted Deloitte & Touche L.L.P., Houston,
Texas, as Escrow Verification Agent



g. Aut hori zed appropriate officers and enpl oyees
of the U T. Systemas set forth in the
rel ated docunents to take any and all actions
necessary to carry out the intentions of the
U T. Board of Regents to conplete the
transactions as provided in the Resol ution.

Wi | e taki ng advantage of the current interest rate
environnment, 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 approxi mately one year’s project
expendi tures under the FY 1998-2003 Capital | nprovenent
Program and (3) pay issuance costs of approxinmately
$190, 000.

The bonds will be sold on a conpetitive basis as
specified in Section 7.04 of the Resolution. An

Aut hori zed Representative will take actions to ensure
that the bonds are sold on the nost favorable terns and
are sold and awarded to the w nning bidder pursuant to
the Resolution. An Authorized Representative is defined
in the Resolution as the Chancel lor, the Executive Vice
Chancel |l or for Business Affairs, the Assistant Vice
Chancel l or for Finance, or the Director of Finance.



RESOLUTION

by the

BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM

authorizing the issuance, sde and ddivery of

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

and gpproving and authorizing indruments
and procedures relating thereto

November 13, 1997
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RESOLUTION AUTHORIZING THE ISSUANCE, SALE AND
DELIVERY OF BOARD OF REGENTS OF THE UNIVERSTY
OF TEXAS SYSTEM PERMANENT UNIVERSTY FUND
BONDS AND APPROVING AND AUTHORIZING INSTRUMENTS

AND PROCEDURES REL ATING THERETO

WHEREAS, atide VII, section 18 of the Texas Conditution, as amended, authorizes the
Board (hereinafter defined) to issue bonds and notes not to exceed atotd amount of 20% of the cost
vdue of invesments and other assats of the Permanent Universty Fund (heranafter defined),
exdudve of red edae a the time of issuance thereof and to pledge dl or any part of its two-thirds
interest in the Avallable Univeraty Fund (hereingfter defined) to secure the payment of the principa
of and interes on those bonds and notes for the purpose of acquiring land, condructing and
equipping buildings or other parmanent improvements mgor repar and rehahilitation of buildings
and other permanent improvements, acquiring capitd equipment and library books and library
materids, and refunding bonds or notes issued under such section or prior law, a or for the Sysem
(hereinafter defined) adminigration and component inditutions of the Sysem; and

WHEREAS, the Board heretofore has authorized, issued and ddivered, pursuant to such
condiitutiond provison, its Vaiddle Rate Notes (herenafter defined), which are now outsanding
in the aggregate prindpa amount of $150,000,000, and which, dong with certain other outstanding
obligations of the Board, are secured by a pledge of the Interest of the Sysem (heranafter defined)
in the Avallable Universty Fund (hereingfter defined); and

WHEREAS, the Board has determined to authorize issuance of its bonds in the maximum
aggregete prindpad amount of $130,000,000 for the purposes of refunding the Refunded Notes
(hereinefter defined), congding of dl or a portion of the outdanding Vaiable Rate Notes, and
paying the Project Codts (herendter defined) of cartain Eligible Projects (herénater defined), all
pursuant to article VII, section 18 of the Texas Conditution, section 65.46, Texas Education Code,
and atides 717k and 717q, Texas Revisad Civil Statutes Annotated, al as amended, and other
goplicable laws,

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF REGENTS OF THE
UNIVERSTY OF TEXAS SYSTEM THAT:
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ARTICLE |
DEHNITIONS, INTERPRETATION AND FINDINGS

Section 1 .01 DEFINITIONS. Unless expressy provided otherwise heren or unless the
context shdl indicate a contrary meaning or intent, the terms and expressons defined bdow, when
used in this Resolution, shdl have the meanings sat forth blow for dl purposes of this Resolution,
except the FORM OF BOND gppearing in Section 2.06 hereof.

“ Additional Purity Bonds and Notes” means the additiond parity bonds and the additiond
parity notes permitted to be issued pursuant to Section 3.04 hereof or pursuant to Saction 3.04 of the
Saries 1988 Resolution, Section 3.04 of the Series 1991 Resolution, Section 3.04 of the Series

1992A Resolution, Section 3.04 of the Saries 1992B Resolution or Section 3.04 of the Searies 1996
Resolution.

“A tforney Gengrd” means the Attorney Generd of the State of Texas.
"Authorized Denomination" means $5,000 principal amount or any integrd multiple thereof.

‘ Authorized Representative” means one or more of the following officers or employees of
the System, to wit: the Chancdloar, the Executive Vice Chancdlor for Busness Affars the Assgant
Vice Chancdlor for Finance, and the Director of Finance, or in the event of a vacancy in any such
pogtion, the person duly authorized to act in such cgpadity pending the gopointment of a successor
to such pogtion, 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 aticle VII, section 18 of the Texas
Condiitution, as amended, dl of the dividends, interest, and other income from the Permanent
Universty Fund (less adminidraive expenses), induding the net income atributable to the surface
of Permanent Universty Fund land.

“Board” means the Board of Regents of the Sysem.

"Bond" or "Bonds” means any one or more, as the case may be, of the bonds authorized by
this Resolution, and dl subditute bonds exchanged therefor, and dl other subditute and replacement
bonds issued pursuant to this Resolution.

“Bond Year " means the peariod beginning on July 2 of ay cdendar year and continuing
through July 1 of the fdlowing cdendar year.

"Code"” means the Internd Revenue Code of 1986, as anended.
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“Comptraller” means the Comptraller of Public Acoounts of the State of Texas

“Counsd’s Opinion” means a written legd opinion of nationdly recognized bond counsd
acceptable to the Board.

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

"CUSIP" means the Committee on Uniform Securities |dentification Procedures of the
American Bankers Assodidion, or any successor to its functions.

"Defeased Bond” means any Bond the principa of and interest on which is deemed to be
pad, reired and no longer outdanding within the meaening of this Resolution, pursuant to and in
accordance with Section 7.02 hereof.

"DTC"means The Depogtory Trust Company, New Y ork, New Y ork, and its successors and
assgns

“ DTC Participant” means the securities brokers and dealers, banks, trust companies, dearing
corporations and certain other organizations on whose behdf DTC was cregted to hold securities to
fadlitae the dearance and sattlement of securities transactions among DTC Paticipants.

“Eligible Project” means the acquigtion of land dther with or without permanent
improvements, the congruction and equipping of buildings or other permanent improvements, mgor
repar and rehabilitation of buildings and other parmanent improvements, the acquigtion of capitd
equipment, library books and library maerids The teerm “ Eligible Project” does not indude the
condructing, equipping, repairing or rehabilitating of buildings or other permanent improvements
that are to be usad for sudent housng, intercollegiate athletics or auxiliary enterprises.

"Escrow Agreement” means that cartain Escrow Agreement, dated as of the date of issuance
ad ddivay of the Bonds to the initid purchese thereof, between the Board and Bankers Trust
Company, New York, New Y ork, as escrow agent, as authorized by Section 7.06 hereof, and as such
agreement may be amended from time to time in accordance with the terms thereof.

“Fiscal Year” means the fiscd year of the State of Texas, which currently ends on August
31 of eech cdendar year.

“ Government Obligations” means direct obligations of the United States of America,
induding obligations the principa of and intere on which are unconditiondly guaranteed by the
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United Sates of America, which may be United States Treasury obligations such as its Sate and
Locd Government Saries, and which may be in book-entry form.

"Initial Bonds” means the Bonds authorized, issued, sold and initidly ddlivered hereunder
and upon which the regigration catificate, manualy executed by or on behdf of the Comptraller,
has been placed.

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

“Interest of the System, “when ussd with reference to the Avalable Universty Fund, means
the Sysem’s two-thirds interest in the Avallable Universty Fund as gpportioned and provided in
atide VII, section 18 of the Texas Conditution, as amended.

"Paying Agent” means the paying agent for the Bonds gppointed by the Board in Section 2.14
hereof, or any successor to such paying agent gopointed hereunder.

‘Permanent University Fund” means the Permanent University Fund as created, established,
implemented and administered pursuant to sections 10, 11, 11 g 15 and 18 of atide VI of the Texas
Conditution, as amended, and by other gpplicable present and future constitutional and statutory
provisons.

“Principal and Interest Requirements” means, With respect to any Fisca Year, the amounts
of principa of and interest on dl PUF Bonds scheduled to be paid in such Fiscd Year from the
Interest of the Sysem in the Avalade Universty Fund. If the raie of interest to be borne by any
PUF Bonds is not fixed, but is varidble or adjugable by any formula, agresment or othewise, and
therefore cannat be cdculaied as actudly being scheduled to be paid in a particular amount for any
paticular period, then for the purposes of the previous sentence such PUF Bonds shdl be deemed
to bear interest & dl times to their maurity or due date a the lesser of(i) the maximum rate then
permitted by law or (i) the maximum rate spedified in such PUF Bonds

“Project Costs” means dl cods and expenses incurred in rddion to Eligible Projects,
induding, without limitation, desgn planning, enginesring and legd cods, acquistion cods of land,
interests in land, right-of-way and easements, condruction cods, cosgts of machinery, equipment and
other capitd assts inddent and rdated to the operation, maintenance and adminidration of an
Higble Prgect, and finendng cods induding interes during condruction and thereefter,
undewriters discount andlor fees legd, finandd and other professond savices and
reimbursements for such Prgject Codts dtributable to an Eligible Project incurred prior to issuance
and ddivery of the Bonds or any Additionad Parity Bonds and Notes
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"PUF Bonds" means the Bonds, the Series 1988 Bonds, the Series 1991 Bonds, the Series
1992A Bonds, the Series 1992B Bonds, the Series 1996 Bonds and dl Additiond Parity Bonds and
Notes.

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

“Refunded Notes" means the particular Vaiable Rate Notes in the aggregate principa amount
of $78,000,000 that the Authorized Representative, acting for and on behdf of the Board pursuant
to Section 7.04 hereof, determines shdl be refunded by the Bonds.

“ Registrar” means the regidrar and trandfer agent for the Bonds gppointed by the Board in
Section 2.14 hereof, or any successor to such regidrar and trandfer agent gppointed by the Board
hereunder.

"Registration Books’ meansthe books or records of the regigtration and trandfer of the Bonds
required to be kept by or on behdf 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 Exchenge Commission, as
amended from time to time

‘Series 1988 Bonds’ means the Board's Permanent Universty Fund Refunding Bonds, Series
1988, issued under the Searies 1988 Resolution in the origind aggregate prindpd 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 Bonds" means the Board' s Permanent Univeraty Fund Refunding Bonds, Series
1991, issued under the Searies 1991 Resolution in the origind aggregate principd amount of
$254,230,000.

‘Saries 1991 Resolution” means the resolution adopted by the Board on February 14,1991,
authorizing the issuance of the Saries 1991 Bonds, as such resolution may be amended from time
to time
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“Series 19924 Bonds’ means the Board's Permanent University Fund Refunding Bonds
Series 19924, isued under the Saries 1992A Resolution in the origingl aggregeate prindipal amount
of $196,015,000.

“Series 19924 Resolution” means the resolution adopted by the Board on February 13, 1992,

authorizing the issuance of the Saries 1992A Resolution, as such resolution may be amended from
time to time

“Series 1992B Bonds" means the Board' s Permanent University Fund Bonds, Series 1992B,
Issued under the Series 1992B Resolution in the origind aggregete prindipa amount of $80,000,000.

“Series 1992B Resolution" 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 Univarsty Fund Refunding Bonds,
Saries 1996, issued under the Series 1996 Resolution in the origind aggregate principd amount of
$263,945,000.

“Series 1996 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 Univarsty of Texas Sysem, induding each of the fallowing exiding
and opading inditutions, regpectivey:

The Univarsty of Texes a Arlington;

The Universty of Texas & Audin,

The Univarsty of Texes & Brownsville

The Univarsty of Texes a Ddlas

The Universty of Texas a B Peso;

The Univarsty of Texas - Pan Amarican;

The Universty of Texas of the Parmian Badn,

The Universty of Texas @& San Antonio;

The Univasty of Texes a& Tyle;

The Univarsty of Texas Southwestern Medicd Center & Ddlas,
The Univeraty of Texas Medicd Branch a Gadveson;

The Univeraty of Texas Hedth Soence Center & Houdon;
The Univeraty of Texas Hedth Sdence Center & San Antonio;
The Univeraty of Texas M.D. Anderson Cancer Center; and
The Univarsty of Texas Hedth Center a Tyler,
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together with every other inditution or branch thereof now or heresfter 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 principd amount of $150,000,000.

Section 1.02. RECITALS, TABLE OF CONTENTS, TITLES AND HEADINGS. The
terms and phrases used in the recitas of this Resolution have been included for convenience of
reference only and the meaning, condruction and interpretation of such terms-and phrases for
purposes of this Resolution shal be determined soldy 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
shdl not in any way modify or redtrict any of the terms or provisions hereof and shdl never be
conddered or given any effect in condruing this Resolution or any provison hereof or in
acertaining intent, if any quedtion of intent should arise.

Section 1.03. INTERPRETATION. Unless the context requires otherwise, words of the
sngular number used in this Resolution shal be congtrued to include corrdetive words of the plura
number and vice versa, and words of the masculine gender shdl be congtrued to include corrdative
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 expresdy specified otherwise. The terms “hereof,” “herein,” “hereunder” and
amilar terms shdl refer to this Resolution as a whole and not to any particular provison of this
Resolution. This Resolution and dl the terms and provisons hereof shdl be liberaly construed to
effectuate the provisons set forth herein and to sustain the vdidity of this Resolution.

ARTICLE I
AUTHORIZATION AND TERMS OF THE BONDS

Section 2.01.  AUTHORIZATION AND AUTHORIZED AMOUNT. Pursuant to authority
conferred by and in accordance with the provisons of the Congtitution and laws of the State of
Texas, paticularly article VII, section 18 of the Texas Condtitution, section 65.46, Texas Education
Code, and articles 717k and 717q, Texas Revised Civil Statutes Annotated, al as amended, the
Bonds are hereby authorized to be issued, in the maximum aggregate principa 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 Codis of certain Eligible Projects, dl in
accordance with and subject to the terms, condiitions and limitations contained herein. The Bonds
are Additiona 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 al respects of equd dignity with the Series 1988 Bonds, the 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 shdl be designated: “BOARD OF REGENTS OF THE UNIVERSITY
OF TEXAS SYSTEM PERMANENT UNIVERSITY FUND BOND”; provided that the designation
of eech Bond shdl include a comma a the end of the foregoing name followed by the word
“SERIES’ and the cdendar year during which the Bonds are sold a public sde pursuant to
Section 7.04 of this Resolution. The Bonds shdl be issuable only in fully registered form without
coupons. The Bonds shal be lettered and numbered separately from 1 upward prefixed by the letter
R. Each Bond shdl be in an Authorized Denomination and shdl be dated as of the first cdendar 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 shdl 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 & 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 sde 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 1/8 of 1% or 1/20 of 1%, with dl of the Bonds of the
same maurity bearing the same interest rate, (i) 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 shdl mature and become payable
(either by scheduled maturity or pursuant to mandatory snking fund redemption provisons) 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 Initid 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 shdl 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 shdl bear interest from such next
following interest payment date; provided, however, that if & the time of ddivery 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 pad, then such Bond shdl bear interest from the date to which such interest has
been pad in full.
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Section 204. REDEMPTION PRIOR TO MATURITY. (a) The Bonds are subject to
optional redemption prior to stated meturity on the redemption dates and a the redemption price
st forth in the FORM OF BOND gppearing in this Resolution.  The Bonds shdl be subject to
mandatory dnking fund redemption prior to Sated maturity & a redemption price of par, without
premium, plus accrued interest to the redemption date, in the amounts and on the dates determined
a the public sde hdd pursuant to Section 7.04 of this Resolution.

b ) Notice of any redemption shall be given to the regigered owners of the Bonds
to be redeamed, dl as st forth in the FORM OF BOND gppearing in this Resolution.

(i) In addition to the notice of redemption st forth in the FORM OF BOND, the
Regigrar shdl give natice of redemption of Bonds by mail, fird-dass podtage prepad, a
least 30 days prior to a redemption dete to each registered securities depogtory and to any
netiond information service that disseminates redemption notices  In addition, in the event
of a redemption caused by an advance refunding of the Bonds, the Regidrar shdl send a
second naotice of redemption to the persons oedified in the immediatdy preceding sentence
a least 30 days but not more than 90 days prior to the actud redemption date. Any notice
st to the registered securities depogitories or such nationd information services shdl be
sent S0 that they are recaived a least two days prior to the generd mailing or publication dete
of such notice The Regigrar hdl aso send a natice of prepayment or redemption to the
registered owner of any Bond who has not sent the Bondsin for redemption 60 days &fter the
redemption date. Notwithstanding the foregoing, falure to send, mall or recave any notice
otherwise required by this Subsection 2.04(b)(ii), or any defect therein or in the sending or
maling thereof, shdl not afect the vdidity or effectiveness of the procesdings for the
redemption of any Bond, and it is hereby gpedificaly provided thet the publication of notice
as reguired by the FORM OF BOND shdl be the only noticeactually required in connection
with or as a prereguiste to the redemption of any Bonds or portions thereof.

(iif)  Each notice of redemption, whether required in the FORM OF BOND or in
this Section, shdl contain a description of the Bonds to be redeemed induding the complete
name of the Bonds the dae of issue the intered rates, the maturity dates the CUSIP
numbers, the cartificate numbers the amounts cdled of each catificate, the publication and
mailing dates for the natices, the date of redemption, the redemption price, the names of the
Paying Agent and Regidrar and the address a which the Bonds may be redeemed, induding
a contact person and telephone number.

(v)  All redemption payments made by the Paying Agent to the regisered owners
of the Bonds shdl indude a CUSIP number rdaing to each amount paid to such regidered
owner.
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Section 2.05. MEDIUM AND PLACE OF PAYMENT. The principa and redemption price
of the Bonds shdl be payable, without exchange or collection charges, in lawvful money of the United
Sates of America, to the respective regidered owners thereof upon presentation and surrender
thereof a maturity or upon the date fixed for redemption prior to maturity & the desgnated office
for payment of the Paying Agent. Interes on the Bonds shdl be payable by the Paying Agent on
each interes payment date, by check dated as of such interest payment date, sent by United States
mail, firgd-class podage prepad, to the respective owners thereof, a the address of each such
registered owner as it gopears on the Record Date preceding eech such interest payment date. In
addition, interest may be pad by such other method acoeptable to the Paying Agent requested by,
a the risk and expense of, the repective regisered owners of the Bonds. Any accrued interest due
upon the redemption of any Bond prior to maturity as provided in this Resolution shdl be payable
to the regigered owner thereof a the desgnated office for payment of the Paying Agat upon
presentation and surrender thereof for redemption and payment a such principa office for payment.
Notwithgtanding the foregoing, any payment to Cede & Co., as nominee of DTC, or its regisered
assgns dhdl be made in accordance with exiging arangements among the Board and DTC.

Section 206. FORM OF BOND. (@) The form of dl Bonds issued under this Resolution

dhdl be subgantidly as folows, with such gopropriate variaions, omissons or insartions as ae
permitted or required by this Resolution.
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FORM OF BOND

NO. PRINCIPAL AMOUNT
$

UNITED STATES OF AMERICA
STATE OF TEXAS
BOARD OF REGENTS OF THE UNIVERSTY OF TEXAS SYSTEM
PERMANENT UNIVERSTY FUND BOND,
SFRIES *

INTERESTRATE MATURITY DATE DATED DATE CUSIP NO,

A 100

— Y

ON THE MATURITY DATE spedfied aove the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (the “Board’), being the governing body of The Universty of
Texas System, an agency of the Sae of Texas heeby promisss to pay to
or the regisered assignee hereof (dither beig hereinafter cdled the
“regidered owner”) the prindpa amount of and to pay interest thereon,
caculated on the beds of a 360-day year composed of twelve 30-day months, from the deted date
specified aove to the maturity date specified above, or the date of redemption prior to maturity, a
the interes rate par annum Spedified aoove with interest being payable on the fird January 1 or
July 1 that is a leest gxty days fallowing the dated dete specified above, and semiannudly on eech
January 1 and July 1 theresfter, except thet if the date of authentication of this Bond is later then the
first interest payment date on this Bond, such principa amount shdl bear interest from the interest
payment date next preceding the date of authentication, unless such date of authenticetion is after
any Record Date (herenafter defined) but on or before the next following interest payment date, in
which case such prindpa amount shall beer interest from such next following interest payment date.

THE PRINCIPAL OF AND INTEREST ON this Bond are payadle in lanvful money of the
United States of America, without exchange or collection charges The principd of this Bond shdll
be pad to the regigered owner hereof upon presentation and surrender of this Bond at maturity or
upon the dete fixed for its redemption prior to maturity, a the desgnated office for payment of the
Texas Treasury Safekesping Trust Company in Audin Texas which initidly is the “Paying Agart”
for this Bond. The payment of interes on this Bond shdl be mede by the Paying Agent to the
regisered owner hereof on each interest payment date by check, datied as of such interest payment

*Insat year during which the Bonds are s0ld & public sdle pursuant to Section 7.04 of this
Resolution.
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date, drawn by the Paying Agent on, and payabdle soldy from, funds of the Board required by the
resolution authorizing the issuance of the Bonds (the “Bond Resolution”) to be on depogt with the
Paying Agent for such purpose as hereindfter provided; and such check shdl be sant by the Paying
Agent by United States mall, fird-dass postage prepaid, on each such interest payment date, to the
registered owner hereof, at the address of the registered owner, asit gopeared on the 15th day of the
month next preceding each such date (the “Record Date’) on the Regidration Books kept by the
Board which initidly is the Regigrar for the Bonds, as heranafter 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 shdl be pad to the regigered owner a the desgnated office for
payment of the Paying Agent upon presentation and surrender of this Bond for redemption and
payment a the desgnated office for payment of the Paying Agent. The Board covenants with the
registered owner of this Bond that on or before each principd payment date, interest payment dete,
and redemption date for this Bond it will meke availadle to the Paying Agent, from the “Interes and
Snking Fund” mantaned under the Bond Resolution, the amounts required to provide for the
paymert, in immediady avalable funds, of dl principd of and interes on the Bonds, when due
Notwithstanding the foregoing, during any period in which ownership of the Bonds is determined
by a book entry a a securities depository for the Bonds, payments made to the securities depository,
or its nomineg, shdl be made in accordance with arrangements between the Board and the securities

depogtory.

IF THE DATE for the payment of the prindpd of or interet on this Bond dhdl be a
SAurday, Sunday, a legd hdliday, or a day on which banking inditutions in the aty where the
desgnated office for payment of the Paying Agent is located are authorized by law or executive order
to dosg, then the date for such payment shdl be the next succesding day thet is not a Saturday,
Sunday, legd hdliday, or day on which such banking inditutions are authorized to dose and
payment on such date shdl have the same force and effect as if made on the origind date payment
was due.

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

THIS BOND is one of an issue of Bonds issued in the origind  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
UNIVERSTY FUND VARIABLE RATE NOTES, SERIES A, AND TO PAY THE “PROXECT
COSTS' OF “ELIGIBLE PROECTS’ OF THE UNIVERSTY OF TEXAS SY STEM (the quoted
terms having the meenings st forth in the Bond Resolution).
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On duly 1, 200__,* or on any interest payment date theredfter, the Bonds of this Series may
be redeamed prior to their scheduled maturities, a the option of the Board, with funds derived from
any avalable and lavful source, as a whale or in part in any integra multiple of $5,000 principal
amount, and if in part, the particular Bonds or portions thereof to be redeemed shdl be sdected and
desgnated by the Board (provided that a portion of a Bond may be redeamed only in an integra
multiple of $5,000 principa amount), & a redemption price egud to the principa amount theredf,
without premium, plus accrued interet to the date fixed for redemption; provided that during any
period in which ownership of the Bonds is determined by a book entry & a securities depoditory for
the Bonds, if fewer than dl of the Bonds of the same maturity and bearing the same interest rete are
to be redeamed, the particular Bonds of such maturity and bearing such interest rate shdl be sdected
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 Saries maturing on are ubject to mandatory snking
fund redemption prior to scheduled maturity in the falowing amounts, on the falowing dates a a
price of par, without premium, plus accrued interest to the date fixed for redemption:

Redemption Date Principd
(July 1 Amount
$

The principd amount of the Bonds required to be redeemed on each such redemption date pursuant
to the foregoing operation of the mandatory snking fund shall be reduced, a the option of the Board,
by the principd amount of any such Bonds, which, & leest 45 days prior to the mandatory snking
fund redemption date, (1) shal have been acquired by the Board and ddivered to the Paying Agent
for cancdlation, or (2) shdl have been acquired and cancelled by the Paying Agent @ the direction
of the Board, in ether case of (1) or (2) a a price nat exceeding the par or principd amount of such
Bonds, or (3) shdl have been redeemed pursuant to the optiond redemption provisons st forth
above and nat theretofore credited againgt a mandatory sinking fund redemption. During any period
in which ownership of the Bonds is determined by a book entry a a securities depogtory for the
Bonds if fewer then dl of the Bonds of the same maturity and bearing the same interet rate are to

*Insat the tenth cdendar year following the year during which the Bonds are sold a public e
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 shat be sdlected
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 shdl be published once in a financial
publication, journd, or report of genera circulation among securities deders in the City of New
York, New York (including, but not limited to, The Bond Buver or The Wall Stregt,,Journd) or in
the State of Texas (including, but not limited to, $heuTexah Bontl Regorter. € also s h a | |
be sent by the Regigtrar 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 Regigtrar; provided, however, that the failure to send, mail, or receive such naotice, or any
defect therein or in the sending or mailing thereof, shdl not affect the vaidity or effectiveness of the
proceedings for the redemption of any Bond, and it is hereby specificaly provided that the
publication of such notice as required above shdl be the only notice actudly 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 provison shdl 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 provison for such payment is made, dl as provided above, the Bonds or portions thereof
that are to be so redeemed thereby automaticaly shal be treated as redeemed prior to their scheduled
maturities, and they shall not bear interest after the date fixed for redemption, and they shdl 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 shdl be redeemed, a substitute Bond or Bonds having the same maturity date,
bearing interest a the same rae, in any denomination or denominations in any integra multiple of
$5,000 principal amount, a the written request of the registered owner, and in aggregate principa
amount equa to the unredeemed portion thereof, will be issued to the registered owner upon the
surrender thereof for cancellation, at the expense of the Board, al as provided in the Bond
Resolution.

THISBOND OR ANY PORTION HEREOF IN ANY INTEGRAL MULTIPLE OF $5,000
principal amount may be assgned and shdl be trandferred only in the Regigration Books of the
Board kept by the Regidrar 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 assgnment and
transfer, this Bond must be presented and surrendered to the Registrar, together with proper
ingruments of assgnment, in form and with guarantee of Sgnaures satisfactory to the Regidrar,
evidencing assgnment of this Bond or any portion hereof in any integrd multiple of $5,000 principa
amount to the assgnee or assgnees in whose name or names this Bond or any such portion hereof
is to be transferred and registered. The form of Assgnment 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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assgnmett hereof. A new Bond or Bonds payable to such assignee or assignees (which then will
be the new regisered owner or owners of such new Bond or Bonds), or to the previous regisered
owner in the case of the assgnment and trandfer of only a portion of this Bond, may be ddivered by
the Regidrar in converson of and exchange for this Bond, dl 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 Regidrar’s fees and charges, if any, for making such trander, but the one requedting such trander
shdl pay any taxes or other governmenta charges required to be pad with respect thereto. The
registered owner of this Bond shah be deemed and treated by the Board, the Paying Agent and the
Regidrar as the dosolute owner hereof for dl purposes, induding payment and discharge of ligbility
upon this Bond to the extent of such payment, and the Board, the Paying Agent and the Regidtrar
shdl not be afected by any natice to the contrary.

ALL BONDS OF THIS SERIES are issuable s0oldy asfully regisered bonds, without interest
coupons, in the denominaion of $5000 principd amount or any integrd multiple thereof. As
provided in the Bond Resolution, this Bond, or any unredeemed portion hereof, may, at the request
of the regisered owner or the assignee or assgnees hereof, be converted into and exchanged for a
like aggregate prinapa amount of fully regisered bonds, without interest coupons, payabdle to the
aopropriate regisered owner, assgnee, or assgness, as the case may be, having the same maturity
date, and bearing interest & the same rae, in ay denomination or denominations in any integra
multiple of $5,000 principd amount as requested in writing by the gppropriate registered owner or
assgnee, as the case may be, upon surrender of this Bond to the Regidrar for cancdldion, dl in
accordance with the form and procedures set forth in the Bond Resolution. The Board shdl pay the
Regidra’s dandard or cutomary fees and charges for converting and exchanging any Bond or any
portion thereof, but the one requesing such converson and exchange sdl pay ay taxes or
governmenta charges required to be paid with regpect thereto as a condition precedent to the
exadse of such privilege of converson and exchange

THE REGISTRAR shah nat be required to meke any trander of regidration of this Bond or
any portion hereof, or any converson and exchange hereof(i) with respect to any Bond or portion
thereof cdled for redemption prior to maurity, within 45 days prior to its redemption date or (i)
during the period commencing with the dose of busness on any Record Date and ending with the
opening of busness on the next fdlowing prindpd or interes payment date

WHENEVER the bendfidd owneship of this Bond is determined by a book entry & a
securities depogtory for the Bonds, the foregoing requirements of holding, ddivering or trandfearring
this Bond dhah be modified to require the gppropriate person or entity to meet the requirements of
the securities depogtory as to regigering or trandearring the book entry to produce the same effect.

IN THE EVENT any Paying Agent or Regidrar for the Bonds is changed by the Board,
resgns, or otherwise ceases to act as such, the Board has covenanted in the Bond Resolution that it
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promptly will gppoint a competent and legdly qudified subdtitute therefor, and promptly will cause
written notice thereof to be mailed to the registered owners of the Bonds.

IT ISHEREBY certified, recited, and covenanted that this Bond has been duly and validly
authorized, issued, and delivered, that dl 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 principd of this Bond, and the other Bonds of this Series, are equaly and ratably secured by and
payable from afirg lien on and pledge of the two-thirds interest of The University of Texas System
in the Avalable Univeraty Fund (conssing of the dividends, interest and other income from the
Permanent Universty Fund (less adminidrative expenses), incuding the net income tributable to
the surface of Permanent University Fund land) that is crested and administered under the Texas
Condtitution, as described more fully in the Bond Resolution, dl in accordance with article VII,
section 18 of the Texas Condgtitution, as amended, and other applicable laws.

THE BOARD heretofore has issued its Permanent University Fund Refunding Bonds, Series
1988, its Permanent Universty Fund Refunding Bonds, Series 1991, its Permanent University Fund
Refunding Bonds, Series 19924, its Permanent Universty Fund Bonds, Series 1992B and its
Permanent Universty Fund Refunding Bonds, Series 1996. All of the aforesaid bonds, which will
be outstanding following issuance of the Bonds, also are secured by a first 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 equd dignity in dl respects with the Bonds. The Board has reserved the right, subject to the
regtrictions referred to in the Bond Resolution, (i) to issue Additiona Parity Bonds and Notes that
also may be secured by and made payable from a first lien on and pledge of the aforesaid interest of
The Univerdty of Texas System in the Avaladle Universty 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 approva of the owners of 5 1% in principa
amount of al outstanding bonds and notes that are secured by and payable from a first lien on and
pledge of the aforesaid interest of The Univerdty of Texas System in the Available Universty Fund.

THE REGISTERED OWNER hereof shdl 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 regisered owner thereby
acknowledges al of the terms and provisons of the Bond Resolution, agrees to be bound by such
terms and provisons, acknowledges that the Bond Resolution is duly recorded and available for
ingpection in the officia minutes and records of the Board, and agrees that the terms and provisons
of this Bond and the Bond Resolution congtitute 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 sgned with the manud or
facamile sgnature of the Chairmen of the Board and countersgned with the manud or facamile

sgnaure of the Executive Secretary of the Board, and has caused the officid sed of the Board to
be duly impressad, or placed in facamile, on this Bond.

(facsimile signature) facsimile si
Executive Secretary, Boad of Charman, Board of Regents
Regents of The Univarsty of Texas Sysem of The Univeraty of Texas Sygem
(BOARD SEAL)

(b  The regigraion certificate of the Comptroller shal be affixed or atached to each of
the Initid Bonds and ddl be in subdartidly the folowing form:

OFHCE OF THE COMPTROLLER
OF PUBLIC ACCOUNTS

REGISTER NO.
THE STATE OF TEXAS

| hereby certify thet this Bond has been examined, catified as to vdidity, and goproved by
the Attorney Generd of the State of Texas, and thet this Bond has this day been duly regigtered by
the Comptroller of Public Accounts of the State of Texas.

WITNESS MY HAND AND SEAL OF OFFICE a Audin. Texas this

-

Comptraller of Public Accounts
of the State of Texas
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(¢) A Regigra’s Authentication Certificate shal be printed on each Bond (other then the
Initid Bonds), in subdantidly the folowing form:

REGISTRARS AUTHENTICATION CERTIHCATE
It is hereby certified thet this Bond has been issued under the provisons of the Bond

Resolution desribed in this Bond; and thet the initid Bonds of the series of Bonds of which this
Bond is a pat were goproved by the Attorney Generd of the State of Texas.

Regigrar

Dated:

Authorized Sgneture
(d)  Assgnment provisons shdl be printed on the back of each Bond, in subdantidly the
fdlomng fom:
ASSIGNMENT

FOR VALUE RECEIVED, the undersgned regidered owner of this Bond, or duly authorized
representative or atorney thereof, hereby assgns this Bond to

(Assgnee's Socid (print or type/_vrite Assigneés name
Security or Taxpayer and address, induding Zip code)
Identification  Number)

and hereby irrevocably condtitutes and gppoints

atomey to trander the regigration of this Bond on the Regidra’s Regidration Books with full
power of subdtitution in the premises

EAITO260UNIS L $158004\1 S9TBONDS\RESOL. 11 1S
10/13/97(4: 14)



Dae:

Sgnaure Guaranteed:

NOTICE: This sgnature must be Regigered Owner

guarantesd by a member of the NOTICE This ggnaure must
New York Stock Exchange or a correspond with the name of
commercid bank or trust the Regigered Owner gppearing
compay. on the face of this Bond.

(¢)  The goproving legd opinion of Vinson & Elkins L.L.P., the Board's Bond Counsd,
and the assgned CUSIP numbers may, a the option of the Authorized Representtive, be printed
on the Bonds but nather shdl have any legd effect, and dhdl be soldy for the convenience and
information of the regigered owners of the Bond.

Section 2.07. EXECUTION OF BONDS. The Bonds shdl be executed on behdf of the
Board by the Charman and the Executive Secretary of the Board, by ther manud or facamile
ggnaures, and the offica sed of the Board shdl be impressed or placed in facamile thereon.  Such
facamile sgnatures on the Bonds shdll have the same effect as if each of the Bonds hed been sgned
meanudly and in person by sad officars of the Board, and such facamile sed on the Bonds shdl have
the same dfect as if the official sed of the Board had been manualy impressed upon each of the
Bonds In the event that any officer of the Board whose manud or facsmile Sgnature shl gopear
on the Bonds dhdl cesse to be such officer before the authentication of such Bonds or before the
ddivery of such Bonds such manud or facamile sgnature shal neverthdess be vdid and sufficient
for dl purposes as if such officer had remained in such office

Section 2.08.  AUTHENTI CATION OF BONDS. Exogpt for the Initid Bonds, which shdl
not be authenticated by the Regidrar, dl other Bonds shdl bear an authentication certificate,
subdantidly in the form provided in Section 206 of this Resolution. No Bonds, except for the
Initid Bonds, shdl be deemed to be issued or outstanding, or be vdid or obligatory for any purpose,
or be entitied to any security or bendfit of this Resolution unless and until such Bond has been duly
authenticated by the Regidrar by the execution of the authentication certificate gppearing on such
Bond. The authentication catificate gopearing on ay Bond dhdl be deamed to have been duly
executed by the Regidrar if dated and manudly sgned by an authorized sgnaory of the Regidrar.
It shal not be required that the same sgnatary of the Regidtrar 9gn the authentication catificate on
dl the Bonds

The Regigrar shdl authenticate any Bonds issued in exchange, subdtitution or replacement
of other Bonds by executing the authentication catificate gpopearing thereon, upon stisfaction 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 office 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
50 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, fuily
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 ddivered in conversgon of and exchange for any other Bonds assgned ad
trandered or converted dhdl be in any Authorized Denomingtion requested in writing by the regis:
tered owner or assignee thereof, shdl have dl the characteridics and shdl be in the form prescribed
in the FORM OF BOND s forth in this Resolution, shdl be in the same outdanding aggregate
principal amount and shdl have the same principa maturity date and bear interest a the same rae
as the Bonds for which they are exchanged. The Board shdl pay the Regidrar’'s fees and charges
if any, for meking such trander or converson and ddivery of a subgtitute Bond, but the one request-
ing such trandfer shdl pay any taxes or other governmenta charges required to be paid with respect
thereto. The Regidrar dhdl not be required to meke any trandfer of regigration, converson and
exchange, or replacement (i) of any Bond or any portion thereof during the period commencing with
the dose of busness on ay Record Dae and ending with the opening of busness on the next
falowing principa or interest payment date or (i), with respect to any Bond or any portion thereof
cdled for redemption prior to meturity, within 45 days prior to its redemption dete

() If aportion of any Bond shdl be redeemed prior to its scheduled maurity as provided
herein, a subdtitute Bond or Bonds having the same maturity date, bearing interest & the same rate,
in ay Authorized Denomingtion requested by the regigered owner, ad in aggregae principd
amount equa to the unredeamed portion thereof, will be issued to the regisered owner upon
surrender thereof for cancdlation, a the expense of the Board.

(d) In the event any outdtanding Bond is damaged, mutilated, logt, solen, or destroyed,
the Regigrar shdl cause to be printed, executed, and ddivered a new Bond of the same princpd
amount, maturity, and interest rate as the damaged, mutilated, log, solen, or destroyed Bond, in
replacement for such Bond in the manner hereindfter provided.

Application for replacement of damaged, mutilated, log, Solen, or destroyed Bonds shdl be
made to the Regidrar. In every case of loss theft, or destruction of a Bond, the gpplicant for a
replacement bond shdl furnish to the Board and to the Regidrar such security or indemnity as may
be required by them to save each of them harmless from any loss or damage with repect thereto.
Also, in evary case of loss theft, or destruction of a Bond, the gpplicant shdl furnish to the Board
and to the Regidrar evidence to thelr satifaction 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 gpplicant shdl surrender to
the Regidrar for cancdlation the Bond so damaged or muitilated.

Notwithdanding the foregoing provisons of this Section, in the event any such Bond gl
have maured, and no default has occurred which is then continuing in the payment of the principa
of or interes 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) indead of isuing 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 Regidrar shdl charge the owner of such
Bond with dl legd, printing, and other expenses in connection therewith. Every replacement bond
issued pursuant to the provisons of this Section by virtue of the fact that any Bond is logt, gdlen,
or destroyed shdl condtitute a contractud obligation of the Board whether or nat the logt, olen, or
destroyed Bond shdl be found a any time, or be enforcesble by anyone, and shdll be entitled to all

the benfits of this Resolution equaly and proportionately with any and dl other Bonds duly issued
under this Resolution.

(¢}  The Regigrar shdl convert and exchange or replace Bonds as provided herein, and
eech fully regigered Bond ddivered in converson of and exchange for or replacement of any Bond
or portion thereof as permitted or reguired by any provison of this Resolution shdl condtitute one
of the Bonds for dl purposes of this Resolution, and may again be converted and exchanged or
replaced. No additiond ordinances, orders, or resolutions need be passed or adopted by the Board
or any other body or person 0 as to accomplish the foregoing converson and exchange or replace-
ment of any Bond or portion thereof. For purposes of Section 6 of aticdle 717k-6, Texas Revised
Civil Statutes Annotated, as amended, this Section of this Resolution shdl condtitute authority for
the issuance of any subdtitute, 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 Bondsiis
hereby authorized and imposad upon the Regidrar, and the Regisrar shdl authenticate and ddiver
such Bonds in the form and manner and with the efect provided in this Resolution. Upon the
execution of the Regidrar’s authentication cartificate gopearing on any converted and exchanged or
replaced Bond, the converted and exchanged or replaced Bond shdl be vaid, incontesable, and
enforcegble in the same manngr and with the same efect as the initid Bonds origindly issued
pursuant to this Resolution, gpproved by the Attorney Generdl.

® Notwithganding the foregoing, the Regidrar shdl not be regquired to meke any
trander of regigration of any Bond (or portion thereof), or any converson or exchange of any Bond
(or portion thereaf) (i) with respect to any Bond (or portion thereof) cdled for redemption prior to
maurity, within 45 days prior to the goplicdble redemption date, or (i) during the period
commenang with the dose of busness on any Record Date and ending with the opening of business
on the next falowing prindpd or interest payment date

Section 210. BOOK-ENTRY ONLY SYSTEM. The Initid Bonds shdl be ddivered
agand payment to the successul bidder a the public sde hedd pursuant to Section 7.04 of this
Resolution.  Such successful bidder shdll be required to promptly surrender the Initid Bonds to the
Regidrar for exchange. Bonds issued in exchange shdl be regigtered in the name of Cede & Co.,
as nominee of DTC, as regidered owner of the Bonds and hdd in the cusody of DTC.  Unless
othewise requested by DTC, a angle catificate will be issued and ddivered to DTC for each
maturity of the Bonds. Bendfidd owners of Bonds will not recave physcd ddivery of Bond
catificates except as provided hereindfter. For so long as DTC dhdl continue to sarve as securities
depogdtory for the Bonds as provided heran, dl tranders of beneficdd ownership interests will be
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made by book-entry only, and no investor or other party purchasing, sdling or otherwise transferring
beneficia ownership of Bonds is to recelve, hold or deliver any Bond certificate.

With respect to Bonds registered in the name of Cede & Co., as nominee of DTC, the Board,
the Paying Agent and the Registrar shdl have no responshility or obligation to any DTC Participant
or to any person on whose behdf a DTC Participant holds an interest in the Bonds.  Without limiting
the immediatdly preceding sentence, the Board, the Paying Agent and the Registrar shal have no
respong bility or obligation with respect to (i) the accuracy of the records of DTC, Cede & Co. or any
DTC Paticipant with respect to any ownership interet in the Bonds, (ii) the ddivery to any DTC
Participant or any other person, other than a registered owner of the Bonds, as shown on the
Regidration 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 Regigtration Books, of any amount with respect to principa of or premium,
if any, or interest on the Bonds.

Replacement Bonds may be issued directly to beneficid 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 shal become effective no less than 90 days after
written notice to such effect to the Board, the Paying Agent and the Regidrar); or (ii) the Board has
advised DTC of its determination (which determination is conclusve as to DTC and beneficid
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 conclusve as to DTC and the
beneficid owners of the Bonds) that the interests of the beneficiad owners of the Bonds might be
adversdly affected if such book-entry only system of trandfer is continued. Upon occurrence of any
of the foregoing events, the Board shdl use its best efforts to atempt to locate another qudified
securities depository. If the Board fails to locate another qualified securities depository to replace
DTC, the Board shdl cause to be. authenticated and delivered replacement Bonds, in certificate form,
to the beneficid 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 provisons to notify the beneficid owners of Bonds of such
determination by mailing an appropriate notice to DTC, it shal cause to be issued replacement
Bonds in certificate form to beneficid owners of the Bonds as shown on the records of DTC
provided to the Board.

Whenever, during the term of the Bonds, the beneficid ownership thereof is determined by
a book entry a 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 regigtering or transferring the book entry to produce the same effect.
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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 officers 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 shall 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 shall 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 shall 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 shall 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 shall 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 shall 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 Annotated, 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 sarvices with respect to the payment of the principa 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 dl times while the Bonds are outstanding, the Board
will provide a competent and legdly qudified bank, trust company, financid inditution, or other
agency to act as and perform the services of Paying Agent and Regigtrar 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 sarving as securities depository for dl of the outstanding Bonds,
the Trust Company may be the Paying Agent and the Board may be the Regigtrar. The Board
reserves the right to, and may, at its option, change the Paying Agent or the Registirar upon not less
than 120 days written notice to the Paying Agent or the Regidtrar, as appropriate, to be effective not
later than 60 days prior to the next principa or interest payment date after such notice. In the event
thet the entity a any time acting as Paying Agent or Regisirar (or its successor by merger, acquisS-
tion, or other method) should resign or otherwise cease to act as such, the Board covenants that it
will promptly gppoint a competent and legdly qudified bank, trus company, financd inditution,
or other agency to act as Paying Agent and Registrar under this Resolution. Upon any change in the
Regidrar, the previous Regidrar promptly shdl transfer and deliver the Regidration Books (or a
copy thereof), dong with al other pertinent books and records relating to the Bonds, to the new
Registrar designated and gppointed by the Board. Upon any change in the Paying Agent or the
Regidrar, the Board promptly will cause a written notice thereof to be sent by the new Paying Agent
or Regidtrar, as appropriate, to each registered owner of the Bonds, by United States mail, first-class
postage prepaid, which notice dso shdl give the address of the new Paying Agent or Regidrar, as
appropriate. By accepting the position and performing as such, each Paying Agent and Registrar
shdl be deemed to have agreed to the provisons of this Resolution, and a certified copy of this
Resolution shal be delivered to each Paying Agent and Regidtrar.

Section 2.16. INITIAL BONDS, APPROVAL BY ATTORNEY GENERAL;
REGISTRATION BY COMPTROLLER. There shdl be one Initid Bond for each maturity,
numbered consecutively in the order of their maturity. Each Initid Bond shdl be regigered in the
name, or at the direction, of the successful bidder a the public sde of the Bonds held pursuant to
Section 7.04 of this Resolution. The Initid Bonds shdl be submitted to the Attorney Generd for
gpprova and shdl be registered by the Comptroller.
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ARTICLE Il

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

Section 3.01. SECURITY AND PLEDGE. Pursuant to the provisons of section 18 of
aticle VII of the Texas Conditution, as amended, dl the Bonds, and any Additionad Parity Bonds
and Notes hereafter issued, and the interest thereon, shdl be and are hereby equdly 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 Universty Fund.

Section 3.02. PAYMENT OF BONDS AND ADDITIONAL PARITY BONDS AND
NOTES. (8 The Comptroller previoudy has established and shdl maintain in the State Treasury
a fund to be known as “Board of Regents of The Universty of Texas System Permanent University
Fund Bonds Interest and Sinking Fund.” The Board and the officers of the System shdl 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 Universty of Texas Sysem Available Universty 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 principa of, premium, if any, or interest on the Bonds and the
Additiona Parity Bonds and Notes, when issued, is due and payable, whether by reason of maturity
or optional or mandatory redemption prior to maturity, and (i) 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 principa, premium and interest which will come due on the Bonds and Additiond 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 Additiona Parity Bonds or Notes are issued pursuant to the provisons 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, subgtantialy the same
procedures as provided above shdl be followed in connection with paying the principd 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 Additiona Parity Bonds.or Notes. In the event that
any such Additiona Parity Bonds or Notes are made redeemable prior to maturity, the resolution or
resolutions authorizing the issuance of such Additiond Parity Bonds or Notes shdl 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 1992 A
Bonds, the Series 1992B Bonds, the Series 1996 Bonds, the Bonds and any Additional Parity Bonds
and Notes, when issued, the baance of the Interest of the System in the Available University Fund
each year shal 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 shdl have full power a any time and from time to time, to authorize, issue, and ddiver
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 ingdalments 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 Conditution, as amended, or in any
amendment hereafter made to said article VI, section 18 of the Texas Condtitution; or for refunding
purposes as provided by law. Such Additional Parity Bonds and Notes, when issued, and the interest
thereon, shall be equdly and ratably secured by and payable from a firg lien on and pledge of the
Interest of the System in the Avallable Universty 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 Additiona Parity Bonds and Notes, when issued, and the interest thereon, shdl be on a parity and
in al respects of equa 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 ingtalment or series of Additiond Parity Bonds or Notes shdl be issued

and delivered unless the Authorized Representative, or some other officer of the System designated
by the Board, executes.

(@) a certificate to the effect that for the Fisca Year immediately preceding the
date of sad cetificae the amount of the Interest of the System in the Available Universty
Fund was at least 1-1/2 times the average annual Principd and Interest Requirements of the
ingtalment or series of Additiona Parity Bonds or Notes then proposed to be issued and dl
then outstanding PUF Bonds that will be outstanding after the issuance and ddivery of sad
proposed instdlment or series, and

(b) a certificate to the effect that the tota principa amount of(i) al Bonds and
Additiona Parity Bonds and Notes and (i) dl 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 alien
on and pledge of the Interest of the System in the Available Universty Fund, that will be
outstanding after the issuance and ddivery of the ingtadlment or series of Additiond Perity
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 red edtate) a the time
the proposed series or ingtalment of Additional Perity Bonds or Notes is issued.

For purposes of cdculating the Principa and Interest Requirements under this Section with respect
to any obligations of the Board bearing interest at interest rates that are variable or adjustable, the
“maximum rate then permitted by law,” for purposes of the definition of “Principa and Interest
Requirements’ set forth in Section 1 .0 1 hereof, shal be deemed to be the maximum “net effective

interest rate’ permitted under article 717k-2, Texas Revisad 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-gpplicable 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 Conditution, as amended, including
any amendment hereefter made to said aticle VII, section 18 of the Texas Condtitution, for the

support and maintenance of The Universty of Texas a Audtin or System administration does not

and shall not condtitute an obligation secured by and payable from a lien on and pledge of the Interest
of the Sysem in the Avalable Universty Fund.

ARTICLE IV
REMEDIES
Section 4.01. REMEDIES. Any owner or holder of any of the Bonds or Additiond Pearity
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, shdl have the
right to ingtitute mandamus proceedings against the Board or any other necessary or gppropriate 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:

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

(b) That the Board will restrict expenditures for administering the Permanent University
Fund to a minimum conggtent with prudent business judgment;
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(c) That the Board duly and punctudly will pay or cause to be paid the principa 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 cdled for redemption prior to maturity, and will cause to be
redeemed prior to maturity, al 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 a al times will observe fully dl covenants, undertekings and provisons contained in
this Resolution and in the aforesaid obligations, and

(d) That, except for the PUF Bonds, and the interest thereon, the Board will not a any
time create or adlow to accrue or exist any lien or charge upon the Permanent University Fund or the
Interest of the System in the Avallable Universty Fund, unless such lien or charge is made junior
and subordinate in dl 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
Sydem in the Avallable Universty Fund is specificaly 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 officers of the System, and the Board will, subject to the provisons
hereof, continuoudy 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 shdl 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 teke 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 shdl not be required to comply with any particular requirement
of this Article VI if the Board has received a Counsd’s Opinion that such noncompliance will not
adversdly affect the excluson from gross income for federa income tax purposes of interest on the
Bonds or if the Board has received a Counsd’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 Counsd’s Opinion shdl conditute
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 al 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, shal mean the proceeds from the sale of the portion of the Bonds
issued to pay Project Codts of Eligible Projects and the proceeds from the sde of the Refunded

Notes, as the case may be, including, in each case, investment earnings on such proceeds, less
accrued interest.

(a) The Board has limited and will limit the amount of origind or invesment proceeds
of the portion of the Bonds issued to pay Project Codts of Eligible Projects and of the Refunded
Notes to be used (other than use as a member of the generd public) in the trade or business of any
person other than a governmenta 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 individua, corporation, partnership, unincorporated
associdtion, or any other entity capable of carrying on a trade or business, and the term “trade or
busness’ means, with respect to any natura person, any activity regularly carried on for profit and,
with respect to persons other than naturd persons, any activity other than an activity carried on by
a governmentad 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 guiddines set forth in
Revenue Procedure 97-13, including any revisons or amendments thereto, shah condtitute 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 governmentd unit if such use is unrelated to the governmental purpose of the Bonds or the
Refunded Notes, as appropriate. Further, the amount of private-use proceeds of the portion of the
Bonds issued to pay Project Codts 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 Codsts of
Eligible Projects or of the Refunded Notes, as appropriate, expended for the governmenta purpose
of the Bonds or Refunded Notes to which such excess private-use proceeds relate.

(© 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 governmenta units

Section 6.03. NO FEDERAL GUARANTY. The Board covenants and agrees not to take
any action, or knowingly omit to teke any action within its control, that, if taken or omitted,
respectively, would cause the Bonds to be “federdly guaranteed” within the meaning of section

149(b) of the Code and gpplicable 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 agress that
not more than 50 percent of the proceeds of the portion of the Bonds issued to pay Project Cods of
Eligible Prgects will be invesed in nonpurpose invesments (as defined in section 148(f)(6)(A) of
the Code) having a subdatidly guarantesd yidd for four years or more within the meaning of
section 149(g)(3)(A i) of the Code, and the Board reasonably expectsthat a least 85 percent of the
spendable proceeds of the portion of the Bonds issued to pay Project Codts of Eligible Projects will
be used to cary out the governmental purposss of the Bonds within the corresponding three-year
period beginning on the date the Bonds are issued. Furthermore, the Board represents that not more
then 50 percent of the proceeds of the Refunded Notes was invested in nonpurpose invesments (as
defined in section 148(t)(6)(A) of the Code) having a subdantidly guaranteed yidd for four years
or more within the meening of saction 149(g)(3)(A)i) of the Code, and the Board ressonably
expected a the time the Refunded Notes were issued that a least 85 percant of the gpendable
proceads of such issue would be usad to carry out the governmenta purposes of such issues within
the corresponding three-year period beginning on the respective dates of issue of such Refunded
Notes.

Sction6.05. NO-ARBITRAGE COVENANT. The Boad sl catify, through the
Authorized Representative that based upon dl facts and estimates known or reasonably expected to
be in exigence on the date the Bonds are ddivered, 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 gpplicable regulaions thereunder.
Moreover, the Board covenants and agrees thet it will make such use of the proceads of the Bonds
induding interes or other investment income deived from procesds of the Bonds regulae
invesments of proceeds of the Bonds, and take such other and further action as may be required o
thet the Bonds will nat be “arbitrage bonds’ within the meaning of section 148(a) of the Code and
goplicable regulaions  thereunder.

Section 6.06.  ARBITRAGE REBATE.. The Board will take al necessary steps to comply
with the requirement tha certain amounts eaned by the Board on the invesment of the “gross
procesds’ of the Bonds (within the meaning of saction 148(£)(6)(B) of the Code) be rebated to the
fedard government. Spedificdly, the Board will (i) maintain records regarding the invesment of
the gross proceads of the Bonds as may be required to cdculate the amount earned on the invesment
of the gross proceads of the Bonds separatdy from records of amounts on depost in the funds and
accounts of the Board dlocable to other bond issues of the Board or moneys that do not represent
gross proceeds of any bonds of the Board, (ii) cdculae a such times as are required by gpplicable
regulations, the amount eaned from the invesment of the gross proceeds of the Bonds tha is
required to be rebated to the federd government, and (jii) pay, not less often then every fifth
aniversy of the date of ddivery of the Bonds, dl amounts required to be rebated to the federd
government. Further, the Board will not indirectly pay any amount otherwise payable to the federd
government pursuant to the foregoing requirements to any person other then the federd government
by entering into any investment arrangement with repect to the gross proceeds of the Bonds thet
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might result in a reduction in the amount required to be pad to the federd government because such
arangement results in a smdler profit or larger loss then would have resulted if the arrangement had
been a am's length and had the yidd on the issue nat been rdevant to ether party.

Section 6.07.  INFORMATION REPORTING. 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 caendar
month after the dose of the cdendar quarter in which the Bonds are issued, an information atement

concarning the Bonds, dl under and in accordance with section 149(e) of the Code and gppliceble
regulations  thereunder.

Section 6.08. CONTINUING OBLIGATION. Notwithdanding any other provison of this
Resolution, the Board's obligaions under the covenants and provisons of this Artide VI dhdl
aurvive the defeasance and discharge of the Bonds

ARTICLE VII
MISCELLANEOUS PROVISIONS

Section 7.01.  INDIVIDUALS NOT LIABLE. All covenants dipulations, obligations, and
agreaments of the Board contained in this Resolution shdl be deemed to be covenants, dipulations,
obligations, and agreements of the Sysem and the Board to the full extent authorized or permitted
by the Conditution and laws of the Stae of Texas No covenat, dipulaion, obligaion, or
agreament herein contained shdll be deamed to be a covenant, stipulaion, obligation, or agreement
of any member of the Board or agent or employee of the Board in hisindividua cgpadity and neither
the members of the Board nor any officer thereof dhdl be lidde pasondly on the Bonds or
Additiond Paity Bonds or Notes when issued, or be subject to any persond lighility or
accountability by resson of the issuance theredf.,

Section 7.02. DEFEASANCE OF BONDS. (a) Any Bond and the interet thereon shdl be
deemed to be pad, retired, and no longer outdanding within the meaning of this Resolution, except
to the extent provided in subsection (€) of this Section, when the payment of dl princpa and interest
payable with repect 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) ether (i) shdl have been made or caused
to be made in accordance with the terms thereof (induding the giving of any required notice of
redemption), or (i) shal have been provided for on or before such due date by irrevocably deposting
with or making avalable to the Paying Aget for such paymet (1) lavful money of the United
Saes of Ameica sufficient to make such payment or (2) Government Obligations that meture as
to prindpd and interest in uch amounts and & such times as will insure the avalldblity, without
reinvesment, of sufficdent money to provide for such payment or (3) any combination of (1) and (2)
above, and when proper arangements have been made by the Board with the Paying Agent and the
Regidrar for the payment of thair services until after al 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 Universty Fund, and such principa and
interest shdl be payable soldy from such money or Government Obligations, and shdl not be
regarded as outstanding for the purposes of Section 3.04 hereof or any other purpose.

(b) Any moneys so depodsited with or made available to the Paying Agent also may be
invested & the written direction of the Board in Government Obligetions, maturing in the amounts
and times as hereinbefore set forth, and all income from such Government Obligetions 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.

(c) Until dl Defeased Bonds shdl have become due and payable, the Paying Agent and
the Regigrar shdl perform their respective services as Paying Agent and Regigtrar, 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. (@) The owners of PUF Bonds
aggregating 5 1% in principd amount of the aggregate principa amount of then-outstanding PUF
Bonds shdl have the right from 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 shdl permit or be congtrued to permit, without the gpprova
of the owners of dl of the outstanding PUF Bonds, the amendment of the terms and conditions in
said resolutions or in any PUF Bond 0 as to:

(1) Make any change in the maturity of the outstanding PUP Bonds,
(2) Reduce the rate of interest borne by any of the outstanding PUF Bonds;
3) Reduce the amount of the principal payable on the outstanding PUF Bonds,

(4) Modify the terms of payment of principad of or interest on the-outstanding PUF
Bonds, or impose any conditions with respect to such payment;

(5) Affect the rights of the owners of less than dl of the PUF Bonds then outstanding;
or

(6) Change the minimum percentage of the principa amount of PUP Bonds necessary
for consent to such amendment.

FAITO264WUNI? 1 8\53004\1 99 TBONDS\RESOL. || 33
1V13597(4:14) I

= 63 =



(b If a&any time the Boad shdl desire to amend a resolution under this Section, the
Board shdl cause notice of the proposed amendment to be published in a financd newspgper or
journd published in the City of New York, New Y ork, once during each calendar week for a least
two successve cdendar weeks. Such natice shdl st forth briefly the naure of the proposed
anendment and shdl dae that a copy thereof is on file & the principd office of each paying
agent/regigtrar for the PUF Bonds for ingpection by al owners of PUF Bonds.  Such publication is
not reguired, however, if notice in writing is given to each owner of PUF Bonds

(c)  Whenever a any time not less then thirty days, and within one year, from the déte of
the first publication of sad notice or other sarvice of written notice of the proposed amendment the
Board dhdl recaive an ingrument or indruments executed by the owners of & least 51% in aggregate
prindpa amount of dl PUF Bonds then outstanding, which indrument or indruments sl refer to
the proposed amendment described in said notice and which spedificaly consent to and gpprove such
amendment in subdantidly the form of the copy thereof on file as aoresad, the Board may adopt
the amendatory resolution in subgtantidly the same form.

(d  Upon the adoption of any amendaory resolution pursuant to the provisons of this
Sction, the resolution being amended shdl be deemed to be amended in accordance with the
amendatory resolution, and the respective rights, duties, and obligations of the Board and dl the
ownes of then outdanding PUF Bonds and dl future PUF Bonds theregiter shdl be determined,
exerdsad, and enforced hereunder, subject in dl respects to such amendmentt.

() Any consat given by the owner of a PUF Bond pursuant to the provison of this
Section dhdl be irrevoceble for a period of 9x months from the dete of the firgt publication or other
savice of the natice provided for in this Section, and shdl be condusive and binding upon dl future
owners of the same PUF Bond during such period.  Such consent may be revoked a any time after
sx months from the date of the first publication of such natice by the owner who gave such consert,
or by a successor in title, by filing notice thereof with the Registrar for such PUF Bonds and the
Board, but such revocation shdl not be effective if the owners of 5 1% in aggregate prindipd amount
of the then-outstanding PUF Bonds as in this Section defined have, prior to the attempted revocation,
consented to and gpproved the amendment.

® For the purpose of this Section the ownership and other matters rdating to dl PUF
Bonds shdl be determined from the regigtration books kept for such bonds by the respective paying
agent/regidrar  therefor.

Section 7.04.  ISSUANCE AND SALE OF BONDS. (g) The Authorized Representative is
hereby authorized to act for and on behdf of the Board in connection with the issuance and sde of

the Bonds. In that capadity, the Authorized Representative, acting for and on behdf of the Board,
shdl determine the date for issuance and sde of the Bonds, the totd amount of Bonds to be issued
and s0ld, and the particular Refunded Notes to be refunded by the Bonds.
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(b)  The Bonds dhdl be sold by compstitive bid a public de Prior to the date of
‘public sde, the Authorized Representative, acting for and on behdf of the Board, shdl cause (i)
an agoproprite notice of e, in a form goproved by the Authorized Represantative, to be
published a lees one time in a finandd publication, journd or report of generd drculaion
among securities deders in the City of New Yok (induding, but nat limited to, The Bond Buyer
or The Wall Sregt Journal), or in the Sae of Texas (induding, but not limited to, The Texas
Bond Reporter), and (ii) an offidd datement, dong with a natice of sde and bidding instructions
and an offidd bid form, to be provided to each bidder, such documents to be in subgantidly the
forms presented to the Board on the date of this Resolution, which forms are hereby gpproved, but
with such changes and completions as the Authorized Representative may goprove, induding such
changes and completions to the offidd daement as the Authorized Represantaive may deem
necessaty or gopropriate to enable the Authorized Represantative, acting for and on bendf of the
Board, to deem the official Satement to be find as of its date, except for such omissons as ae
permitted by Rule 15¢2-12 of the Securities and Exchange Commisson (“Rule 15¢2-12"). Each
bidder dhdl be dlowed to name the price for the Bonds, the principd 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 percant of the par amount thereof (plus accrued
interes from the dete of the Bonds to the date of ddivery thereof agangt payment therefar), (ii)
the prindpa amortization schedule named for the Bonds mugt indude scheduled maturities or
mandatory snking fund redemption requirements on each of the maturity detes oeaified in Section
203 of this Resolution, (jii) the interest rate or rates named for the Bonds mugt comply with
Saction 203, and (iv) the principal amortization schedule and interest rate or rates SO named must
produce subdantidly level debt service on the Bonds during the Bond Years ending on July 1 of
the years 1999 through 2018, both indusive, such that the highest totd debt service on the Bonds
during any such Bond Year does not exceed the lowest totd debt service on the Bonds during any
such Bond Year by more than $10,000. The Authorized Representetive, acting for and on behdf
of the Board, sdl, subject to the right to rgect any or dl bids and to wave ay irregulaities
award the sde of the Bonds to the bidder whose bid produces the lowest true interest codt to the
Board, such interes cos being the rate obtained by doubling the semi-annual interest rate
(compounded semi-annudly) necessary to discount the prindpd and interes 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 shdl not indude the amount of interest accrued
on the Bonds from their dete to the dete of delivary thereof aganst payment therefor. Within
seven busness days dfter the awvard of the sde of the Bonds, the Authorized Representetive, acting
for and on behdf of the Board, shdl cause a supplement to the offidd Satement (setting forth the
principd amortizetion schedule, the interest rates and price or yidd for the Bonds and such
additiond informetion, if any, s0 thet the supplement and the offidd daement shdl conditute a
find offidd gaement for purposes of Rule 15¢2-12) to be provided to the successful bidder in
compliance with Rule 15¢2-12. The official Satement and the supplement may be used by the
successful bidder in the reoffering of the Bonds
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(c) Following the avard of the sde of the Bonds the Authorized Representative dhdl

notify the Paying Agent in writing of the identity of the purcheser of the Bonds and of the fallowing
terms for the Bonds daed date prindpa amount; date for issue maturities mandatory snking
fund redemption provisons rae or raes of interest; and first interet payment date The
Authorized Representative shdl ddiver the Initid Bonds to the purcheser thereof againg payment
therefor. Incdent to the ddivary of the Bonds the Authorized Representative shdl execute:

(1) acatificae to the effect that for the Fscd Year immediaidy preceding the
date of sad catificate the amount of the Interest of the Sysem in the Avalladle Universty
Fund wes & least 1-1/2 times the average annual Prindpa and Interest Reguirements
(caculaed in the manner described in Section 3.04 of this Resolution) of the Bonds and dl
then outsanding PUF Bonds thet will be outdanding after the issuance and ddivery of the
Bonds,

(2) acdtificate to the effect tha the totd principd amount of (g) dl Bonds and
Additiond Parity Bonds and Notes and (b) dl ather obligations of the Board, induding but
not limited to the Saries 1988 Bonds, the Series 1991 Bonds, the Saries 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 Sydem in the Avallade Univeraty Fund, that will be
outsanding after the issuance and ddivery of the Bonds will not excead 20% of the cost
vaue of invesments and other assets of the Permanent Univeraty Fund (exdugve of red
edae) a the time the Bonds are issued, provided that any obligation of the Board thet is
payable from amounts gopropriated, pursuant to atide VII, section 18 of the Texas
Condiitution, as amended, induding any amendment heredfter made to sad atide VI,
section 18 of the Texas Conditution, for the support and maintenance of The Universty of
Texas a Audin or Sysem adminidration does not and shdl not conditute an obligation
secured by and payadle from a lien on and pledge of the Interest of the Sysem in the
Avalade Universty Fund,

a catificate to the effect that dl action on the part of the Board necessary for
the vdi |$Ja1ceof the Bonds issued has been taken, that such Bondsha/ebeen isued in
compliance with the terms of this Resdlution; and ~

4)  acetificate to the effect thet the Board is in compliance with the covenants
s forth in Artides V and VI of this Resolution as of the date of such catificate

Section 7.05. APPLICATION OF BOND PROCEEDS. Proceeds from the sde of

the Bonds shdl, promptly upon recapt thereof, be applied by the Authorized Represantative as
follows
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) accrued interest shdl be deposited into the Interes and Sinking Fund;

(i)  the remaning procesds from the sde of the Bonds dhdl, to the extent required, be
applied to establish an escrow fund in an amount, together with investment earnings
thereon, suffident to accomplish the discharge and find payment of the Refunded
Notes in accordance with Section 7.06 of this Resolution, to fond the Congruction
Account in accordance with Section 7.07 of this Resolution and, to the extent not
otherwise provided for, to pay dl expenses aidng in connection with the issuance
of the Bonds and the refunding of the Refunded Notes and

(i) except as otherwise required by Section 7.07 of this Resolution, any proceeds of the
Bonds remaning after meking dl such deposits and payments shdl be depodted into
the Interes and Sinking Fund.

Section 7.06. REFUNDING OF REFUNDED NOTES. The discharge and defeasance of

the Refunded Notes shdl be effected pursuant to the terms and provisons of the Escrow Agreement.
The Authorized Representative, acting for and on behdf of the Board, is aso hereby authorized to
execute and ddiver the Escrow Agreemeant, in subgtantialy the form submitted a this meting, with
such changes therein as the Authorized Representative executing the same may gpprove, such
goprova to be condusvey evidenced by such execution thereof. To assure the purchese of the
“Escrowed Securities’ referred to in the Escrow Agreement, the Authorized Represantative, acting
for and on behdf 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 &
such rates as may be provided for in the Escrow Agreement, and to execute any and dl subscriptions,
purchase agreaments, commitments, letters of authorization and other documents necessary to
effectuate the foregoing.
The Authorized Representetive, acting for and on behdf of the Board, shdl sgn and othewise
execute and ddiver such natices, indructions, cetificate, indruments and other documents as may
be necessary or convenient to accomplish the refunding of the Refunded Notes as st forth herein
and in accordance with their terms. It is hereby found and determined thet the refunding of the
Refunded Notes is advisable and necessary in order to redructure the debt service requirements of
the Board s0 as to fix the borrowing cogt of the Board for finandng the fadilities financed through
the issuance of the Refunded Notes for the long term a favorable rates -

Section 7.07. CONSTRUCTION ACCOUNT. (@) Them is hereby edablished a separate
account desgnated as the “Board of Regents of the Universty of Texas Sydem Parmanent
Universty Fund Bond Condruction Account” (the “Condruction Account”). The Condruction
Account shdl be maintained by the Board in an official depogtory of the Sysem. Money on depogt
or to be deposited in the Congruction Account shdl remain therein until from time to time expended
for Project Codts of Eligible Projects, and shdl not be used for any other purposes whatsoever,
exoegpt as othewise provided beow. Pending the expenditure of money in the Condruction
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Account, monies deposted 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
invesments in the Condruction Account shdl be reained in the Condruction Acocount. Any
amounts remaning in the Condruction Account and not antidpated to be nesded for the payment
of Prgject Codts of Eligible Prgjects shdl be trandared to the Interest and Sinking Fund.

(b) Concurrently with the issuance and ddivery of the Bonds to the purcheser thereof agandt
payment therefor, the balance of the proceeds of sde of the Bonds (other than accrued interest which
dhdl be deposted into the Interest and Sinking Fund), remaning after the depost required by
Saction 7.06 of this Resolution, shdl be deposited into the Condruction Account and used for the
purposes st forth above.

Section 7.08. DTC LETTER OF REPRESENTATION.  The Authorized Representative,
acting for and on behdf of the Board, is hereby authorized and directed to gpprove, execute and
ddiver, if deamed necessty or advissble by sad Authorized Representdive, a Letter of
Representation with DTC with respect to the Bonds to implement the book-entry only sysem of
Bond regidration, such goprovd to be condusdvey evidenced by the Authorized Represantative's
execution theredf.

Section 7.09.  CONTINUING DISCLOSURE UNDERTAKING. (a) Annud Reports. The
Board sl provide annualy to eech NRMSIR and any SID, within Sx months after the end of esch
FHscd Year ending after the public sdle of the Bonds pursuant to Section 7.04 of this Resolution,
finendd information and operding data with respect to the Permanent Univeraty Fund and the
Interest of the Sygem in the Available Universty Fund of the generd type induded in the find
Offidd Statement authorized by Section 7.04 of this Resolution, being the information described
in Exhibit A hereto. Any finanda Satements with repect to the Permanent Univeraty Fund o to
be provided shdl be (1) prepared in accordance with the accounting principles described in Exhibit
A hereto ad (2) audited, if the Board commissons an audit of such datements and the audit is
completed within the period during which they mugt be provided. If audited finandd Satements
with respect to the Permanent University Fund are not o provided within the required period, then
the Boad dhdl provide uneudited finendd datements with respect to the Permanent Universty
Fund for the gpplicable Fiscd Year to eech NRMSIR and any SID, and shdll file audited financid
Satements with respect to the Permanent Universty Fund when and if audited finendd datements
become avalable. If audited financial Saements are not prepared with respectto the Permanent
Universty Fund for any Fscd Year and audited financd Satements are prepared with repect to
the State of Texas for such Fiscd Y ear, the Board shdl provide, or cause to be provided, the audited
finendd datements of the State of Texas for the gpplicable Fiscd Year to eech NRMSIR and any
SD within x months &fter the end of said Fiscd Year or as soon theresfter as such audited finanad
datements become available from the State Auditor of the State of Texas Any such audited
finandd datements of the State of Texas 0 provided shdl be prepared in accordance with generdly
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acogpted accounting prindples for sate governments, as such prindples may be changed from time
to time to comply with date law.

If the Board changes the FHiscd Year, it will natify eech NRMSIR and any SID of the change
(and of the date of the new Fscd Year end) prior to the next date by which the Board otherwise
would be required to provide finendd information and operating deta pursuant to this Section.

The finanad information and operating data to be provided pursuant to this Subsection may
be st forth in full in one or more documents or may be induded by spedific reference to any
document (induding an official Satement or other offering documernt, if it is avalade from the
MSRB) that theretofore has been provided to eech NRMSIR and any SID or filed with the SEC.

(b) Maeaid Evat Notices. The Board shdl natify ay SID and ether eech NRMSIR
or the MSRB, in atimdy manner, of any of the falowing events with regpect to the Bonds if such
evert is maerid within the meaning of the federd securities laws

Prindpd and interest payment ddinquendes

Non-payment related defaults

Unscheduled draws on debt sarvice reserves reflecting finendd  difficulties,
Unscheduled drawvs on credit enhancements reflecting finandd  difficulties
Subdtitution of credit or liquidity providers or ther falure to perform;
Adverse tax opinions or events affecting the tax-exempt satus of the Bonds;
Modifications to rights of holders of the Bonds

Bond cdls

Defeasances;

Rdease, subdtitution, or sde of property securing repayment of the Bonds;
ad

K. Rating changes

The Board shdl natify any SID and either eech NRMSIR or the MSRB, in atimdy manner,
of any falure by the Board to provide financid information or operating deta in accordance with
Subsaction 7.09(a) above by the time required.

“C“CmTTITroOomMmmMmoO o>

(c) Limitations, Disclaimers, and Amendments. The Board shdl be obligated to observe
and peaform the covenants soedified in this Section for 0 long as, but only for 0 long as the
Permanent Universty Fund or the Interest of the System in the Avallable Universty Fund remains
an “obligated person” with respect to the Bonds within the meaning of Rule 15¢2-12, except thet the
Boad in any evat will give the natice otherwise required under this Resolution of any Bond cdls
and defeasance that cause the Permanent Universty Fund or the Interest of the Sysem in the
Avalable Universty Fund to be no longer “obligated persons”
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The provisons of this Section 7.09 are for the sole benefit of the holders and bendficid
-owners of the Bonds and nothing in this Section, expressad or implied, shdl give any benefit or any
legd or equitable right, remedy or dam hereunder to any other person.  The Board undertakes to
provide only the finandd information, operaing deta, finendd atements, and notices which it hes
expresdy agread to provide pursuant to this Section and does not hereby undertake to provide any
other information that may be rdevant or materid to a complete presentation of the finandd reaults,
condition, or progpects of the Permanent Universty Fund or the Interes of the Sysem in the
Avalable Universty Fund or hereby undertake to update any information provided in accordance
with this Section or otherwise, except as expresdy provided herein. The Board does not make any
representation or warranty concerning such information or its ussfulness to a decison to inves in
or I Bonds a 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 SPECIHED IN THIS ARTICLE, BUT EVERY RIGHT AND REMEDY OF ANY
UCH PERSON, IN CONTRACT OR TORT, FOR OR ON ACCOUNT OF ANY SUCH BREACH
SHALL BE LIMITED TO AN ACTION FOR MANDAMUS OR SPECIHC PERFORMANCE.

No default by the Board in obsarving or parforming its obligations under this Section shdl
conditute a breach of or default under this Resolution for purposes of any other provison of this
Resolution.

Nothing in this Section is intended or shdll act to disdam, waive or othawise limit the duties
of the Board under federd and date securities laws.

The provisons of this Section may be amended by the Board from time to time to adapt to
changed drcumdiances that arise from a change in legd requirements, a change in law, or a change
in the identity, neture, Satus, or type of operaions of the Board or the Permanent Univeraty Fund,
but only in (2) the providons of this subsaction, as so amended, would have permitted an underwriter
to purchese or sdl Bonds in the primary offering of the Bonds in compliance with Rule 15¢2-12,
teking into account ay amendments or interpretations of Rule 15¢2-12 tothe dae of such
amendment, as wel as such changed drcumdances, and (2) ether (A) the holders of a mgority in
aggregate prindpal amount (or any grester amount required by any other provison of this Resolution
thet authorizes such an amendment) of the outstanding Bonds consant to such amendment or (B) a
person that is undffilisted with the Board and the Permanent Univeraty Fund (such as nationdly
recognized bond counsd) determines that such amendment will not maeridly impair the interedts
of the holders and beneficid owners of the Bonds  If the Board so amends the provisons of this
Stion, it ddl indude with any amendment financial information or operating deta next provided
in accordance with Subsection (8) of this Section an explandion, in narrdive form, of the reasons
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for the amendment and of the impect of any change in the type of finendd information or operating
data s0 provided. The Board may dso amend or reped the provisons of this continuing disdosure
requirement if the SEC amends or repeds the gpplicable provisons of Rule 15¢2-12 or a court of

final jurisdiction enters judgment thet such provisons of Rule 15¢2-12 ae invdid, but only if and
to the extent that the provisons of this santence would nat prevent an underwriter from lawfully

purchesng or sdling Bonds in the primary offering of the Bonds

(dy  Definitions. As ud in this Section 7.09, the fdlowing terms have the meanings
ascribed to such terms beow:

“MSRB” means the Munidpa Securities Rulemeking Board.

"NRMSIR" means each person whom the SEC or its staff has determined to be a nationdly
recognized munidpa securities information repadtory within the meaning of the rule from time to
time

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

"SID" means ay pason desgnaed by the Statle of Texas or an authorized department,
officer, or agency thereof as and determined by the SEC or its d&ff to be, a dae information
depodtory within the meening of Rule 15¢2-12 from time to time

Saction 7.10. FURTHER PROCEDURES. The Charman of the Boad, the Executive
Sacretary of the Board, the Authorized Representaive, the Vice Chancdlor and Generd Counsd of
the System, and dl other officers, employees, and agents of the Board, and each of them, sndl be
and they are hereby expresdy authorized, empowered, and directed from time to tune and a any time
to do and perform dl such acts and things and to execute, acknowledge, and ddiver in the name and
under the sed and on behdf of the Board dl such indruments, whether or not herein mentioned, as
may be necessary or degrable in order to carry out the terms and provisons of this Resolution, the
Bonds the prdiminary official Saement and the officdd daementt for the Bonds the Escrow
Agreement, the Bond Purchase Contract and the DTC Letter of Representation. In case any officer
whaose sgnature gppears on any Bond shah cease to be such officer before the ddivery of such Bond,
such sgneture sheh neverthdess be vaid and sufficient for al purposes the same-as if he or she had
remaned in office until such ddivery.
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ADOPTED AND APPROVED this the 13th day of November, 1997.

Atted:

{s/Arthur H. Dilly

/s/ Dopald L. Evans _
Chairman

Boad of Regents of

The Universty of Texas Sydem

Executive Secretary
Board of Regents of
The Univarsty of Texas Sydem

[SEAL]
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CONTINUING DISCLOSURE -
DESCRIPTION OF ANNUAL FINANCIAL INFORMATION

Pursuant to Subsection 7.09(a), the information to be updated in the Board's annual tiling
indudes dl quartitative financial informetion and operating data with respect to the Permanent
Universty Fund or the Interes of the System in the Avalladle Universty Fund of the generd type
induded in the Officd Saement under the heading “Permanent Univasty Fund” ad in
Appendices A, B and C. The updated information will indude annud finendd datements with
repect to the Permanent Univeraty Fund provided on an accrud bass, or such other bagis as the
Board may be required to employ from time to time pursuant to date law or regulaion.
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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 Bonds is excludable from gross income for federal income tax purposes under
existing faw and the Bonds are not private activity bonds. Se "Tax Matters" for a discusson of the opinion OF Bond Counsel,
including a description of alternative minimum fax consequences for corporations.

$
Board of Regents of The University of Texas System
Permanent Universty Fund Bonds
Series 199 __

The Bonds will congtitute valid and legally binding specia obligations of the Board of Regents (the “Board”) of The University
of Texas System (the “System”), secured by and payable from a first lien on and pledge of the “Interest of the System” in the “Available
University Fund” (as defined herein) on a parity with the Board's outstanding Permanent Universty 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, THE SYSTEM, THE STATE OF
TEXAS OR ANY POLITICAL SUBDIVISON OF THE STATE OF TEXAS. THE BOARD HAS NO TAXING POWER, AND
NEITHER THE CREDIT NOR THE 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 | 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 a public sde. The maturity schedule and interest rates on the Bonds will be set forth on a Supplement to this Officid Statement
dated as of the date of such public sde. The Bonds will be dated as of the first calendar day of the month during which they are sold
a public sde. 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 optiona redemption prior to maturity as described herein.  See “Description of the Bonds --
Redemption.”

The Bonds are initidly 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 integrd multiples thereof. No physical delivery of the Bonds will be made to the purchasers thereof.
Interest on and principa of the Bonds will be payable by the Texas Treasury Safekeeping Trust Company, the initidl 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 Beneficid Owners (as defmed herein) of the Bonds. See “Description of the Bonds -- Book-Entry Only
Sysem.”

Proceeds from the sde of the Bonds, together with other available moneys of the Board, will be used for the purposes of
currently refunding certain outstanding obligations of the Board, providing funds for improvements a various ingtitutions within the
System and paying the costs of issuance of the Bonds. See “Plan of Financing.”

The Bonds are offered when, gs and if issued are subject to approval of legality by the Attorney General of the State of Texas
and by Vinson & Elkins L.L.P.. Austin and Houston, Texas, Bond Counsel. Certain legal matters will be passed upon for the Board

by its special counsd, Yava D. Scott, Attorney-at-law, Houson, Texas. The Bonds are expected to be available for delivery through
The Depository Trust Company

Sealed bids will be received prior to 10:00 am., CT, on a day (“the Sale Date”) during a week period beginning

y 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, broker, salesman or other person has ken authorized by the Board, tk System or tk Initial Purchaser to give
any information, or to make any representations other ghan those contained in ghe Official Statement, and i/given or mode. such
other information Of representations must not be relied upon ashaving been authorized by any of the foregoing.

This Official Statement is N0t to be used in connection with an gffer to sell or tk solicitation of on offer to buy in any state
in which such offer Or seficitation is not authorized or in which the person making such offer or solicitation is not qualified to do
S0 Or to any person to whom if is unlawful to make such offer or solicitation.

Any information and expressions of opinion herein contained ore subject to ¢hange without notice, and neither the delivery
of this Official Statement nor any sale mode hereunder shail, under amy Circumstlances, create any implication thot there has been
no change in the affairs of the Board, tk System, the Permanent UNIVersity Fund, the Inferest of the System in tk Available
University Fund or other matters described heroin since the dote hereof

The price and other terms respecting tk gffering and sale of the Bonds may be changed from time to time by the Initial
Purchaser after tk Bonds are released for sae, and the Bonds may be offered and sold at prices other than the initid offering price,
including safes tO dealers who may sell the Bonds into investment accounts. In connection with the offeing of the Bonds, the Initial
Purchaser may avera[lot'or effect transactions which stabilize or maintain the market price Of the Bonds at @ level above that which
might otherwise prevail iN the open market. Such stabilizing, if commenced, may ve discontinued at any time.
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OFFICIAL STATEMENT
relatingto

.
Board of Regents of The University of Terns System
Permanent University Fund Bonds, Series199_

INTRODUCTION

This Offkia Statement, which includes the cover page and the Appendices hereto and the Supplement hereto
setting forth the maturity schedule and interest rates on the Bonds as determined by competitive bid a public sde,
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’). Capitelized terms used in this Official 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 of the Bonds

The System was established pursuant to the provisions of tbe Conditution and tbe laws of the State of Texas
(the “State”) as an agency ofthe State. The System presently consists of 1S State-supported general academic and health-
related education and research ingtitutions, including The University of Texas a Audtin, all as listed on the inside cover
of this Offkid Statement. Preliminary total enroliment for the System for the Fall 1997 semester is 140,822 students.
The Board is the 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 Offkid 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 qudified in their entirety by reference to each such document, copies of which are available from
the Board upon request a 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 of Article VII, Section 18 of the Texas Constitution (the
“Condtitutional 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 awarding the sde of the Bonds and esteblishing their final terms.

Purpose

-
The Bonds are being issued for the purposes of currently refunding $78,000,000 in principal amount of the
Board's Permanent Universty Fund Variable Rate Notes, Series A (the “Refunded Notes’), funding the costs of
improvements & various ingtitutions within the System and paying tbe costs of issuance of tbe Bonds. Theissuance of
the Bonds will permit the Board to restructure its debt service requirements with respect to tbe Refunded Notes through
tbe establishment of long-term fixed rates for the Board's permanent financing of certain facilities initidly financed
through the issuance of such Refunded Notes.

Refunded Notes

The Refunded Notes, and interest thereon, are 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 Initial Purchaser thereof)} from funds to be deposited with



Bankers Trust Company (the “Escrow Agent’) pursuant to an escrow agreement (the "Escrow Agreement”) between the
Board and the Escrow Agent.

The Resolution provides that from the proceeds of the sde of the Bonds to the Initid Purchaser thereof, the
Board will deposit with the Escrow Agent the amount necessary to accomplish the discharge and final 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 a the time of delivery of the
Bonds to the Initia 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 sufficient to pay, when due, the principa 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 from the “Interest of the Sysem” in the “Available University Fund” (as such terms are defined herein).

Parity Bonds

The Bonds will be issued on a parity with the Board's previoudy issued and outstanding Permanent University
Fund Refunding 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 Outstanding PUF Bonds, the Bonds and al additiona 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 requirements for the Qutstanding PUF Bonds are st
forth in Appendix C.

DESCRIPTION OF THE BONDS

General

The Bonds will be issued only as folly registered bonds, without coupons, in any integra multiple of $5,000
principal amount within a stated maturity, will be dated as of the first caendar day of the month during which they are
sold by competitive bid & public sdle, 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 a the per annum rates, established by competitive bid a public
sde. The maturity schedule for the Bonds (including any mandatory sinking fund requirements) and the interest rates
on the Bonds will be set forth on the Supplement to thii Official Statement. [nterest on the Bonds (caculated on the basis
of a 360-day year composed of twelve 30-day months) is payable on January 1 and July | of each year, commencing

The Bonds are initially issuable 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 herein to the Bondholders,
holders, holders of the Bonds or registered owners of the Bonds shall mean Cede & Co. and not the beneficid owners
of the Bonds. See “Description of the Bonds -- Book-Entry Only System.”

In the event that any date for payment of the principa of or interest on the Bonds is a Saturday, Sunday, legal
holiday or 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 will be the next succeeding day
which is not a Saturday, Sunday, legal holidey or day on which such banking institutions are 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 origind date payment was due.
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Redemption

. 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 thereafter, 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 al 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 shal be sdected in accordance with the arrangements between the
Board and the securities depository.

jop, The Bonds may be subject to mandatory sinking fond redemptions in lieu of or in
tandem with serial maturities, if such option is made a part of the winning bid of the Initid Purchaser. Any mandatory
sinking fund redemption requirements for the Bonds 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, a the option of the Board, by the principa 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) shal have been acquired and canceled by the Paying Agent a the
direction of the Board, in either case of (1) or (2) a a price not exceeding the par or principal amount of such Bonds,
or (3) shal have been redeemed pursuant to the optional redemption provisions set forth above and not theretofore
credited againg a mandatory sinking fund redemption. During any period in which ownership of the Bonds is determined
by a book entry a a securities depository for the Bonds, if fewer than dl 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
sdected in accordance with the arrangements between the Board and the securities depository.

jop. Not less than 30 days prior to a redemption date, a notice of redemption will be
publisned once in a financial publication, journal or report of general circulation among securities dealers in the City of
New York, New York, or in the State. Additiond notice will be sent by the Registrar by United States mail, first-class,
postage prepaid, to each registered owner of a Bond to be redeemed in whole or in part a 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 nationa 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 shdl be the only notice actualy required as a prerequisite for redemption. 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
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 shal 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
dso 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 CUSIP numbers, the certificate numbers, the
amounts Of each certificaie 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 a 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 initid 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 dl times while the Bonds are outstanding. Any successor Paying
Agent or Registrar is required by the Resolution to be a competent and legally qualified bank, trust company, financial
ingtitution 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, first-class, postage
prepaid, which notice shal aso give the address of the new Paying Agent or Regidtrar.



Book-Entry Only System

B_o_qk_Enjnr_Qn]y_ﬁnj;gm DTC will act as securities depository for the Bonds. The Bonds will be issued as
fully-registered bonds registered in the name of Cede & Co. (DTC's partmership nominee). One fully-registered Bond
certificate will be issued for each maturity, in the aggregate principal amount of such jssue, 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 Federd Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercia 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 aso facilitates the seftlement 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 physica movement of securities. Direct Participants include securities brokers and
deders, 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 Deders, Inc. Access to the DTC system is dso available to others such as securities broken
and deders, banks and trust companies that clear through or maintain a custodia 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 (“Beneficia
Owner”) is in tom to be recorded on the Direct and Indirect Participants records. Beneficia Qwners will not receive
written confirmation from DTC of their purchase, but Beneficiad Owen are expected to receive written confirmations
providing details of the transaction, as well as periodic statements of their holdings, from the Direct or Indirect
Participant through which the Beneficid Owner entered into the transaction. Transfers of ownership interests in the
Bonds are to be accomplished by entries made on the books of Participants acting on behaf of Beneficial Owners
Beneficid 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 parmership nominee, Cede & Co. The deposit of Bonds with DTC and their registration in the name of Cede &
Co. effect no change in beneficid ownership. DTC has no knowledge of the actual Beneficid Owners of the Bonds,
DTC's records reflect only the identity of the Dii Participants to whose accounts such Bonds are credited, which may

or may not be the Beneficial Orwners. The Participants will remain responsible for keeping account of their holdings on
behaf of ther 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 Beneficid Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.

Redemption notices shal be sent to Cede & Co. If less than al 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 Paticipant in 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).

Principd 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 sanding 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



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,
disoursement of such payments to Diict Participants shall be the responsibility of DTC, and disbursement of such
payments to the Beneficid Owners shal be the responsibility of Direct and Indirect Participants

DTC may discontinue providing its services as securities depository with respect to the Bonds & 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 obtained from DTC,
and js not guaranteed @s to accuracy or completeness by, and is not to be construed as a representation of the Board
or the Initial Purchaser. In reading this Qﬂicial Statement it should be understood that while the Bonds are in the book-
enhy 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 only system, and (i) except as described above. notices that are to be given to
registered owners under the Resolution will be given on{y to DTC.

Termination of Book-Entry Onlv_System. 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 agpplicable law. Under such circumnstances (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 (8) DTC is incapable of discharging its responsibilities or (b} the interests of the
Beneficid Owners of the Bonds might be adversely affected if the book-entry only system is continued, the Board shall
appoint a successor securities depository or deliver certificated Bonds, each as described in the Resolution.

Effect of Termination of Book-Entry Onlv System. 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:

(@ Payments. The principa and redemption price of al 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 a 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 registration books of the Registrar &s of the Record Date, which will be
the 15th day of the month next preceding each interest payment data. Alternatively, upon the request and at the risk and
expense of a registered owner, interest may be paid by another method acceptable to the Paying Agent.

(b) Transfer, Exchange and Registration. Bonds may be transferred and exchanged on the registration books
of the Registrar 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 principa office 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 shal have the same aggregate
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 owner
thereof for al purposes, whether such Bond is overdue or not, including for the purpose of receiving payment of, or on
account of, the principal of and interest on such Bond.

(c) Limitation on Transfer. Neither the Board nor the Registrar shall be required to assign, transfer, or
exchange (i) any Bond or any portion thereof during a period beginning at the close of business on any Record Date, and
ending a the opening of business on the next following principa or interest payment date or (i) 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 principd 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 al 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 as to (8) make any change in the maturity of the outstanding PUF
Bonds, (b} reduce the rate of interest borne by any of the outstanding PUP Bonds; (c) reduce the amount of the principal
payable on the outstanding PUF 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 dl
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 a 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 mewspaper or journa published in the City of New York,
New York once during each calendar week for at least two Successive caendar 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 office of each paying
agent/registrar for the PUF Bonds for inspection by al owners of PUF Bonds. Such publication is not reguired, however,
if notice in writing is given to each owner of PUP Bonds.

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

(8) Any Bond and the interest thereon shall be deemed to be paid, retired, and no 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) shal have been made or caused to be made in
accordance with the terms thereof (including the giving of any required notice of redemption) or (i) shal 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 sufficient to make such payment, or (2) Government
Obligations that mature as to principa and interest in such amounts and at such times as will insure the availahility,
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 al Defeased Bonds shdl 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 secured by, payable from, or entitled to the
benefits of the Interest of the System in the Available University Fond, and such principd and interest shal be payable
solely from 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 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.

(¢) Until al Defeascd Bonds shdl have become due and payable, the Paying Agent and the Registrar shal
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 shal 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 from a first lien on and
pledge of the Interest of the System in the Avalable University Fund, as described bdow. 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
Outgtanding PUF Bonds. See “Security for the Bonds -- Additionad 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 as security for the Bonds.

Available University Fund

The Available University Fund is defined by the State Condtitution to consist of al 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 "Permanent University Fund.” Through Fisca Year 1997, dl such
earnings from the Permanent Universty Fund were distributed to the Available University Fund on a cash-as-received
basis. As a result of a recent change in Sate law, beginning with Fiscal Year 1998, accrued earnings from the Permanent
University Fund will now be credited to the Available University Fund a least once a month. For Fiscd Year 1994 and
thereafter, the System has reported amounts credited to the Available University Fund on an accrud bass.  See
"Permanent University Fund-Income, Debt Service Requirements and Coverage.”

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

Money credited to the Available University Fund is administered by the State Comptroller and, dong with other
funds of the State, is invested in accordance With State lav. Earnings on that portion of the Available University Fund
appropriated to the System accrue to and 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 Interest and Sinking Fund for the PUF Bonds. Such resolutions collectively require
the Board and the officers 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 Sinking Fund to the paying agents for such bonds
amounts sufficient to pay such principal and interest. -

The Board additionaly covenants and agrees:

(a) 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;

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

(c) that the Board will duly and punctualy pay or cause to be paid the principa 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
dl PUF Bonds that by their terms are required to be redeemed mandatorily prior to maturity, when and as 0 required,



and that it will faithfully do and perform end a al times fully observe al covenants, undertekings end provisions
contained in the Resolution and in the aforesaid obligations, and

(d) 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 al respects to the liens, pledges, and
covenants in connection with the PUF Boné&, but the right to issue junior and subordinate lien obligations payable from
such Interest of the System in the Available University Fund is specificaly reserved 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.

Gengral Tax Covenant

In the Resolution, the Board dtates its intention that the interest on the Bonds shall be excludable from gross
income for purposes of federal income taxation pursuant to Sections 103 end 141 through 150 of the Interna 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
purposes 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 shal not be required to comply with any particular requirement if the Board has
received en opinion of nationaly recognized bond counsel acceptable to the Board 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 an opinion of such counsel to the effect that compliance with some 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 shal congdtitute compliance with the corresponding requirement specified in the
Resolution.

Additional Parity Bonds and Notes

The Board reserves the right, exercisable a any time end from time to time, to issue and deliver Additiona
Parity Bonds and Notes, in as many separate instalments or series as deemed advissble by the Board. but only for
condtitutionally permitted (including refunding) purposes. Such Additiond Parity Bonds and Notes, when issued, and
the interest thereon, shal be equally end 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 es are the Bonds and the
Outstanding PUF Bonds. It is further covenanted, however, that no installment or series of Additional Parity Bonds or
Notes shall be issued and delivered 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:

(2) a cetificate 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 1-1/2 times
the average annua Principal, and Interest Requirements (es defmed below) of the instalment or series of
Additional Parity Bonds or Notes then proposed to be issued end dl then outstanding PUF Bonds that will be
outstanding after the issuance and delivery of such proposed installment or series; and

(b) a certificate to the effect that the total principal amount of(i) all PUF Bonds and (i) all other
obligations of the Board that are secured 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 Additiona Parity Bonds or Notes then proposed to be issued will not exceed 20% of the cost value
of investments and other assets of the Permanent University Fund (exclusive of the PUF Land, as hereinafter
defmed) a the time the proposed series or instalment of Additiona Parity Bonds or Notes is issued.
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For purposes of the calculation required by (8) above and for other purposes of the Resolution, “Principa and
Interest Requirements’ means, with respect to any Fisca Year of the System, the amounts of principa of and interest
on dl PUF Bonds scheduled to be paid in such Fisca 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 variahle or adjustable by any formula,
agreement, or otherwise, and therefore cannot be calculated as actualy being scheduled to be paid in a particular amount
for any particular period, then for the purposes of the previous sentence such PUP Bonds shal be deemed to bear interest
at al times to their maturity or due date at the lesser of(i) the maximum rate then permitted by law or (i) the maximum
rate specified in such PUF Bonds.

Future Financings

The Condtitutional Provision provides that the System and its component ingtitutions designated in the
Condtitutional Provison 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 permanent improvements, except in case of fire or natural disaster (when the State
Legidature 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 Legidature. 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, “Historica
Avallability and OQutstanding Bonds and Notes”

Remedies

Any owner of any of the Outstanding PUF Bonds, the Bonds or Additional Parity Bonds or Notes shal, in the
event of default im 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 inditute mandamus proceedings 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 covenants and obligations
under the Resolution, the Resolution does not establish other remedies or specificaly enumerate the events of defauilt
with respect to the Bonds. The Resolution does not provide for a 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 difficult and time consuming. 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 al opinions relaive to the enforceability of the Resolution and
the Bonds are limited by bankruptcy, insolvency, reorganization, moratorium, liquidation, and other similar laws relating
to creditors rights generaly. See “Appendix D -- Form of Bond Counsd Opinion.”

Subordinate Lien Notes

In addition to the PUP Bonds, pursuant to the Constitutional Provision, the Board has authorized an interim
financing program through the issuance of its Permanent University Fund Variable Rate Notes, Series A to be outstanding
at any time in the maximum principa amount of $250,000,000 ( the "Subordinate Lien Notes’). Following the delivery
of the Bonds and the retirement of the Refunded Notes, there will be $72,000,000 in principad amount of Subordinate
Lien Notes outstanding. The Subordinate Lien Notes are secured by a lien on the Interest of the System in the Available
University Fund subordinate to the lien securing the PUF Bonds. The Board has entered into a Standoy Note Purchase
Agreement with Westdeutsche Landesbank Girozentrale, New York Branch, Bayerische Landesbank Girozentrale, New
York Branch, and Landesbank Hessen-Thiringen Girozentrale, New York Branch, pursuant to which each bank, acting
severdly but not jointly, is obligated to purchase up to $65,000,000 (collectively, $195,000,000) of Subordinate Lien
Notes through the period ending May 3 1, 2000 (which ferm 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 -- Congtitutional Debt Power, Debt Limitations.”



Residua 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 Congtitutional Provision appropriates the
remaining amount attributable to the Interest of the System in the Available University Fund (the “Residua 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 congtitutional fund, created in the Texas Condtitution of 1876 through the
appropriation of land grants previoudy given to The University of Texas a Austin plus one million acres. The land
grants to the Permanent Universty 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 Generd, the Permanent University Fund
must be forever kept intact, and the proceeds from oil, gas sulphur and water royaties, together with al gains on
investments, al rentas on minerd leasss, dl lease bonuses and al amounts received from the sde of land must be
retained as a part of the corpus of the Permanent University Fund.

The assets and eamings 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 ingtitutions of the System (other than
The University of Texas-Pan American and The University of Texas a Brownsville) and eligible ingtitutions of The
Texas A&M University System (other than Texas A&M University -- Corpus Christi, Texas A&M Internationa
University, Texas A&M University = Kingsville, West Texas A&M University, Texas A&M University - Commerce,
Texas A&M University = Texarkana and Baylor College of Dentisiry).

A grephic summary and analysis of the relationship among the Permanent University Fond, the Available
Universty Fund, the System and The Texas A&M Universty Sysem follows. Sad summay and andyss is qualified
in its entirety by reference to the fal text of this Official Statement and to the documents, laws and constitutional
provisions referred to herein.

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

10

« 87 =



Permanent Unijversity_Fund

PUF Land

Investments

(2,109,190 acres)

P»$4.975 billion book value of
all assets at 8/31/97. Proceeds
from sales remain as part of
corpus. See “Eligible
Investments and Investment

Policies.”
Grazing and -
Surface Income Dividend and
Interest Income
]
Avalable  Universty Fund (AUF) |
‘ Adminigtration Expenses
\
2/3 to System 1/3 to A&M System

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

up to 20% of cogt vaue of PUF (excluding red edtate).

2. PUF Bonds payabie from first lien on the Interest of
the Sysem in the AUF.

3. Subordinae Lien Notes payable after obligations
liged in 2. above.

4. The Boad reserves the right to issue obligations
on paity with Notes, subject to 1, above or
with a junior lien and pledge thereto.

SmmtyyfbmrAA&MqSystcm'IB’BdemMm
Can only issue Hunds and wotes of thie ASSN SStier
up & 10% of ccostvvalueDPBBRérdtluding: real
cstate).

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

3. Subordinate lien notes of the A&M System
payable after obligations lised in 2. above.

4. The A&M Boad reserves the right to issue
obligations on parity with PUF bonds and
subordingte fien notes, subjectto 1. above
or with ajunior lien and pledge thereto.

Residual AUF

v

Residual AUF

v

Resdud AUF income conditutionaly appropriated to UT
Augin and the Sysem for gspecified purposes.

Resdud AUF conditutionaly appropriated to A&M Sysem
for specified purposes.
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Income, Debt Service Requirements and Coverage

Table | 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 coverage thereof. See “Security for the Bonds == Subordinate Lien Notes and Residual

Funds."
Table]
Historica Available University Fund
(In Thousands)
Totd Deht
Interest of the Total Service Payable
Fiscal Sysdem in Income from
Year AUF  (After) Avaladle Available to Avdlable
Ending Administrative University Other Pay Deit University
August3]  Expenses'®? Fund Income® Service Fund® Coverage®

1988 $231,417 $154,278 $5,939 $160,217 $43,531 3.68x
1989 248,146 165.43 1 9,216 174,647 51,867 3.36x
1990 258,219 172,146 8,188 180,334 50,549 3.57x
1991 250,421 166,948 5211 172,159 53,506. 3.21x
1992 250,255 166,837 5,260 172,097 63,466 2.71x
1993 245,025 163,350 4182 167,532 65,906 2.54x
1994™ 245,562 163,708 4,163 167,871 66,042 2.54x
1995 245,400 163,600 4,458 168,058 66,927 2.5 Ix
1996™ 250,542 167,028 4451 171,479 57,750 2.97x
1997

(§))] The amounts are unaudited amounts reflected on the System's books.

2) Numbers shown reflect the Available University Fond (net of expenses of administering the Permanent
University Fond). The expenses of administering the Permanent University Fond constitute a first 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. The Resolution contains a covenant restricting administrative expenses
of the Permanent Universty Fund to a minimum consistent with prudent business judgment.

©) Includes Debt Service on PUF Bonds and Subordinate Lien Notes.

(4 Represents Total Income Available to Pay Debt Service divided by Totd Debt Service Payable from Available
Universty  Fond.

(5) For Fiscd Years 1994 and theredfter, the System began reporting accrued earnings from the Permanent

University Fund as credits to the Available University Fund, while eanings from the Permanent University
Fund were actually distributed to the Available Universty Fund on a cash-asteceived basis. The amounts
actually digtributed 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 earnings from the Permanent University Fond will now be
credited to the Available University Fond a 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 constitutionally authorized purposes is vested in the Board. The 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 Congtitutional Provision authorizes the Board to issue bonds and notes, payable from all or any part of the

Interest of the System in the Available University Fund for the purpose of (a) acquiring land, with or without permanent
improvements, (b) condructing and equipping buildings or other permanent improvements, (¢} making mgor repair and
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rehabilitation of buildings and other permanent improvements, (d) acquiring capital equipment, library books and library
materials, and (c) refunding bonds or notes issued under such Congtitutional Provision or prior law a or for System
administration end certain component ingtitutions efthe System. The pledge end security interest made end granted in
the Resolution is accomplished pursuant to that Constitutional Provision.

The Constitutional 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, a 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 of the Permanent University Fond, exclusive of PUF Land, was
$4,974,5 15,767 and outstanding 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 taking into account the issuance of
the Bonds end the refunding of the Refunded Notes), the Board will be authorized to issue an additiona $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 1T shows the constitutional debt limits of the Permanent University Fund for each Fisca 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 The Texas A&M University System.

Tablell
Historical Availability and Outstanding Bonds end Notes
(In Thousands)

The University The Texas A&M

of Texas System niversity System
Fiscd Year Book Vdue  Congtitutiond Constitutional

Ending 2 3] f Fund Debt Limi 0 i Debt Limi .
1988 $3,082,119  $616,438 $442.100 8308.218 $224.180
1989 3,294,392 658,878 477,205 329,439 248,050
1990 3,435,080 687,016 542,155 343,508 255,685
1991 3,526,481 705,296 551,465 352,648 308,300
1992 3,656,917 731,383 626,840 365,698 288,427
1993 4,044,284 808,857 602,630 404,428 324,759
1994 4,213,209 842,642 615,110 421,321 355,319
1995 4,375,824 875,165 586,315 431,592 344,659
1996 4,638,337 927,667 607,885 463,834 329,930

1997

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 ail, gas and other minera leases
of Permanent University Fund lands.

The fiduciary responsibility for managing end investing the Permanent University Fund is condgtitutionally
assigned to the Board. In 1995, the State Legislature 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: (&) that
the corporation not engage in any business other than investing funds designated by the Board under the contract; (b)
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 al members of the corporation’s nine-member board of directors which shal consist of at least three

members of the Board, the Chancellor of the System, at least one member appointed by the Board from a ligt 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 financial audit of the Permanent University Fund; and (e) that the corporation file quarterly
reports with the Board concerning matters required by the Board.

13
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. On February 8, 1996, the Board approved a contract for the investment management of al funds under the
Board's control and management with The University of Texas Investment Management Company ("UTIMCO"), a
corporation organized under the lavs ofthe State of Texas, in accordance with the 1995 legidation. The Board's existing
investment management and operating staff were then transferred to UTIMCO. The Board pays UTIMCO an annua
fee for investment management services. On April 23, 1996, UTIMCO received a determination from the Internal
Revenue Service that it condtitutes a tax-exempt organization described in Section 501(c)(3) of the Code.

Investment Management Firms

UTIMCO may hire unaffilited 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 refurn and risk characteristics. The externa managers are screened and evaluated on the
basis of investment philosophy and historicd performance. Investment managers are monitored periodicaly for
performance and adherence to investment discipline. UTIMCO reviews the composition of managers from time to time
and may add or terminate managers in order to optimize portfolio returns. As of August 3 1, 1997, externa managers
managed approximately 18.6% of the investment assets of the Permanent University Fund on an active, folly
discretionary basis, and 3 1 .0% on a passve indexed basis.

Eligible Investments 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 under the circumstances then prevailing which persons of ordinary prudence, discretion
and intelligence exercise in the management of their own affairs, not in regard to speculation but in regard to the
permanent disposition of their funds, considering the probable income therefrom, as well as the probable safety of their
capital.

On February 6, 1997, the Board adopted a new investment policy for the Permanent University Fond. The new
policy explicitly recognizes the gonstitutional Segregation of total investment return befween income return, al of which
must be digtributed to the Available University Fund, and price return (realized and unredized gains) which must be
retained as Permanent University Fond corpus. The new policy aso recognizes the perpetud nature of the Permanent
Universty Fund and stipulates two long term investment objectives. (i) to preserve the purchasing power of Permanent
Universty Fund assets and annua distributions by earning an average annual total return after inflation of 5.5% over
rolling ten-year periods or longer and (i) 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 alocation policy targets. The new policy aso established long-term asset allocations
for the Permanent University Fund of 50% to 90% in equities (including domestic 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 range for each asset class
within the broad policy guidelines described above, with actual alocations to be determined by UTIMCO in response
to changes in the outlook for investments. UTIMCO is required to report specific asset alocation policies to the Board.
Table Il sets forth the neutra alocations and ranges so edtablished by UTIMCO by asset class.
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Table 1
Neutral Allocations and Ranges

Neutra Allocation
Aset Clas Allocation —_Ranges
Cash and Equivaents 0% 0%-5%
Equities
U.S. common stocks:
Med/Large Capitalization Stocks 30% 25%35%
Small Capitdization  Stocks 10% %-159
Sub-total 40% 30%-50%
Internationa  Common Stocks:
Established  Markets 12% 5%-20%
Emerging Markets 3% _0°4-10%
Sub-totdl 15% 5%-30%
Totd Common Stocks 55% 35%-80%
Alternative  Assets:
Liquid 5% 0%-5%
INiquid 15% 10%-20%
Inflation  Hedging 5% 0%-5%
Total Alternative Assets 25% 10%30%
TOTAL EQUITIES 80% 50%-85%
Fixed Income
US. (Domestic) 15% 15%-50%
I nternational 5% 0%-5%
TOTAL FIXED INCOME 20% 15%-50%
TOTAL ASSETS 100%

The neutral allocations established by UTIMCO and the actua alocation percentages as of August 3 1, 1997,
ae st forth in Table IV below.

Table IV
Specific  Asset  Allocation

Percentage Allocation

Aset Class Neutral Allocation  (asof August 31, 1997)
Cash & Cash Equivalents 0% 0.3%
us. Common stocks 40% 50.1%
International Common Stocks 15% 6.5%
Alternative  Assets 25% 6.1%
US. Fied Income 15% 37.0%
International  Fixed Income 5% 0.0%
Total Assets 100% 100.0%
15



The change in the asset alocation is expected to increase the amount of income distributed to the Available
University Fund over the long term, although the implementation of the new asset mix is expected to be gradual, SO that
distributable income is not expected to increase in Significant amounts for severa years.

The 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 the best knowledge and belief of the Board, tbe Board's investments,
practices and policies are in full compliance with the requirements of the State Congtitution and the Resolution.

Table V shows the annual growth in tbe book value ofthe Permanent University Fund through Fiscal Year 1997.
Proceeds from the sde of investment securities contained in such Fund, including capita gains, are constitutionally
required to remain as part of tbe corpus of such Fund.

Table V
Annual Permanent University Fund Growth
(In Millions)

Fiscd Year PUF Net
Ending Beginning Lands Realized Total Ending
1988 ... $2,919.5 $80.3 $82.3 $162.6 $3,082.1
1989 ...l 3,082.1 718 140.5 212.3 3,2944
1990 ...l 3,294 4 785 62.2 140.7 3,435.1
1991 ...l 34351 89.3 2.1 914 3,526.5
1992 .. 3,526.5 64.6 65.8 1304 3,656.9
1993 ... 3,656.9 69.4 318.0 387.4 4,044.3
1994 . 4,044.3 59.6 109.3 168.9 42132
1995 ... 42132 57.1 105.5 162.6 4,375.8
1996 ................. 4,375.8 65.7 196.8 262.5 4,638.3

— —— —"

(1) Net of realized losses on sde of Permanent University Fund securities,
(2) Excludes nomina vaue of PUF Land of $10,027,384.

(The remainder of this page is intentionally left blank.)
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Table VI shows a summary comparison of the investments, excluding the PUF Land, of the Permanent University
Fund for Fiscal Years ended August 3 1,1996 and 1997. Though market values are shown, assets are valued at their book
vaue in the financia records of the System. The 2,109,190 acres of PUF Land owned by the Permanent University Fond

are carried on the books a the nomina book value of $10,027,384.

Table VI

Permanent University Fund

Comparison Summary. of Investments

August 31, 1996
(In Thousands)

Book
Yalue

Debt Securities
US Govt. Obligations (Direct) $342,857
US. Govt. Obligations (Guaranteed) 43,239
US Govt. Agencies (Non-Guaranteed) 333,275
Foreign  Government  Obligations 95,445
Municipd and County Bonds 98,897
Corporate  Bonds

Total Debt Securities 2,294,223
Preferred  Stocks 2,696
Equity Securities
Convertible Referred  Stocks 1,075
common stocks 842,771
Limited Partnerships and Qther 190,107
Indexed Funds L157.976

Total Equity Securities 2,191,929
Cash and Cash Equivalents
Cash Held a State Treasury 26,846
Money Markets 8,162
Commercid  Paper 115,000

Total Cash and Cash Equivalents 150,008
Total Investments of Securities « Principal 49638,856
Trade Receivables 4,890
Trade Payables (5.409)
Value of Fund « Principal $4.638.337

Yield
8.87%
8.18%
8.45%
7.66%
7.66%
138%
8.10%

9.67%

6.83%
3.21%
0.00%
2.19%
2.92%

5.25%
5.94%

230%
5.33%

22028

Market
Value

$364,273
44,801
342,961
96,483
97,385

1.382.275
2,328,178

2,690
1,177
1,111,631
245,227
1.453,704
2,811,739

26,846
8,162

115.000
150,008
5,292,615

4,890
(5.409)

33,222,006

-

Yield
6.57%
7.77%
7.73%
7.58%
7.3 1%
1.17%
7.55%

9.69%

6.24%
2.44%
0.00%
2.37%
2.29%

5.25%
5.94%
0,

3.30%
5.33%

Note: Bonding limits are based on the Permanent University Fund's book value which includes investments, receivables
and payables. Vaues for Fiscal Years 1996 and 1997 have been reported or a trade date bass which includes
trade recevables 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, a the date shown.
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Table VI (continued)
Permanent University Fund
Comparison Summary of Investments
August 31, 1997
(In Thousands)

Book Market

Value XYield Valve = Yield

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

Totd Debt Securities

Preferred stocks

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

Total Equity Securities

Cash and Cash Equivalents
Cash Held a State Treasury
Money Markets
Commercia  Paper
Total Cash and Cash Equivaents

Total Investments of Securities-Principal

Trade Receivables
Trade Payables

Value of Fund = Principal =

Note: Bonding limits are based on the Permanent University Fund's book value which includes investments, receivables
and payables. Vaues for Fisca Years 1996 and 1997 have been reported on a trade date basis which includes
trade recelvables 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, a the date shown.
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Table VI shows a summary of the income from investments in the Permanent University Fund for the Fiscal Year
ended August 3 I, 1997, which was deposted in the Avalable University Fund.

Table VII
Permanent University Fund

Summary of Income
Year Ended August 31, 1997

(In Thousands)

Cash Accrued
Debt Securities

U. S. Govt. Obligations (Direct) $ $
U. S Govt. Obligations (Gtd)

U. S Govt. Agencies {Non-Gtd)

Fordgn Govemment Obligations

Municipd and County Bonds

Corporate  Bonds

Total Debt Securities
Preferred  Stocks

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

Total Equity Securities

Cesh and Cash Equivalents
Cash Held at State Treasury
Money Markets
Commercid  Paper

Total Cash and Cah
Equivalents

Other Investment Income

Securities  Lending

Director's Fees

Total Other Investment Imcome
Total Investment Income
Surface and Other Income

CGrazing Leasss

Land Easements

Exploration & Prospecting
Permits

Miscellaneous

Totd Surface and Other Income

Total Income
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Financial Information

Beginning with the Fiscdl Year ended August 3 1, 1987, the State began issuing audited fmancid statements,
prepared 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 fmancia statements
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 of the
State or its component agencies and ingtitutions. In addition, supplementary schedules are included in the State fmancial
datements, 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 relaion to the basic fmancid statements taken as a whole.
Any material compliance exceptions related t0 bopd covenants are disclosed in the notes to the fmancial statements and
al 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 investment
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 investment income (acerual 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 authorization, issuance and sde 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 Counsdl, 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 sdle and delivery of the Bonds. Certain legal matters will be passed
upon for the Board by its specid counsel, Yava 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 Counsd 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 materid adverse effect on the fmancia 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 Initid Purchaser a
certificate to the effect that, as of the date at delivery of the Bonds to the Initiadl 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 Vinson & Elkins L.L.P, Bond Counsd, (i) interest on the Bonds is excludable from gross
income for federal income tax purposes under existing law, (ii) certain "original issue discount” on any Bonds for which
the public Offering price as s forth on the Supplement to this Official Statement is less than the stated redemption price
a meturity thereof (the “Origina Issue Discount Bonds') is excludable from gross income for federd income tax
purposes under existing law as described more folly in “Tax Matters -- Tax Accounting Treatment of Qriginal Issue
Discount Bonds' and (iii) the Bonds are not “private activity bonds’ under the Code, and interest on the Bonds wiil not
be subject to the dternative minimum tax on individuals and corporations, except as desribed bdow in the discussion
regarding the adjusted current earnings adjustment for corporations.

The Code imposes a number of requirements that must be satisfied 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 periodicaly 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 Counsd’s opinion will assume continuing compliance with the covenants 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 Initid Purchaser of the Bonds with respect
to matters solely within the knowledge of the Board and the Initid Purchaser of the Bonds, respectively, which Bond
Counsd 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, regardiess of the date on which the event causing such taxability occurs.

The Code aso imposes a 20% dternative maximum tax on the “dternative minimum taxable income” of a
corporation, if the amount of such aternative minimum tax is greater than the amount of the corporation’s regular income
tax. The "Superfund Revenue Act of 1986" also imposes an additional 0.12% “environmental tax" on the aternative
minimum taxable income of a corporation in excess of $2,000,000. Generdly, for taxable years beginning after 1989,
the aternative minimum taxable income of a corporation (otherthan any "S" corporation, regulated investment company,
REIT, REMIC or FASIT) includes 75% of the amount by which its “adjusted current earnings’ exceed its other
“dternative 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 aternative minimum
tax  consequences.

Under the Code, taxpayers are required to report on ther returns 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 Origina Issue
Discount Bonds” Bond Counsel will express no opinion as to any federa, state or local tax consequences resulting from
the ownership of, receipt or accrua of interest on, or disposition of, the Bonds. -

Prospective purchasers of the Bonds should be aware that the ownership of tax-exempt obligations may result
in collateral federal income tax consequences to financia indtitutions, life insurance and property and casudty insurance
companies, certain § corporations with Subchapter C earnings and profits, individual receipts of Socia 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, 8. may be subject to the “branch profits tax” on their effectively-connected
eanings 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 Counsdl’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 thereafter come to Bond Counsel’s attention or to reflect any
changes in law that may thereafter occur or become effective.

Tax Accounting Treatment of Origina Issue Discount Bonds

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

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

{b) Such initid owner is entitied to exclude from gross income (as defined in Section 61 of the Code)
an amount of income with respect to such Origina Issue Discount Bond equal to that portions of the amount
of such origind issue discount alocable to the period that such Origind Issue Discount Bond continues to be
owned by such owner.

In the event of the redemption, sdle or other taxable disposition of such Origina Issue Discount Bond prior to
maturity, however, the amount redlized by such owner in excess of the bass of such Origind Issue Discount Bond in
the hands of such owner (adjusted upward by the portion of the origind issue discount alocable to the period for which
such Originad Issue Discount Bond.was held by such initid owner) is includable in gross income. (Because origind  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” generaly applies, except as otherwise provided below, to origina issue discount
on an Origind Issue Discount Bond held by an owner who purchased such Bonds at the initid offering price in the initial
public offering of the Bonds, and should be considered in connection with the discussion in this portion of the Officia
Statement.)

In rendering the foregoing opinion, Bond Counsel will assume, in reliance upon certain representations of the

Initial Purchaser, that (a) the Initid Purchaser has purchased the Bonds for contemporaneous sde to the public and (b)
dl of the Origind Issue Discount Bonds have been initialy offered, and a substantid amount of each maturity thereof
has been sold, to the generd public in arm's-length transaction for a price (and with no other consideration being
included) not more than the initiad 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 Initidl Purchaser, upon which Bond Counsd 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 exiging law, the origind issue discount on each Origind Issue Discount Bond is accrued daly to the
stated maturity thereof (i 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 initid owner's basis for such Origind Issue Discount Bonds for purposes of determining the
amount of gain or loss recognized by such owner upon the redemption, sdle or other disposition thereof. The amount
to be added to basis for each accrual period is equa to (8) the sum of the issue price and the amount of origind issue
discount accrued in prior periods multiplied by the yield to stated maturity (determined on the bass of compounding at
the close of each accrual period and properly adjusted for the length of the accrua period) less (b) 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 dispostion of

Origind Issue Discount Bonds which are not purchased in the initid offering at the initia offering price may be
determined according to rules which differ from those described above. All owners of Origind Issue Disoount Bonds
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should consult their own tax advisors with respect to the determination for federa, state, and local income tax purposes
of interest accrued upon redemption, sale or other disposition of such Origina Issue Discount Bonds with respect to the
federal, date, loca and foreign tax consequences of the purchase, ownership, redemption, sde or other disposition of
such Origind issue Discount  Bonds.

LEGAL INVESTMENTS IN TEXAS

Pursuant to Article 717k-6, Texas Revised Civil Statutes Annotated, as amended, the Bonds are legd 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 dities, towns, villages, school
digtricts and other political subdivisions or public agencies of the State. The Bonds are digible to secure deposts of
public funds of the State, or any politica subdivison or public agency of the State, and are lega 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 the Investment Act) may invest in the Bonds, provided the Bonds have received a rating of not less than “A” from
a nationdly recognized investment rating firm. No investigation has been made of other laws, regulaions or investment
criteria which might limit the ability of such ingtitutions 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 lega investments for various indtitutions in those states.

RATINGS

Ratings on the Bonds have been received from Moody's Investor's Service, Inc. (“Moody’s’), Standard & Poor’'s
Corporation (“S&P") and Fitch Investors Service (“Fitch”). Moody's has assigned a rating of "Aaa" 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. The ratings will reflect only the views of such organizations
a the time such ratings are given, and the Board makes no representation as to the appropriateness of the ratings. There
is no assurance that such ratings will continue for any given period of time or that they will not be revised downward o
withdrawn entirely by such rating companies, if in the judgment of such rating companies, circumstances so warrant.
Any such downward revison or withdrawa of any of such ratings may have an adverse effect on the market price of the
Bonds.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Issuance of the Bonds will be subject to delivery by Deloitte & 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 on the Refunded Notes.

CONTINUING DISCLOSURE OF INFORMATION

In the Resolution, the Board has made the following agreement for the benefit of the holders and beneficia
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 financial
information and operating data annually, and timely notice of specified materiad events, to certain information vendors.
This information will be available to securities brokers and others who subscribe to receive the information from the
vendors.
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Annual Reports

The Board will provide certaim wpdite fimencil imfomeiton ntl peraing data to certain information vendtors
annualy. The information to be updated includes al 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 type
included 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 public
sde 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 ("SID") that is designated by the State and
approved by the daff of the United States Securities and Exciamge Commission (e “SEC).

The Board may provide updated information in full text or may incorporate by reference certain other publicly
avalable documents, as permitted by SEC Rule 15¢2-12 (“Rule 15¢2-12"). The updated information will include annua
fmancial statements with respect to the Permanent University Fund provided on an accrua 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 fmanciad statements and the audit is completed during the period during which they
must be provided. If audited fmancid statements with respect to the Permanent University Fund are not so provided
within the required period, then the Board shall provide unaudited financid statements with respect to the Permanent
University Fund for the applicable Fiscd Year to each NRMSIR and any SID, and shdl tile audited fmancia statements
with respect to the Permanent Universty Fund when and if audited financia 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 cause to be
provided, the audited fmancia statements of the State for the applicable Fisca Year. Any such fmancia statements of
the State shal be provided within six months after the end of such Fisca Year or as soon thereafter as such audited
fmancid statements of the State become available from the State Auditor. Any such fmancid statements of the State
shal 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 Fiscd Year end is August 3 t. Accordingly, the Board must provide updated information
by the last day of February in each year, unless the State changes its Fiscd Year. If the State changes its Fiscal Year,
the Board will notify esch NRMSIR and any SID of the change.

Material Event Notices

The Board will aso 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 sdl Bonds: (1) principd and interest payment delinquencies; (2) non-payment related defaults; (3) unscheduled draws
on debt service reserves reflecting fmancid difficulties; (4) unscheduled draws on credit enhancements reflecting
fmancid difficulties; (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 financial Statements in accordance with its agreement described above under “Annua Reports’. The Board will
provide each notice described in this paragraph to any SID and to either each NRMSIR or the Municipal Securities
Rulemaking Boad ("MSRB").

Availability of Information from NRMSIRs and SID

The Board has agreed to provide the foregoing information only to NRMSIRs and ay 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 information vendors or obtain the information through 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
dtaff 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, Augtin, Texas 78768-2177, and its telephone number is
512/476-6947.

Limitations and Amendments

The Board has agreed to file updated information and to provide notices of materiad events only as described
above. The Board has not agreed to provide other information that may be relevant or materia to a complete
presentation of its fmancia 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 usefulness to a decision to invest in or sell Bonds a any future date. The Board disclams 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, athough 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 regquirements, 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 self 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 since such offering as well as such
changed circumstances and (2) ether (a) the holders of 51% in aggregate principa 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 materidly impar the interest of the
holders and beneficiad owners of the Bonds. The Board may aso amend or reped 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 final
juristliction enters judgment that such provisions of Rule [5¢2-12 arc invalid, but only if and to the extent that the
provisions of this sentence would not prevent an underwriter from lawfully purchasing or sdling Bonds in the primary
offering of the Bonds.

Compliance with Prior Undertakings

The Board has not failed to comply with its previous continuing disclosure agreements in accordance with SEC
Rule15¢2-12.

OTHER MATTERS

The financial data and other information contained herein have been obtained from the Board's records, fmancial
datements and other sources which are believed to be reliable. There is no guarantee that any of the assumptions or
estimates contained herein Will be redized. All of the summaries pfthe constitutional provisions, statutes and documents
contained in this Officid Statement arc made subject to al of the provisions of such constitutional provisions, 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 origind documents in al respects.

At the time of payment for and delivery of the Bonds, the Initid 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 Officid Statement, including any addendum, supplement or amendment hereto (hereafter, this “Officid
Statement”) does not contain any untrue Statement of a materia 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; (i) no event affecting the Board, the Permanent University Fond or the Interest of the System in the
Available University Fund has occurred since the date of the Officid Statement which is materialy adverse for the

25

= 102 =



purpose for which the Official Statement is to be used or which it is necessary to disclose therein in order to make the
statements and information therein not misleading in any respect; and (jii) there has not been any materid adverse
change in the fmancia 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 financial Statements and the fmancial information contained
in the Officia Statement.

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

s/ Pamela K. Clavton
Interim Assistant Vice Chancdlor for Finance,
The University of Texas System
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APPENDIX A

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

(ACCRUAL BASIS AND CASH BASS),
STATEMENT OF CHANGES IN NET
INVESTMENT ASSETS AND SCHEDULE
OF CHANGES IN BOOK VALUE OF INVESTMENTS



APPENDIX B

PERMANENT UNIVERSTY FUND SCHEDULE OF INVESTMENT VALUES
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APPENDIX C

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



APPENDIX D

FORM OF BOND COUNSEL OPINION
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NOTICE OF SALE
AND
BIDDING INSTRUCTIONS

s
BOARD OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSTY FUND BONDS
SERIES 199__

THE SALE
E ifered Eor Sale At O itive Biddi

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

Address of Bids

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 of Bid Opening
The Board will accept bids for the sde 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 Assistant Vice

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 al 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
D .
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
T h , cdculated en the basis of aB360-day year camposed of twelme 30-day months. 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 principa 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), (i) the principal amortization schedule named
for the Bonds must include scheduled maturities or mandatory sinking fund redemption requirements on each
July | 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 of the 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 of the Yyears 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-Entrv Only 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 Officid Statement.

Redemption

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 principd amounts of $5,000 or any integral multiple thereof, on July J, ,
or any interest payment date thereafter, at the par value thereof plus accrued interest to the date fixed for
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.

Pavine Agent/Registrar

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

Source of Payment

The Bonds constitute specid 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 Refunding 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 Officia Statement.
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CONDITIONS OF THE SALE

Tvoe of Bids and Interest Rates

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 rate

Mwmm.oflmorl/oommﬂﬁl"/ ~__all of the Bonds of the same matyrity bearing

Bonds bv more than 4%, No limitafion is |mposed upon bidders as 1o the MLTIber of r2ies or chang& 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 sdle of the Bonds will be awarded to the hidder 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 ddivery 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 Officia Bid Form will be considered as the intended bid.

Good Faith Deposit

A Good Faith Deposit, payable to “The University of Texas System” in the amount of $ IS required.
Such Good Faith Deposit shal 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 Officid 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 hids, 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

dlowed 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.

Historically Underutilized Busi Participati
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
historicaly 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 { 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, Asan 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

FUT0264WUNI91 B\33004\1 99T\BONDSWNOS.003 3
= 111 =



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

CUSIP Numbers

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
refusa by the Purchaser to accept delivery of and pay for the Bonds in accordance with the terms of this 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 shdl be the responsibility of and shal be paid
for by the Purchaser.

Injtial Delivery-al Bonds

Initial delivery will be accomplished by the issuance of one Initial Bond for each maturity (also caled 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 of the 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 10:00
AM, CT, on the Closing Date, or thereafter on the date the Initial Bonds are tendered for delivery, up to and
including an additiona |5 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 shal the Board be liable for
any damages by reason of its falure to deliver the Bonds, provided such falure is due to circumstances beyond
the Board's reasonable control.

Conditions to Deli

The obligation of the Purchaser to teke 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 Counsdl for the Board (“Bond
Counsel”), (ii) the no-litigation certificate, and (iii) the certification as to the Official Statement, all as further
described in the Officia 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’ substantidly in the form and to the effect attached hereto or accompanying this Notice
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of Sdle and Bidding Instructions. In the event the successful bidder will not reoffer the Bonds for sale, such
cartificate may be modified in a manner approved by the Authorized Representative. In no event will the
Board fail to deliver the Bonds as a result of the Purchaser’s inability to sell a substantial amount of
the 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.

Legal Opini

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 specia 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 Official Statement, including the dternative
minimum tax on corporations.

Chanee jn Tax Exempt Status

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 Sae
and Bidding Instructions.

Continuing Discl

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, al in accordance with Securities and Exchange
Commisson Rule 15¢2-12 (“SEC Rule 15¢2-12") and as described in the Official Statement under
“CONTINUING DISCLOSURE OF INFORMATION.” The Purchasar’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

Blue Sky Laws

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
juridiction.
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Not an Offer to Seil

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 Officid Statement to determine the investment qudity of the Bonds.

Ratings
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 Compliance with SEC Rule 15¢2-12

The Board has prepared the accompanying Officid Statement and, for the limited purpose of complying with
SEC Rule 15¢2-12, deems such Official Statement to be final 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 materia misstatements and omissions in the Officid Statement are addressed-elsewhere in this
Notice of Sale and Bidding Ingtructions and in the Officia 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 of the Official 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 initia reoffering
of the Bonds. Official Statements and Supplements in excess of the number specified shall be prepared and
distributed at the cost of the Purchaser. The Purchaser shal 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 awvard. Except as noted above, the Board assumes no responsibility or obligation for the
digtribution or ddivery of any copies of the Officid Statement or the Supplement in connection with the
offering or reoffering of the Bonds.

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 norma 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,
Audtin, Texas 7870 1.

On the date of the sdle, 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.

Js/ Panda K. Clavton
INTERIM ASSISTANT VICE CHANCELLOR FOR FINANCE
THE UNIVERSITY OF TEXAS SYSTEM

199
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OFFICIAL BID FORM

Director of Finance 199
The University of Texas System -

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 constitute a part hereof.

For your legdly issued Bonds, as described in sad Notice of Sale and Bidding Instructions and Officia Statement,
we will pay you § and accrued interest from date of issue to date of delivery to us for Bonds maturing
and bearing interet as follows:

Principal Interest Principal Interest
Maturity Amount Rate* Maturity Amount Rate*
7-1-1999 $ % 7-1-2009 $ %
7-1-2000 $ % 7-1-2010 $ %
7-1-2001 3 % 7-1-201 1 5 %
7-1-2002 $ % 7-1-2012 $ %
7-1-2003 3 % 7-1-2013 b %
7-1-2004 $ % 7-1-2014 $ %
7-1-2005 $ % 7-1-2015 $ %
7-1-2006 $ Y% 7-1-2016 $ %
7-1-2007 $ % 7-1-2017 $ %
7-1-2008 $ % 7-1-2018 % %%

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

Y e Term Bonds _ Mandatorv Sinking F u n d  Redemptjons
Year of Principal
Maturity (7-1) Amount
- - A - - , -
% ) N J y I 3
$ - - A - - .

Our caculation (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 pat of this bid) is a debt service table prepared by the bidder which shows the
annud ingtdlments of principa 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 lesst five business days prior to the Closing Date
described below.

* All interest rates on ingtalments 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 pur 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
Officia Statement and Notice of Sale and Bidding Instructions.

We agree to accept delivery of the Bonds utilizing the Book-Entry Only System through DTC and make payment

for the Initid Bonds in immediately available funds, pursuant to written direction of the Board, not later than 10:00
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 Sde and Bidding Instructions.

The undersigned agrees to complete, execute, and deliver to the Board, a 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 Sde and Bidding Ingdructions, with such changes thereto as may be acceptable to the Board.

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

Respectfully submitted,

By:

Authorized Representative

ACCEPTANCE CLAUSE

The above and foregoing hid is hereby in al things accepted by the Board of Regents of The University of Texas
System, subject to al and in accordance with the Notice of Sde and Bidding Intructions, this the day of
, 199 .

Authorized Representative,
The University of Texas System
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ESCROW AGREEMENT

THIS ESCROW AGREEMENT (this “Escrow Agreement”) deted as of ,199
is mede and entered into by and between the BOARD OF REGENTS OF THE UNIVERSTY OF
TEXAS SYSTEM (the “Board’) and BANKERS TRUST COMPANY, New York, New York, as
escrow agent (together with any successor or assgn in such capadity, the “Escrow Agent”).

WHEREAS, the Board has heretofore issued its Permanent Universty Fund Vaidle Rate
Notes, Saries A, currently outdtanding in the aggregate principd amount of $150,000,000; ad

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

WHEREAS Artide 717k, Vemon's Texas Civil Sautes, as amended, authorizes and
empowers the Board to issue, sdl and ddiver refunding bonds and to deposit the proceeds of such
bonds with any place of payment for the Refunded Notes in an amount which is sufficient to provide
for the payment or redemption of the principa of and interes on the Refunded Notes and

WHEREAS, the Board has adopted a resolution (the “Refunding Bond Order”) authorizing
the issuance of its Parmanent Universty Fund Bonds, Saies 1997, in the maximum aggregate
prindpd amount of § and on the date hereof the Board is issuing, sdling and ddivering
the Refunding Bonds (as herendter defined), for the purposes of (i) funding the cods of
improvements a vaious inditutions within The Univeraty of Texas Sysem and (i) providing the
funds necessary to refund the Refunded Notes to restructure the Board's debt service requirements,
ad

WHEREAS, the Board has provided for the trander to the Escrow Agent pursuant to this

Escrow Agreement of a portion of the procesds of the Refunding Bonds and other money lawfully
avalable 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 provison is made for the safekegping,
investment, renvestment, adminigration and digpogtion of proceeds of the Refunding Bonds S0 as
to provide firm banking and finendd arangements for the discharge ad find paymet of the
Refunded Notes -

NOW, THEREFORE, in condderation of the mutud undertakings, promises and agreaments
herein contained, and other good and vaduable congderaion, the recapt and sufficdency of which
hereby are acknowledged, and in order to secure the full and timdy payment of the principa of and
interest on the Refunded Notes, the Board and the Escrow Agent contract and agree as follows
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ARTICLE |

DEFINITIONS AND INTERPRETATIONS

Section 1 01, Definitions, Unless otherwise expresdy provided or unless the context clearly
requires otherwise, the falowing terms shdl have the respective meenings specified bdow for dl
purposes of this Escrow Agreement:

“Boad” shdl mean the Boad of Regents of The Universty of Texas Sysgem, and ay
uccessor to its duties and functions

“Code’ shdl mean the Internd Revenue Code of 1986, as amended, and the gpplicable
regulations thereunder and under the Internd Revenue Code of 1954.

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

“Escrow Agreement” shdl meen this escrow agresment.

“Escrow Fund” shdl mean the fund created in Section 3.01 of this Escrow Agreement to be
adminigered by the Escrow Agent pursuant to the provisons of this Escrow Agreement.

“Escrow Funding Date’ shdl mean the date on which the Board depodts with the Escrow
Agent the Escrowed Securities and cash described in Section 2.01.

“Escrowed Securities” dhdl mean the direct non-cdlable and non-prepayable United Stiates
Tressury obligations initidly purchased with proceeds of the Refunding Bonds, dl as more fully
described in Exhibit A hereto.

“Paying Agent for the Refunded Notes” shdl mean Bankers Trugt Company, New Y ork, New
York.

“Refunded Note Resolution” shdl meen the amended and retated resolution adopted by the
Board on April 14, 1997, authorizing the issuance of the Refunded Notes

“Refunded Notes' shdll meen $78,000,000 of the Board's Permanent Universty Fund
Vaiade Rae Notes Saies A, bearing interest a the “Hexible Rate’ for the “Hexible Rate Periods’
shown on Exhibit B hereto (the quated terms having the meaning assigned to such terms in the
Refunded Note Resolution).

“Refunding Bond Relution” shdl meen the resolution adopted by the Board on
November 13, 1997, authorizing the issuance of the Refunding Bonds
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“Refunding Bonds’ dhdl mean the Board's Permanent Univeraty Fund Bonds, Saries 199,
dated as of the first caendar day of the month during which they are sold a public sde, baing issued,
s0ld and ddivered on the date hereof in the aggregate principd amount of §

Section 1.02.  Interpret-. The titles and headings of the atides and sections of this
Escrow Agreement have been insarted for convenience of reference only and are not to be consdered
a pat hereof and shdl nat in any way modify or resrict the terms hereof. This Escrow Agreement
and dl of the terms and provisons hereof shdl be liberdly condrued to effectuate the purposes st
forth hereén and to achieve the intended purpose of providing for the refunding of the Refunded
Notes in accordance with gpplicable law.

ARTICLE I
DEPOSIT OF FUNDS AND ESCROWED SECURITIES

Section 2.01. Deposits with Escrow Agent: Acquisition of Escrowed Securities On the
Escrow Funding Date the Board will depost, or cause to be deposited, with the Escrow Agent the
fdlowing:

(@)  Escrowed Secuities in the prindpd amount of § , purchased with
proceeds of the Refunding Bonds and ather money lawfully avalade for such purposs and

() A beginning cash bdance of $
ARTICLE lI
CREATION AND OPERATION OF ESCROW FUND

Section 3.01. Escrow Fund. On the Escrow Funding Date the Escrow Agent will create on
its books a gpedid fund and irrevocable escrow to be known as the “Board of Regents of The
Univergty of Texas Sysem Permanet Universty Fund Bonds, Series 199, Escrow Fund” into
which will be deposited the cash and Escrowed Securities described in Section 2.01. The Escrowed
Securities dl proceads therefrom, and dl cash balances from time to time on depaosit in the Escrow
Fund shdl be the property of the Escrow Fund and shdl be gpplied only in grict conformity with the
terms and conditions hereof. The Escrowed Securities, dl proceeds therefrom and dl cash baances
from time to time on deposit in the Escrow Fund are hereby irrevocably pledged to the payment of
the principd of and interest on the Refunded Notes, which payment shdl be made by timdy trandfers
to the Paying Agent for the Refunded Notes of such amounts a such times as are provided in Section
302 hereof. When the find trandfers have been made to the Paying Agent for the Refunded Notes
for the payment of such prindpa of and interest on the Refunded Notes, any balance then remaining
in the Escrov Fund shdl be trandered to the Board, and the Escrow Agent shdll thereupon be
discharged from any further duties hereunder.
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Section 3.02. Pavment of Principal of and Interes on Refunded Notes. The Escrow Agent
IS hereby irrevocably indructed to trandfer to the Paying Agent for the Refunded Notes from the cash
balance from time to time on depogt in the Escrow Fund the amounts required to pay the principa
of and interest on the Reftmded Notes as the same become due and payable, as shown in Exhibit B
hereto.

Section 303, Sufficiency of Escrow Fund. On the basis of areport ddivered by Deloitte &
Touche LLP, independent cartified public accountants, a copy of which has been ddivered to the
Escrow Agent, the Board represents that the successve receipts of the principd of and interest on
the Escrowed Securities will assure that the cash baance on deposit from time to time in the Escrow
Fund will be a dl times auffkiet to provide money for trander 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 princpd of the Refunded Notes as the Refunded Notes
are redeemed. If, for any reason, a any time, the cash baances on depogt or scheduled to be on
depost in the Escrov Fund shdl be insufficient to trandfer the amounts required to make the
payments st forth in Section 3.02 hereof, the Board shdl timely deposit into the Escrow Fund, from
lanvfully avalable funds, additiond funds in the amounts required to make such payments Natice
of any such insuffkiency shal be given promptly as hereinafter provided, but the Escrow Agent shdl
not be Respongble for any insuffidency of funds in the Escrow Fund or the Boards fallure to meke
additiond depogts thereto.

Section 3.04.  Escrow Fund. The Escrow Agent at dl times shdl hald the Escrow Fund, the
Escrowed Securities and al other assets of the Escrow Fund whally segregated from dl other funds
and securities on deposit with the Escrow Agent; it shdl never dlow the Escrowed Securities or any
other assts of the Escrow Fund to be commingled with any other funds or securities of the Escrow
Agent; and it shdl hold and digpose of the assats of the Escrow Fund only as st forth herein. The
Escrowed Securities and other assets of the Escrow Fund dways shdl be maintained by the Escrow
Agent as spedid trugt funds for the purposes spedified in this Escrow Agreement and for the benefit
of the holders of the Refunded Notes, and a gpecid account evidending such fact shdl be maintained
a dl tunes on the books of the Escrow Agent. The holders of the Refunded Notes shdll be entitled
to the same preferred daim and firt lien upon the Escrowed Securities, the proceeds thereof and dll
other assets of the Escrow Fund as are enjoyed by other bendficaries of amilar accounts The
amounts recaived by the Escrow Agent under this Escrow Agreement shdl not be conddered as a
banking depost by the Board, and the Escrow Agent shdl have no right or title with respect thereto
except as escrow agent under the term” hereof. The amounts recaived by the Escrow Agent
hereunder shall not be subject to warrants, drafts or checks drawn by the Board.”

ARTICLE IV
REDEMPTION OF REFUNDED NOTES PRIOR TO MATURITY

Section 4.01. Optiond Redemption of Refunded Notes. The Board has irrevocably exercised
its option to call the Refunded Notes for redemption prior to maturity, on the redemption dates st
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forth on Exhibit B hereto, a a price of 100% of par plus accrued interest to the date fixed for
redemption. Such optiond redemption shdl be caried 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

LIMITATION ON INVESTMENTS

Section 501. Gengd. Except as heréin othewise expresdy provided, the Escrow Agent
shdl not have any power or duty to invest any money hed hereunder, or to mike subdtitutions of the
Escrowed Securities, or to s, trander or othewise dispose of the Escrowed Securities.

Section 5,02 Subdtitution of Securities At the written request of the Board, and upon
compliance with the conditions heranafter dated, the Escrow Agent shdl <, trander, otherwise
digoose of or request the redemption of dl or any portion of the Escrowed Securities and goply the
proceeds therefrom to purchase and cancd Refunded Notes or to purchase direct obligations of, or
obligations the principd of and interex on which are unconditiondly guaranteed by, the United
Sates of America and which do not permit the redemption or prepayment thereof a the option of
the obligor. Any such transaction may be effected by the Escrow Agent only if (1) the Escrow Agent
shdl have recaived a written opinion from a recognized firm of certified public accountants that such
transaction will not cause the amount of money and securities in the Escrow Fund to be reduced
bdow an amount which will be sufficient, when added to the interest to accrue thereon, to provide
for the payment of principd of and interest on the remaining Refunded Notes as they become due,
and (2) the Escrow Agent sdl have recaved the unqudified written legd opinion of nationdly
recognized bond counsd or tax counsd acceptable to the Board and the Escrow Agent to the effect
that (a) such transaction will not cause any of the Refunded Nates or Refunding Bonds to be an
“ahitrage bond” within the meaning of the Code, and (b) thet such transaction complies with the
Condtitution and laws of the State of Texas and with dl rdevant documents rdaing to the issuance
of the Refunded Notes and the Refunding Bonds

ARTICLE VI
RECORDS AND REPORTS

Sction 6.01. Records. The Escrow Agent shdl keep books of record and account in which
complete and correct entries shdl be made of dl transactions rdaing to the recaipt, disoursament,
dlocation and gpplication of the money and Escrowed Securities deposited to the Escrow Fund and
al proceeds thereof, and such books shdl be available for ingpection a reasonable hours and under
reasonable conditions by the Board and the holders of the Refunded Notes.

Section 6.02. Repeort. On or before 199, the Escrow Agent shdl prepare
and send to the Board a written report summarizing al transactions rdaing to the Escrow Fund
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during the period from the Escrow Funding Date and ending on , 1997, induding,
without limitation, credits to the Escrow Fund as a result of interest payments on or maurities of the
Escrowed Securities and tranders from the Escrow Fund to the Paying Agent for the Refunded Notes
or othewise, together with the cash baance on depost in the Escrow Fund as of the end of such

period.

Section 6.03.  Ndtification. The Escrow Agent shdl natify the Board immediady if & any
time during the term of this Escrow Agreemeat it determines that the cash and Escrowed Securities
in the Escrow Fund are not sufficient to provide for the trander to the Paying Agent for the Refunded
Notes for timdy payment of dl interes on and prindpd of the Refunded Notes, but the Escrow
Agent shdl not be respongble for any insuffidency of funds in the Escrow Fund or the Board's
falure to make additiond deposts thereto.

ARTICLE VII

CONCERNING THE ESCROW AGENT

Section 7.01. Representations Of Escrow Agent. The Escrow Agent hereby represents thet
it is the Paying Agent for the Refunded Notes, thet it has dl necessary power and authority to enter
into this Escrow Agreament and underteke the obligations and regponghilities imposed upon it
heran, and that it will cary out dl of its obligations hereunder.

Section 7.02. Limitation on Liability. The Escrow Agent shall not be ligble for any action
taken or neglected to be taken by it in good faith in the exercise of reasonable care and bdieved by
it to be within the discretion or power conferred upon it by this Escrow Agreement, nor shdl the
Escrow Agent be responsible for the conseguences 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 shdl
have been through its negligence or want of good fath.

The ligality of the Escrov Agat to trander funds to the Paying Agent for the Refunded
Notes for the payments of the principa of and interest on the Refunded Notes shah be limited to the
proceeds of the Escrowed Securities and the cash bdances from time to time on depost in the
Escrow Fund. Notwithsanding any provison contained herein to the contrary, the Escrov Agent
shdl have no lidality whatsoever for the insuffidency of funds from time to time in the Escrow
Fund or any falure of the obliger of the Escrowed Securities to meke timey payment thereon, except
for its obligation to natify the Board promptly of any such occurrence

The reditds hereén and in the proceedings authorizing the Refunding Bonds dhdl be taken
as the datements of the Board and shdl not be conddered as made by, or imposing any obligation

or ligbility upon, the Escrow Agent. In its capacity as Escrow Agert, it is agreed that the Escrow
Agent need look only to the terms and providons of this Escrow Agreement.
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The Escrow Agent makes no representetion as to the value, condition or sufficiency of the
Escrow Fund, or any part thereof, or asto the title of the Board thereto, or asto the security afforded
thereby or hereby, and the Escrow Agent shal incur no liability or respongbility with respect to any
of such matters.

It is the intention of the Board and the Escrow Agent that the Escrow Agent shdl never be
required to use or advance its own funds or othewise incur persond financid lidbility in the
performance of any of its duties or the exercise of any of its rights and powers hereunder.

Unless it is specificdly 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 cdled upon by the terms of this Escrow Agreement to determine the occurrence of any
event or contingency, the Escrow Agent shdl be obligated, in making such determination, only to
exercise reasonable care and diligence, and in event of eror in making such determination the
Escrow Agent shdl 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 additiona 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, a any time.

Section 7.03. Compensation. 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 al 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 dl expenses incurred
by the Escrow Agent in performing such extraordinary service. It is expresdy provided that the
Escrow Agent shdl look only to the Board for the payment of such additiond fees and
reimbursement of such additiona expenses. The Escrow Agent hereby agrees that in no event shal
it ever assart any claim or lien againgt 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. A

Section 7.04. Successor Escrow Agents. If & any time the Escrow Agent or its legd
successor or successors should cease to be the Paying Agent for the Refunded Notes, a vacancy shall
forthwith exis hereunder in the office of the Escrow Agent. Any successor Paying Agent for the
Refunded Notes agppointed by the Board shdl succeed, without further act, to dl the rights,
immunities, powers and trusts of the predecessor Escrow Agent hereunder. Upon the request of any
such successor Escrow Agent, the Board shdl execute any and dl instruments in writing for more
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fully and catainly vesting in and confirming to such successor Escrow Agant dl such immunities
rights powers and duties The Escrow Agent shdl pay over to its successor Escrow Agent a
proportiona part of the Escrow Agent's fee hereunder equd to the portion of such fee atributeble
to duties to be performed after the date of succession.

ARTICLE VIII

MISCELLANEQUS

Section 8.01. Notices. Any notice, authorization, request, or demand required or permitted
to be given hereunder hdl be in writing and shdl be deamed to have been duly given when malled
by regigered or catified mall, posage prepaid, addressed as follows

To the Escrow Agent:

Bankers Trus Company

Corporate and Trust Agency Croup
Four Albany Stredt, 4th Hoor
New York, New Y ork 10006
Attention: Ms. Karen Sheridan

Tothe Board:

The Board of Regents of

The Univarsty of Texas Sysem

201 West Seventh Street, ASH 2nd Floor

Audtin, Texas 78701-2981

Attention: Interim Assdatt Vice Chancdlor for Finance

The United Sates Pogt Office regidered or certified mall recdpt showing ddivery of the
aforesaid shdl be condusve evidence of the date and fact of ddivery. Any party hereto may change
the address to which notices are to be ddivered by giving to the other party not less then ten days
prior notice thereof.

Section 8. 02. Termination of Escrow Agent's Obligations. Upon the taking by the Escrow
Agent of dl the actions as destribed herein, the Escrow Agent shdl 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 Agreementt.

Binding Agreement. This Escrow Agreement shal be binding upon the Board

Section 8.03
and the Escrow Agent and their repective successors and legd representatives, shdl inure soldy to
the bendfit of the holders of the Refunded Notes, the Board, the Escrow Agent and their respective
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successors and legd representatives. This Escrow Agreement shdl not be subject to amendment
without the written consent of the holders of dl Refunded Notes then outstanding.

Section 8.04. Severahility. If any one or more of the provisons contained in this Escrow
‘Agreement shdl for any reason be hdd to be invdid, illegd or unenforcegble in any respect, such
invdidity, illegdity or unenforcesbility dhdl not afedt any other providon of this Escrow
Agreament, but this Escrov Agreement shdl be condrued as if such invdid or illegd or
unenforcesble provison had never been contained herain.

Section 305,  Goveming Law. THIS ESCROW AGREEMENT SHALL BE DEEMED TO
BE A CONTRACT MADE 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.

Scction 8.06. Time of Essnce Tie shdl be of the essnce in the ‘peformance of
obligaions from time to time imposed upon the Escrow Agent by this Escrow Agreement.

Executed as of ,199

THE BOARD OF REGENTS
THE UNIVERSTY OF TEXAS SYSTEM

Interim Assgant Vice Chancdlor for Fnance

BANKERS TRUST COMPANY, as Escrow Agent

By:
Tit
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EXHIBIT A

ESCROWED SFCURITIES

The following noncdlable United States Treasury obligations conditute “Escrowed
Securities’:

Instrument @ Coupon[%] = Maturty Par_ Amount
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REEUNDED NOTES

BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM
PERMANENT UNIVERSITY FUND VARIABLE RATE NOTES
SERIES A
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4.

U T. Board of Regents: Approval to Adopt the Sixth
Suppl enental Resolution to the Master Resol ution

Aut hori zi ng the |Issuance of Board of Regents of The
University of Texas System Revenue Financing System
Bonds, Series 1997A and Series 1997B, in an Aggregate
Princi pal Anobunt Not to Exceed $127, 000, 000; Approval of
the Oficial Statenent, Paying Agent/Regi strar Agreenent,

and Escrow Agreenent; Appointnment of MCall, Parkhurst &
Horton, L.L.P., Dallas, Texas, as Bond Counsel and

Di scl osure Counsel; Bankers Trust Conpany, New York, New
York, as Escrow Agent; Norwest Bank Texas, N. A, Dall as,

Texas, as Paying Agent; and Deloitte & Touche L.L.P.,
Houst on, Texas, as Escrow Verification Agent;

Aut hori zation for Oficers of U T. Systemto Conplete
Al'l Transactions; and Approval of Use of Revenue

Fi nanci ng System Parity Debt, Receipt of Certificate, and

Fi nding of Fact with Regard to Financial Capacity.--The
Board, upon recomrendation of the Business Affairs and
Audit Conmittee:

a. Adopt ed the Sixth Suppl emental Resol ution
to the Master Resol ution and approved
the Oficial Statenent, Paying Agent/

Regi strar Agreenent, and Escrow Agreenent
substantially in the formset out on
Pages 132 - 268 to authorize the issuance
of Board of Regents of The University of
Texas System Revenue Fi nanci ng System
Bonds, Series 1997A and Series 1997B,

in an aggregate principal anpunt 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
Fi nanci ng System Comrerci al Paper Notes,
Series A, and to pay issuance costs

b. Appoi nted McCall, Parkhurst & Horton, L.L.P.,
Dal | as, Texas, as Bond Counsel and as
Di scl osure Counsel

C. Appoi nt ed Bankers Trust Conpany, New York,
New Yor k, as Escrow Agent

d. Appoi nt ed Norwest Bank Texas, N. A., Dallas,
Texas, as Payi ng Agent

e. Appoi nted Deloitte & Touche L.L.P., Houston,
Texas, as Escrow Verification Agent
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f. Aut hori zed appropriate officers and enpl oyees
of the U T. Systemas set forth in the
rel ated docunents to take any and all actions
necessary to carry out the intentions of the
U T. Board of Regents to conplete the
transactions as provided in the Resol ution.

In conpliance with Section 5 of the Anended and Rest ated
Mast er Resol ution Establishing The University of Texas
Syst em Revenue Fi nancing System adopted by the U T.
Board of Regents on February 14, 1991, and anended on

Cct ober 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
out st andi ng Revenue Fi nancing System
Comrerci al Paper Notes, Series A

b. Sufficient funds will be available to
neet the financial obligations of the
U T. Systemincluding sufficient Pledged
Revenues as defined in the Master
Resolution to satisfy the Annual Debt
Servi ce Requirenents of the Financing
System and to neet all financial
obligations of the U T. Board of Regents
relating to the Financing System

C. The “nmenbers” as such termis used in the
Mast er Resol ution possess the financial
capacity to satisfy their Direct
ol igation as defined in the Master
Resolution relating to the issuance by
the U. T. Board of Regents of tax-exenpt
Parity Debt

d. This resolution satisfies the official
intent requirenents set forth in
Section 1.150-2 of the U S. Treasury
Regul at i ons.

Proceeds fromthe Revenue Financing System Bonds,

Series 1997A, will be used to refund Revenue Fi nancing
System Conmerci al Paper Notes, Series A, that were issued
to fund construction costs of $10, 455,000 for projects
aut hori zed by Section 55.1714 of the Texas Educati on
Code. These projects are part of the South Texas/ Border
Initiative Program
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Proceeds fromthe Revenue Financi ng System Bonds,

Series 1997B, will be used to refund $109, 504, 000

of Revenue Fi nancing System Comrerci al Paper Notes,
Series A that were issued to provide interimfinancing
during the construction of auxiliary projects. This

met hod of financing allows the conponent institutions
to pay short-termrates during construction and does not
require any anortization of the debt during this period.
Once the project construction is conpleted, the
commerci al paper debt is refunded with fixed rate debt
and anortization begins. Proceeds not used for the

pur pose of refunding the Notes will be used to pay

i ssuance costs of approxi mtely $190, 000.

The bonds will be sold on a conpetitive 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 nost favorable terns and
are sold and awarded to the wi nning 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

Assi stant Vice Chancellor for Finance, or the Director of
Fi nance.
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PARITY DEBT CERTIFICATE OF U, T. SYSTEM REPRESENTATIVE

I, the undersigned Interim Assistant Vice Chancellor for
Finance of The University of Texas System a Uy, 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 anended on Cctober 8, 1993 and August 14, 1997, (the

" Mast er Resolution"), do hereby execute this certificate for
the benefit of the Board of Regents pursuant to

Section 5 (a) (ii) of the Mster Resolution in connection wth
the authorization by the Board to issue "Parity Debt" pursuant
to the Mster Resolution to refund outstanding Revenue
Financing System Commercial Paper Notes, Series A and do
certify that to the best of ny knowedge the Board of Regents
is in conpliance with all covenants contained in the Master
Resolution, Amended and Restated First Supplemental  Resol ution
Establishing an Interim Financing Program  Second Supplemental
Resolution, Third Supplemental Resolution, Fourth  Supplenental
Resolution, and the Fifth Supplemental Resolution and is not
in default of any of the terms, provisions, and conditions in
said Mster Resolution, Amended and Restated First

Suppl enental  Resolution, Second Supplenental  Resolution,  Third
Suppl emental Resolution, Fourth  Supplenmental  Resolution, and
the Fifth Supplenental Resolution as anended.

EXEQUTED this 4D day of Aovembey . 1997

Interim Assistant Vi 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 UNIVERSTY OF
TEXAS SYSTEM REVENUE FINANCING SYSTEM BONDS, AND
APPROVING AND AUTHORIZING INSTRUMENTS AND
PROCEDURES RELATING THERETO
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RESOLUTION AUTHORIZING THE ISSUANCE, SALE, AND
DELIVERY OF BOARD OF REGENTS OF THE UNIVERSTY
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SIXTH SUPPLEMENTAL RESOLUTION TO THE MASTER
RESOLUTION AUTHORIZING THE ISSUANCE, SALE, AND
DELIVERY OF BOARD OF REGENTS OF THE
UNIVERSTY 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
Magter Resolution Establishing The Universty of Texas Sysem Revenue Financing System and
amended such resolution on October 8, 1993, and August 14, 1997 (referred to herein as the
“Magter Resolution”); and

WHEREAS, unless otherwise defined 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 indtitutions now or hereafter congtituting components of The Universty of Texas Sysem 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 previoudy adopted the First through Fifth Supplementa
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
financed with the proceeds of some of its outstanding Revenue Financing System Commercia Paper
Notes, Series A (the “Refunded Obligations’); and

WHEREAS, the Board hereby determines and deems it necessary to authorize the issuance
of Parity 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 reguired in connection with the refunding of the Refunded 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 shdl have the meanings given in the Master Resolution 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 aggregete principd amount of $11,500,000, FOR THE PURPOSE OF
() 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
(i) 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 ddivered 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 herainafter referred to as the
“Bonds’, which may be in the form of ether Current Interest Bonds or Capita 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 initidly be issued, sold, and
ddivered hereunder fully registered bonds, without interest coupons, in the form of Current Interest
Bonds or Capitd Appreciation Bonds, numbered consecutively for each Series of Bonds from R-|
upward, in the case of Current Interest Bonds and CR-l upward, in the case of Capital Appreciation
Bonds, payable to the respective initid 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 integrd multiple thereof with respect
to Capitd Appreciaion Bonds (an “Authorized Denomination”), maturing not later than August 15,
2018, seidly or otherwise on the dates, in the years and in the principad amounts, respectively, and
dated, dl as st 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
behdf of the Board in sdlling 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 additiona designation or title by which the Bonds of each Series shdl be known,
the price a which the Bonds of each Serieswill be sold, the years in which the Bonds of each Series
will mature, the principd amount to mature in each of such years, the aggregate principd amount
of the Bonds of each Series, the aggregate principd amount of Current Interest Bonds and Capita
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 a which the Bonds of each Series shdl be
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subject to redemption prior to maturity at the option of the Board, as well as any mandatory sinking
fund redemption provisons, and al other matters relating to the issuance, sde, and delivery of the
Bonds of each Series, and the refunding of the Refunded Obligations, dl of which shdl be specified
in a certificate of the U.T. System Representative ddivered to the Executive Secretary to the Board

(the “Award Certificate’); provided that (i) the price to be paid for the Bonds of each Series shdl
not be less than 95% of the aggregate origind principa amount thereof plus accrued interest thereon
From its date to its ddivery, and (ii) none of the Bonds shdl beer interest at a rate greater than 8%

per annum or in excess of the maximum rate alowed by law. It is further provided, however, that,
notwithstanding the foregoing provisons, the Bonds of a Series shdl not be ddivered unless prior

to ddivery, the Bonds of such Series have been rated by a nationdly recognized rating agency for
municipa securities in one of the four highest rating categories for long term obligations, as required

by Venon's Texas Civil Statutes Article 717q, as amended. The Award Certificate is hereby
incorporated in and made a part of this Resolution and shdl be filed in the minutes of the Board as

a part of this Sxth Supplement.

(c) Sde of The Bonds. The U.T. System Representative, acting for and on behdf 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 Representdtive is
authorized and directed to receive such bids and to award the sale of the Bonds of each Seriesto the
winning bidder pursuant to this Resolution. The name of the winning bidder and the terms of the
bid shdl be included in the Award Certificate.

(d) Continuing Disclosure. (i) Annual_Reports. The Board shal provide annudly to each
NRMSIR and any SID, within six months after the end of each Fiscd Year ending in or after 1997,
financid information and operating data with respect to The Universty of Texas Sysem of the
generd type included in the Officid Statement dated February 9, 1996, relating to the Board's
Revenue Financing System Bonds, Series 1996A and Series 19969 under the captions “Annua Debt
Service Requirements’, “Financid Management of The Universty of Texas Sysem” and “Generd
Description of The University of Texas System « Enrollment and Faculty and Employees’ and in
Appendix C to such Official Statement, Financid Statements of The University of Texas System.
Any tinancid statements so to be provided shdl 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
datements and the audit is completed within the period during which they mugt be provided. |f
audited financid statements are not so provided within the required period, then the Board shall
provide unaudited tinancial statements for the applicable Fisca Year to each NRMSIR and any SID,
and shah file audited tinancid statements when and if audited financid statements become available.
If audited financid statements are not prepared for any Fiscd Year and audited financid statements
are prepared with respect to the State of Texas for such Fiscal Year, the Board shal provide, or
cause to be provided, the audited financid statements of the State of Texas for the applicable Fiscal
Year to eech NRMSIR and any SID within Sx months after the end of said Fiscd Year or as soon
theresfter as such audited financid statements become available from the State Auditor of the State
of Texas. Any such audited financid statements of the State of Texas so provided shdl be prepared
in accordance with generaly accepted accounting principles for state governments, as such principles
may be changed from time to time to comply with date law.
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If the Board changes the Fisca 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 financid information and operating data pursuant to this
Section.

The financid information and operating data to be provided pursuant to this Section may be
set forth in full in one or more documents or may be included by specific reference to any document
(including an officid 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) Materiad Event Notices. The Board shdl notify any SID and either eech NRMSIR or
the MSRB, in a timely manner, of any of the following events with respect to the Bonds, if such
event is materid within the meaning of the federd securities laws

Principd and interest payment delinquencies,

Non-payment related defaults;

Unscheduled draws on debt service reserves reflecting financid difficulties,
Unscheduled draws on credit enhancements reflecting financid difficulties;
Subdtitution of credit or liquidity providers, or ther falure to perform;
Adverse tax opinions or events affecting the tax-exempt status of the Bonds;
Modifications to rights of holders of the Bonds;

Bond cdls

Defeasances,

Release, subdtitution, or sale of property securing repayment of the Bonds;
and

Rating changes.

=T IETMMUOow>

e

The Board shdl not@ any SID and either each NRMSIR or the MSRB, in atimely 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.

(i) Limitations. Disclamers. and Amendments. The Board shal 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 cdls and defeasance that cause the Bonds to be no longer outstanding.

The provisons of this Section are for the sole benefit of the holders and beneficid owners
of the Bonds, and nothing in this Section, express or implied, shdl give any benefit or any legd or
equitable right, remedy, or clam hereunder to any other person. The Board undertakes to provide
only the financial information, operating data, financid statements, and notices which it has expresdy
agreed to provide pursuant to this Section and does not hereby undertake to provide any other
information that may be relevant or materia to a complete presentation of the Boards financia
results, condition, or prospects relaing to the Financing System or hereby undertake to update any
information provided in accordance with this Section or otherwise, except as expresdy provided

/ky: UT RIS 9TA&D - 2535.046\GSUPRES - 10/13/97 4

- 139 -



herein. The Board does not make any representation or warranty concerning such information or
its usefulness to a decison to invest in or sdl Bonds a 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
conditute a breach of or default under this Sixth Supplement for purposes of any other provison
of this Sxth Supplement.

Nothing in this Section is intended or shdl act to disclam, waive, or otherwise limit the
duties of the Board under federd and State securities laws.

The provisions of this Section may be amended by the Board from time to time to adapt to
changed circumgtances that arise from a change in legd 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 provisons of this
Section, as S0 amended, would have permitted an underwriter to purchase or sdll 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 mgority in aggregate principa amount (or any greater amount
required by any other provison of this Sxth 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 nationdly recognized bond counsd) determines that such amendment will not materidly
impair the interests of the holders and beneficial-owners of the Bonds. If the Board so amends the
provisons of this Section, it shal include with any amended financid information or operdting 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 financial information or operating data
0 provided. The Board may dso amend or reped the provisons of this continuing disclosure
requirement if the SEC amends or repeds the gpplicable provisons of the Rule or a court of find
jurisdiction enters judgment that such provisons of the Rule are invdid, but only if and to the extent
that the provisons of this sentence would not prevent an underwriter from lawfully purchasing or
sling the Bonds in the primary offering of the Bonds.

(e In_Generd. The Bonds of each Series (i) may and shdl be redeemed prior to the
respective scheduled maturity dates, (ii) may be assgned and trandferred, (iii) may be exchanged for
other Bonds of such Series, (iv) shdl have the characteritics, and (v) shdl be sgned and sedled, and
the principal of and interest on the Bonds shal be payable, dl as provided, and in the manner
required or indicated, in the FORM OF BONDS ¢t forth in Exhibit B to this Sixth Supplement and
as determined by the UT. System Representative as provided herein, with such changes and
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additions as are required to be consgtent with the terms and provisons shown in the Award
Certificate relating to a Series of Bonds.

Section 4. INTEREST. The Current Interest Bonds of each Series of Bonds shdl 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
a the rates set forth in the Award Certificate.

The Capitd Appreciation Bonds of each Series of Bonds shall bear interest from the Issuance
Date for such Series of Bonds, caculated on the basis of a360-day year composed of twelve 30-day
months (subject to rounding to the Compounded Amounts thereof), compounded semiannualy on
the dates st forth in the Award Certificate (the “Compounding Dates’) commencing on the date set
forth in the Award Certificate, and payable, together with the principd 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 Capitd Appreciation Bonds are to be issued shdl be an Exhibit (the
“Compounded Amount Table’) which will set forth the rounded origind principd amounts a the
Issuance Date for the Capital Appreciaion Bonds and the Compounded Amounts and Maturity
Amounts thereof (per $5,000 Maturity Amount) as of each Compounding Date, commencing the
date st forth in the Award Certificate, and continuing until the find maturity of such Capita
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) Paving Agent/Registrar. 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 subgtantidly the form submitted to the
Board.

(b) Remstration_Books. The Board shal keep books or records for the registration of the
transfer, exchange, and replacement of each Series of Bonds (the “Regidration Books’), and the
Board hereby designates the Paying Agent/Registrar as the initia registrar and transfer agent to keep
such books or records and make such regigtrations of transfers, exchanges, and replacements under
such reasonable regulations as the Board may prescribe; and the Paying Agent/Registrar shall make
such regidrations, transfers, exchanges, and replacements as herein provided. The Paying
Agent/Regidrar 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 shdl be mailed, as herein
provided; but it shal be the duty of each registered owner to notify the Paying Agent/Registrar in
writing of the address to which payments shdl be malled, and such interest payments shal not be
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mailed unless such notice has been given. The Board, if not the Paying Agent/Regidtrar, shdl have
the right to ingpect the Registration Books during regular business hours of the Paying
Agent/Regigtrar, but otherwise the Paying Agent/Regisrar shal keep the Regidration Books
confidentia and, unless otherwise required by law, shdl not permit their ingpection by any other
entity.

(c) Qwnership of Bonds. The entity in whose name any Bond shdl be registered in the
Regidration Books at any time shdl be deemed and trested as the absolute owner thereof for dl
purposes of this Sixth Supplement, whether or not such Bond shdl be overdue, and, to the extent
permitted by law, the Board and the Paying Agent/Registrar shall not be affected by any notice to
the contrary; and payment of, or on account of, the principa of, premium, if any, and interest on any
such Bond shdl be made only to such registered owner.  All such payments shdl be vdid and
effectud to sisfy and discharge the liability upon such Bond to the extent of the sum or sUms 0
paid.

(d) Pavment of Bonds and Interest. The Board hereby further gppoints the Paying
Agent/Registrar to act as the paying agent for paying the principal of and interest on the Bonds, dl
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 initidly issued and delivered pursuant to this
Sixth Supplement shdl be authenticated by the Paying Agent by execution of the Paying Agent’s
Authentication Certificate unless they have been approved by the Attorney Generd 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/Regigtrar shdl execute the PAYING AGENT/REGISTRAR'S AUTHENTICATION
CERTIFICATE The Authentication Certificate shal be in the form set forth in the FORM OF
BONDS.

() Transfer. Exchange, or Replacement: Each Bond issued and delivered pursuant to this
Sih Supplement, to the extent of the unpaid or unredeemed principa amount or Maturity Amount
thereof, may, upon surrender of such Bond a the corporate trust office of the Paying
Agent/Regidrar, 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 dgnatures satisfactory to the Paying Agent/Registrar, may, a 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 Sxth Supplement, in the denomination of any Authorized Denominations (subject to the
requirement hereinafter stated that each subgtitute Bond shdl be of the same Series and have asingle
stated maturity date), as requested in writing by such registered owner or such assignee or assigness,
in an aggregate principa amount equd to the unpaid or unredeemed principa amount or Maturity
Amount, of any Bond or Bonds so surrendered, and payable to the appropriate registered owne,
assignee, or assgnees, as the case may be. |If a portion of any Bond shal be redeemed prior to its
scheduled maturity as provided herein, a subgtitute Bond or Bonds having the same Series
designation and maturity date, bearing interest at the same rate, and payable in the same manner, in
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Authorized Denominations a the request of the registered owner, and in aggregate principad amount
or Maturity Amount equa to the unredeemed portion thereof, will be issued to the registered owner
upon surrender thereof for cancdlation. 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 a the same rate and payable in the same manner as the Bond for which it is being
exchanged. Each subdtitute Bond of each Series shdl 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 provison of this Sixth Supplement shall
condtitute one of the Bonds for al 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 shdl be printed an Authentication Certificate, in the form
st forth in Exhibit B to this Sixth Supplement. An authorized representative of the Paying Agent
shdl, before the ddivery of any such Bond, date and manudly sgn the Authentication Certificate,
and, except as provided in (e) above, no such Bond shal be deemed to be issued or outstanding
unless such Certificate is so executed. The Paying Agent/Registrar promptly shal cancel al Bonds
surrendered for transfer, exchange, or replacement. No additiona orders or resolutions need be
passed or adopted by the Board or any other body or person so as to accomplish the foregoing
trandfer, exchange, or replacement of any Bond or portion thereof, and the Paying Agent/Registrar
shdl provide for the printing, execution, and ddivery of the subgitute 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/Regidrar, and, upon the execution of the above Paying Agent/Registrar’s
Authentication Certificate, the exchanged or replaced Bond shadl be vdid, incontestable, and
enforceable in the same manner and with the same effect as the Bonds which were origindly issued
pursuant to this Sixth Supplement. The Board shal pay the Paying Agent/Registrar’s standard or
cusomary fees and charges, if any, for trandferring, and exchanging any Bond or any portion
thereof but the one requesting any such transfer and exchange shdl pay any taxes or governmenta
charges required to be paid with respect thereto as a condition precedent to the exercise of such
privilege. The Paying Agent/Registrar shdl not be required to make any such trandfer, 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.

(9) Subdtitute Paying Agent/Registrar. The Board covenants with the registered owners of
the Bonds thet at dl times while the Bonds are outstanding the Board will provide a competent and
legaly qudified bank, trust company, financid inditution, or other agency to act as and perform the
sarvices of Paying Agent/Regigrar 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
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principa or interest payment date after such notice. In the event that the entity at any time acting
as Paying Agent/Regidtrar (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
legdly qudified bank, trus company, financid inditution, or other agency to act as Paying
Agent/Regigtrar under this Sixth Supplement. Upon any change in the Paying Agent/Regidrar, the
previous Paying Agent/Registrar promptly shdl trandfer and deliver the Registration Books (or a
copy thereof), along with al other pertinent books and records relaing to the Bonds, to the new
Paying Agent/Regidrar desgnated and gppointed by the Board. Upon any change in the Paying
Agent/Regidrar, 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 mall, first-class postage
prepaid, which notice aso shdl give the address of the new Paying Agent/Registrar. By accepting
the position and performing as such, each Paying Agent/Registrar shdl be deemed to have agreed
to the provisons of this Sixth Supplement, and a certified copy of this Sixth Supplement shdl be
delivered to each Paying Agent/Regidtrar.

(h) Book-Entrv-Only Svstem. The Bonds of each Series issued in exchange for the Bonds
initidly 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 Depostory Trust
Company, New York, New York (“DTC"), and except as provided in subsection (i) hereof, all of
the Outstanding Bonds shdl 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 shal have no respongbility or obligation to any DTC Participant or to
any person on behdf of whom such a DTC Paticipant holds an interest on the Bonds.  Without
limiting the immediately preceding sentence, the Board, the Paying Agent/Registrar shdl have no
responsibility or obligation with respect to (i) the accuracy of the records of DTC, Cede & Co. or
any DTC Paticipant with respect to any ownership interest in the Bonds, (ii) the ddivery 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 Paticipant or any other person, other than a Bondholder, as shown in the Registration
Books of any amount with respect to principa of, premium, if any, or interest on the Bonds.
Notwithstanding any other provison of this Sixth Supplement to the contrary but to the extent,
permitted by law, the Board, the Paying Agent/Registrar shall be entitled to treet and consder 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 principa, 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 al other purposes
whatsoever. The Paying Agent/Regigtrar shdl pay dl principa 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 repective attorneys duly authorized in writing, and
al such payments shdl be vaid and effective to fully satisfy and discharge the Board's obligations
with respect to payment of principa 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 cetificate evidencing the obligation of the Board to make payments of principd,
premium, if any, and interest pursuant to this Sxth Supplement. Upon ddivery by DTC to the

fky: UT RIS 97A&D - 2535.04665UPRES - 10713497 9

- 144 -



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

(i) Successor Securities Depository: Trandfers Outside Book-Entry-Only System. 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
shdl (i) appoint a successor securities depository, qudified 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
gppointment of such successor securities depository and transfer one or more separate Bonds of
each such Series to such successor securities depository or (i) 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 shal no longer be redtricted to being registered in the Regidtration
Books in the name of Cede & Co., as nominee of DTC, but may be registered in the name of the
successor  securities depository, or its nomineg, or in whaever name or names Bondholders
trandferring or exchanging such Bonds shdl designate, in accordance with the provisons of this
Sixth Supplement.

(j) Payments to Cede & Co. Notwithstanding any other provision of this Sixth Supplement
to the contrary, o long as any Bond is registered in the name of Cede & Co., as nominee of DTC,
al payments with respect to principd of, premium, if any, and interest on such Bond and dl notices
with respect to such Bond shal 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
st 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 shdl 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 depostory and to any nationd 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 shdl 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 actua redemption date. Any notice sent to the registered securities depositories or such nationa
information services shall be sent so that they are received at least two (2) days prior to the generd
mailing or publication date of such notice. The Paying Agent/Registrar shdl dso 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, shdl 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
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CUSIP number, the certificate numbers, the amounts caled of each cetificate, 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 a which the Bonds may be redeemed or paid,
including a contact person and telephone number.

(iit) All redemption payments made by the Paying Agent/Regidirar to the registered owners
of the Bonds shdl include a CUSIP number relaing to each amount paid to such registered owner.

Section 6. FORM OF BONDS. The form of the Bonds, including the form of Paying
Agent/Regidrar’s Authentication Certificate, the form of Assgnment and the form of Regidration
Certificate of the Comptroller of Public Accounts of the State of Texas, if needed with respect to
the Bonds of each Series initidly issued and ddivered pursuant to this Sixth Supplement, shdl be,
respectively, subgtantidly as set forth in Exhibit B, with such gppropriate variaions, omissons, or
insertions as are permitted or required by this Sixth Supplement and any Award Certificate.

Section 7. ESTABLISHMENT OF FINANCING SYSTEM AND ISSUANCE OF PARITY
DEBT. By adoption of the Master Resolution, the Board has established The University of Texas
Sysem Revenue Financing System for the purpose of providing a financing Structure for revenue
supported indebtedness of components of The University of Texas System which are from time to
time included as Members of the Financing Sysem.  The Magter Resolution is intended to establish
a magter plan under which revenue supported debt of the Financing System can be incurred. This
Sixth Supplement provides for the authorization, issuance, sale, ddivery, form, characterigtics,
provisons 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 al 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(@) of the Master Resolution, the
Board hereby determines that upon the issuance of the Bonds it will have sufficient funds to meet
the financial obligations of The Universty of Texas System, induding sufficient Pledged Revenues
to satidfy the Annud Debt Service Requirements of the Financing System and to meet dl financid
obligations of the Board relating to the Financing System and that the Members on whose behdf the
Bonds are to be issued possess the financia capacity to satisfy their Direct Obligations after taking
the Bonds into accournt.

Section 8. SECURITY AND PAYMENTS. The Bonds are specid 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 principd of, premium, if any, and interest on
the Bonds as the same shall become due and payable. The Board agrees to pay the principa of,
premium, if any, and the interes on the Bonds when due, whether by reason of maturity or
redemption.

Section 9. PAYMENTS. (g Immediately after the delivery of the Bonds the Board shall
deposit al accrued interest received from the sde and delivery of each Series of Bonds to the credit
of a gpecid account to be held to pay interest on such Series of Bonds on the firgt interest payment
date.
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{b) Semiannualy on or before each principa or interest payment date while any of the Bonds
are outstanding and unpaid, commencing on the firg interest payment date for each respective Series
of Bonds as provided in the Award Certificate, the Board shdl make available to the Paying
Agent/Registrar, money sufficient to pay such interest on and such principa of the Bonds as will
accrue or mature, or be subject to mandatory redemption prior to maturity, on such principd,
redemption, or interest payment date. The Paying Agent/Registrar shdl cancd dl paid Bonds and
shdl furnish the Board with an appropriate certificate of cancdllation.

Section 10. DAMAGED, MUTILATED, LOST, STOLEN, OR DESTROYED BONDS.
(8 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, principd 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) Aodlication for Replacement Bonds. Application for replacement of damaged, mutilated,
logt, stolen, or destroyed Bonds shal be made to the Paying Agent/Registrar  In every case of loss,
theft, or destruction of a Bond, the gpplicant for a replacement bond shal 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 gpplicant shal furnish to the Board and to the Paying Agent/Registrar
evidence to ther satisfaction of the loss, theft, or destruction of such Bond, as the case may be. In
every cae of damage or mutilation of a Bond, the gpplicant shal surrender to the Paying
Agent/Registrar for cancelation the Bond so damaged or mutilated.

() Pavment_in Lieu of Reolacement. Notwithstanding the foregoing provisons of this
Section, in the event any such Bond shdl have matured, and no default has occurred which is then
continuing in the payment of the principa 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 furnished as above provided in this Section.

(d) Charge for Issuing Reolacement Bonds. Prior to the issuance of any replacement bond,
the Paying Agent/Regigtrar shdl charge the owner of such Bond with dl legd, printing, and other
expenses in connection therewith. Every replacement bond issued pursuant to the provisons of this
Section by virtue of the fact that any Bond is logt, stolen, or destroyed shal condtitute a contractua
obligation of the Board whether or not the lost, stolen, or destroyed Bond shdl be found at any time,
or be enforceable by anyone, and shal be entitled to al the benefits of this Sixth Supplement equaly
and proportionately with any and dl other Bonds duly issued under this Sixth Supplement.

(e) Authoritv for Issuing Reolacement Bonds. In accordance with Section 6 of Vernon's
Texas Civil Satutes Article 717k-6, this Section shdl conditute authority for the issuance of any
such replacement bond without the 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
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Paying Agent/Regidrar, and the Paying Agent/Regidrar shdl authenticate and deliver such Bonds
in the form and manner and with the effect, as provided in Section 5(f) of this Sixth Supplement for
Bonds issued in exchange and replacement for other Bonds.

Section 1 1. AMENDMENT OF SUPPLEMENT. (8) 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 a any time without notice to or the consent of any owner of the Bonds or
any other Parity Debt, soldy 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 theresfter to be observed, or to surrender any
right or power reserved to or conferred upon the Board in this Sixth Supplement;

(i) To cure any ambiguity or inconsstency, or to cure or correct any defective
provisons contained in this Sixth Supplement, upon receipt by the Board of an gpproving
opinion of Bond Counsd, that the same is needed for such purpose, and will more clearly
express the intent of this Sixth Supplement;

(iif) To supplement the security for the Bonds, replace or provide additiond credit
facilities, or change the form of the Bonds or make such other changes in the provisons
hereof as the Board may deem necessary or desirable and which shdl nat, in the judgment
of the Board, materialy adversdy 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, materidly adversdy
affect the interests of the owners of the Outstanding Bonds.

(b) Amendments With Consent. Subject to the other provisons of this Sixth Supplement,
the owners of Outstanding Bonds aggregating 5 1 percent in Outstanding Principd Amount shall
have the right from time to time to gpprove any amendment, other than amendments described in
Subsection (8) of this Section, to this Sih Supplement which may be deemed necessary or desirable
by the Board, provided, however, that nothing herein contained shal permit or be construed to
permit, without the approva of the owners of dl 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 principa of or interest on the Outstanding Bonds,
or impose any conditions with respect to such payment;
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(5) Affect the rights of the owners of less than al Bonds then Outstanding; or

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

(c) Notice. If a any time the Board shdl desire to amend this Sixth Supplement other than
pursuant to () above, the Board shall cause notice of the proposed amendment to be published in
a financid newspaper or journd of generd circulation in The City of New York, New York once
during each calendar week for a least two successive calendar weeks.  Such notice sheh briefly set
forth the nature of the proposed amendment and shdl date that a copy thereof is on file a the
principd office of the Paying Agent/Registrar for inspection by dl owners of Bonds.  Syuch
publication is not required, however, if the Board gives or causes to be given such notice in writing
to each owner of Bonds.

(d) Receipt of Consents. Whenever a 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 shdl receive an indrument or instruments executed by dl of the
owners or the owners of a least 51 percent in Outstanding Principd Amount of Bonds, as
appropriate, which instrument or instruments shdl refer to the proposed amendment described in
sad naotice and which specifically consent to and gpprove such amendment in subgtantidly the form
of the copy thereof on file as aforesaid, the Board may adopt the amendatory resolution in
ubgtantidly the same form.

(e) Effect of Amendments. Upon the adoption by the Board of any resolution to amend this
Sixth Supplement pursuant to the provisons 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 al the owners of then Outstanding Bonds and dl future Bonds shall
thereefter 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
provisons of this Section shdl be irrevocable for a period of sx months from the date of the first
publication or other service of the notice provided for in this Section, and shdl be conclusive and
binding upon dl future owners of the same Bonds during such period.  Such consent may be revoked
a any time after sx 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/Regisirar
and the Board, but such revocation shal not be effective if the owners of 5 1 percent in Outstanding
Principd Amount of Bonds, prior to the attempted revocation, consented to and approved the
amendment.

(9) Ownershio. For the purpose of this Section, the ownership and other matters relating
to al Bonds registered as to ownership shall be determined from the registration books kept by the

Paying Agent/Regigtrar therefor. The Paying Agent/Regisrar may conclusvely assume that such
ownership continues until written notice to the contrary is served upon the Paying Agent/Regidtrar.
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Section 12. COVENANTS REGARDING TAX-EXEMPTION. The Board covenants to
refrain from any action which would adversdly affect, or to take such action to assure, the trestment
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 federa income taxation. In
furtherance thereof, the Board covenants as follows:

(8) to take any action to assure that no more than 10 percent of the proceeds of the
Bonds (less amounts deposited to a reserve fund, if any) are used for any “private business
use,” as defined in section 141(b)(6) of the Code or, if more than 10 percent of the proceeds
are 0 used, that amounts, whether or not received by the Board, with respect to such private
busness 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 of the 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 tha the “private business use”’
described in subsection (&) hereof exceeds 5 percent of the proceeds of the Bonds (less
amounts deposited into a reserve fund, if any) then the amount in excess of 5 percent is used
for a “private busness usg’ which is “related” and not “disproportionate,” within the meaning
of section 141(b)(3) of the Code, to the governmenta 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 finance loans to persons, other than state or loca
governmenta 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 from taking any action that would result in the Bonds being “federdly
guaranteed” within the meaning of section 149(b) of the Code;

(f) to refran 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
materidly higher yidd 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 arefunding 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-(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;

(9) to otherwise redtrict 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 (rdating to arbitrage) and, to the extent
applicable, section 149(d) of the Code (relating to advance refundings); and

(h) to pay to the United States of America at least once during each five-year period
(beginning on the date of ddivery of the Bonds) an amount that is a least equa 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 of the foregoing (&) and (b), the Board understands that the term “proceeds’ includes
“disposition proceeds’ as defined in the Tressury regulaions and, in the case of refunding bonds,
transferred proceeds (if any) and proceeds of the reftinded 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 heresfter
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 nationaly-recognized bond counsd, will not adversdy affect the exemption
from federd income taxation of interest on the Bonds under section 103 of the Code.  In the event
that regulaions or rulings are hereafter promulgated which impose additiona requirements which
are gpplicable to the Bonds, the Board agrees to comply with the additiona requirements to the
extent necessary, in the opinion of nationaly-recognized bond counsd, to preserve the exemption
from federd income taxation of interest on the Bonds under section 103 of the Code.  In furtherance
of such intention, the Board hereby authorizes and directs the U.T. System Representative to
execute any documents, certificates or reports required by the Code and to make such dections, on
behdf of the Board, which may be permitted by the Code as are consstent 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 dam of any other person, including without limitation the bondholders. The
Rebate Fund is established for the additiona purpose of compliance with section 148 of the Code.

The Board covenants that the property financed with the proceeds of the Refunded
Obligations will not be sold or otherwise digposed 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 counsd that such sde or other dispostion will not adversdy affect the tax-exempt status of
the Bonds. For purposes of the foregoing, the portion of the property comprising persond property
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and disposad in the ordinary course shdl not be trested as a transaction resulting in the receipt of
cash or other compensation. For purposes hereof, the Board shdl not be obligated to comply with
this covenant if it obtains an opinion that such falure to comply will not adversdy affect the
excludability for federad income tax purposes from gross income of the interest.

Section 13. SIXTH SUPPLEMENT TO CONSTITUTE A CONTRACT; EQUAL
SECURITY. In congderation of the acceptance of the Bonds, the issuance of which is authorized
hereunder, by those who shdl hold the same from time to time, this Sixth Supplement shall be
deemed to be and shall condtitute 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 st forth in this Sixth Supplement to be performed by the Board shdl be for the equa
and proportionate benefit, security, and protection of al Holders, without preference, priority, or
diginction 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 provisons herein contained shdl be held contrary to any express
provisons of law or contrary to the policy of express law, though not expresdy prohibited, or
agang public policy, or shdl for any reason whatsoever be hed invdid, then such covenants,
agreements, or provisons shal be null and void and shal be deemed separable from the remaining
covenants, agreements, or provisons and shdl in no way affect the vdidity 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 provison hereof or thereof, including the payment of
principa of or interest on the Bonds, shdl occur on a day other than a Busness Day, then the
performance thereof, including the payment of principa 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 expresdy 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/Regidrar, any legd or equitable right, remedy, or cdlam under or by
reason of or in respect to this Sixth Supplement or any covenant, condition, stipulation, promise,
agreement, or provison herein contained. This Sixth Supplement and al of the covenants,
conditions, dipulations, promises, agreements, and provisons hereof are intended to be and shal
be for and inure to the sole and exclusve 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

fey: UT RES 9TA&D - 2535.046'65UPRES - 10/13/97 17
- 152 =~



have control of each Series of Bonds issued hereunder and all necessary records and proceedings
pertaining to such Series of Bonds pending their ddlivery and approva by the Attorney Generd of
the State of Texas and regidration by the Comptroller of Public Accounts and to cause an
gppropriate legend reflecting such gpprova and regidration to appear on the Bonds of such Series
and the subgtitute Bonds of such Series. The approving legd opinion of the Board's Bond Counsdl
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
ghdl have any legd effect, and shdl 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 dl purposes. If insurance is obtained on any of the Bonds, the Bonds shdl
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 ddivery of each Series of Bonds, the U.T. System Representative shal
cause to be deposited an amount from the proceeds from the sde of such Series of Bonds with
Bankers Trust Company, as Escrow Agent, sufficient, together with other legdly available funds of
the Board, to provide for the refunding and defeasance of the respective Refunded Obligaions in
accordance with Section 7A of Vernon's Ann. Tex. Civ. &t. Article 717k, as amended. The U.T.
System Representative is hereby authorized, for and on behdf of the Board, to execute an Escrow
Agreement to accomplish such purpose, in substantidly the form and substance submitted to the
Board a the meeting a which this Sixth Supplement is adopted. The U.T. System Representetive
is further authorized and directed to gpply 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 shdl, promptly upon receipt thereof, be applied by the U.T. System Representative as
folows

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

(i) an amount sufficient to accomplish the purposes of Section 18 shall be o
applied;
(i) any proceeds from the sde of Bonds remaining after the deposits provided

for in clauses (i) or (ii) above, shdl be applied to pay expenses arisng in connection
with the issuance of the Bonds and the refunding of the Refunded Obligations.

Any sde proceeds of the Bonds remaining after making al deposits and payments provided for
above shdl be applied to the payment of principa 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 al other officers, employees, and
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agents of the Board, and each of them, shdl be and they are hereby expressy authorized,
empowered, and directed from time to time and a any time to do and perform al such acts and
things and to execute, acknowledge, and ddiver in the name and under the corporate sed and on
behaf of the Board al such insruments, whether or not herein mentioned, as may be necessary or
desrable in order to cary out the terms and provisons of this Sixth Supplement, the Escrow
Agreament, the Bonds, the sde and ddivery of each Series of Bonds and fixing dl detals in
connection therewith, the Paying Agent/Regisrar Agreement, to approve any Officid Statement,
or supplements thereto, in connection with ether 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 shal appear on the Bonds shall cease to be such officer before the ddlivery
of the Bonds, such signature shdl neverthdess be valid and sufficient for al purposes the same as
if such officer had remained in office until such ddivery. 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 shdl
preval over any other provisons 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 Counsdl 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
technicd amendments to this Sixth Supplement as may be required by Fitch Investors Services, L.P,,
Moody’s Investors Service, Inc., or Standard & Poor’s Retings Group, a Divison 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 Genera as a condition to the gpprova 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 al parts
of any resolutions which are in conflict or are inconsstent with this Sixth Supplement are hereby
repeded and shdl be of no further force or effect to the extent of such conflict or inconsstency. The
Amended and Redtated First Supplementa Resolution to the Master Resolution, authorizing the
Revenue Financing System Commercid Paper Notes, Series A (the “First Supplement”), provided
that the notes issued thereunder could be issued from time to time in an aggregate principa amount
not to exceed $250,000,000, a any one time outstanding and further contemplated that the notes
originaly issued might be retired and additiona notes issued by the U.T. System Representative, as
defined in the First Supplement. Simultaneoudy with the adoption of this Sixth Supplement, the
Board adopted the Firs Amendment to the Firs Supplement. The provisons 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.

kv UT REFS 97A&E - 2535.040\65UPRES - tW/13/97 |9

- 154 =



Section 23. OFFHCIAL STATEMENT. The draft Official Statement rdlaing to the Bonds
submitted to the Board a the mesting at which this Sxth Supplement is adopted is hereby goproved
and the U.T. Sydem Represantative is authorized and directed to provide for and oversee the
preparation of a prdiminary and find offida Satement in connection with the issuance of the Bonds
and to gpprove such offica gatement and deem it final in compliance with the Rule and to provide
it to the purchesars of the Bonds in compliance with such Rule

Sction 24. CREDIT AGREEMENT. (a) Pursuant to the Interest Rate Swap Agreement
dated as of April 1, 1994, between the Board and Goldman Sachs Capitd Markets, L.P. (the “Swep
Agresment”), the U.T. Sysem Represantative may accept and execute confirmations under and as
defmed in the Swap Agreament when, in his or her judgment, the execution of such confirmetion (i)
would reduce the net interest to be paid by the Board with respect to the Bonds or any other Parity
Delit over the term of the confirmation or (i) given the market conditions at the time, is in the best
interest of the Board. When such confirmations are executed on behdf of the Board, the cogts
thereof and the amounts payable thereunder shdl be pad out of Pledged Revenues. The Swap
Agreaments conditutes a “ Credit Agreement” as defined in the Magter Resolution and Artide 717q,
Vemnon's Texas Civil Statutes and condtitutes Parity Delot under the Madter Resolution.

(b) The U.T. System Representative is hereby authorized to enter into an amendment to the
Swap Agreemeant to dlow confirmations thereunder to be issued and entered into with respect the
Bonds or to any other Parity Debot and to meke such other amendments as in the judgment of the
U.T. Sydem Representative and Bond Counsd are necessary to dlow the Board to achieve the
benefits of the Swgp Agreamett.

Saction 25. PUBLIC NOTICE. It is hereby found and determined that eech of the officers
and members of the Board was duly and sufficently ndtified offiddly and persondly, in advance,
of the time, place, and purpose of the Medting a which this Sixth Supplement was adopted; thet this
Sxth Supplement would be introduced and congdered for adoption a sad meding; tha sad
mesting was open to the public, and public natice of the time, place, and purpose of sad mesting
was given, dl as required by Chepter 55 1, Texas Government Code.
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ADOPTED AND APPROVED this

Charman, Board of Regents of
The Universty of Texas Sydem
ATTEST:

Executive Secretary, Board of Regents of
The Universty of Texas Sysem
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EXHIBIT A
DEFINITIONS

As used in this Sxth Supplement the fdlowing teems and expressons shdl have the
meanings set forth beow, unless the text hereof pedificaly indicates otherwise:

The tem “Ads’ gl mean, colledtivdy, Artides 717k and 717q, Venon's Texas Civil
Statutes, asamended, and Chapter 55, Texas Education Code, as amended.

The term “Authorized Denominations’ shdl mean Authorized Denominations as ddfined in
Stion 2 of this Sxth Supplement.

The tem “Awad Catificae¢’ dhdl mean the catificate executed by the U.T. Sygem
Represantative 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” shdl mean the Board of Regents of The Universty of Texas
Sydem or any successor thereto.

The term “Bonds’ shdl mean cdllectively each Series of Bonds issued pursuant to this Sixth
Supplement, and dl subditute bonds exchanged therefor, and dl other subdtitute and replacement
bonds issued pursuant to this Sxth Supplement; and the teem “Bond” means any of the Bonds.

The teem “Business Day” shdl mean any day which is not a Saturday, Sunday, legd haliday,
or aday on which banking inditutions in The City of New York, New York or in the aty where the
corporate trust office of the Paying Agent/Regidrar is located are authorized by law or executive
order to close,

The term “Capitd Apprecidion Bonds’ shdl mean the Bonds of each Saries of the Bonds
on which no interest is paid prior to maturity, maturing vaioudy in each of the years and in the
aggregate princpal amount as st forth in the Award Certificate.

The term “Code’ means the Internd Revenue Code of 1986, as amended.

The term “Compounded Amount” shdl meen, with repect to a Capitd Apprediation Bond,
as of any paticular date of caculation, the origind principa amount thereof, plus dl interest accrued
and compounded to the particular date of cdculation, as determined in accordance with Section 4
of this Sxth Supplement and the Compounded Amount Table rdaing to such Bonds

The term “Compounded Amount Table’ shall mean with repect to the Capitd Appreciaion
Bonds of a Saries of Bonds, the table attached as an Exhibit to the Award Cettificate rdaing to such
Saies 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’ shdl mean Compounding Dates as defined in Section 4 of
this Sxth Supplement.

The term “Current Interest Bonds’ shdl mean the Bonds of each Series of the Bonds paying
current interest and maturing in each of the years and in the aggregate principd amounts st forth
in the Awad Cetificate.

Theterm “DTC’ shdl mean The Depository Trust Comparty, New York, New York, or any
Successor securities depository.

The tam “DTC Patidpant” shdl mean securities brokers and dedes banks, trust
companies, dearing corporaions, and cartain other organizations on whose bendf DTC was crested
to hold sacurities to fadlitate the dearance and settlement of securities transactions among DTC
Participants.

The tarm “Sixth Supplemet” shdl mean this Sxth Supplement Resolution to the Madter
Resolution authorizing the Bonds

The teem “Issuance Date’ hdl mean the date of ddivery of each Saries of Bonds to the
initid purcheser or purchesars thereof againg payment therefor.

The teem "MSRB" dhdl mean the Munidpa Securities Rulemeking Board.

The taem “Mager Resolution” shdl meen the Amended and Restated Magter Resolution
Egablishing The Universty of Texas Sysem Revenue Fnandng Sysem adopted by the Board on
February 14, 1991, as amended on October 8, 1993, and August 14, 1997.

The teem “Maurity” shdl mean the date on which the principa of a Bond becomes due and
payable as therein and herein provided, whether at Stated Maturity, by redemption, declaration of
accderdion, or othewise

The term “Maturity Amount” shdl mean the Compounded Amount of a Capitd Appreciation
Bond due on its Stated Maturrity.

Theterm "NRMSIR" shdl meaen each person whom the SEC or its staff has determined to
be a nationdly recognized munidpa securities information repository within the meaning of the Rule
from time to time

The teem “Paying Agent/Regisra” shdl meen the paying agent and regisrar gppointed
pursuant to Section 5 of this Sxth Supplement, or any successor to such agent.

The term “Record Dae’ shdl mean with respect to the Bonds, the last calendar day of each
month preceding an interest payment date.
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The tem “Refunded Obligations’ shdl meen the Board of Regents of The Universty of

Texas Sygem Revenue Fnandng Commerdd Pgper Notes Saies A to be refunded with the
proceeds of the Bonds.

The term “Regidration Books’ shdl mean the books or records rdaing to the regidtration,
payment, and trander or exchange of the Bonds maintained by the Paying Agent/Regidrar pursuant
to Section 5 of this Sxth Supplement.

The taem “SEC” dhdl mean the United States Securities and Exchange Commisson,

The term "SID" shdl mean any person desgnated by the State of Texas or an authorized
department, officer, or agency thereof as, and determined by the SEC or its daff to be, a dae
information depadtory within the meaning of the Rule from time to time

The term “ Stated Maturity”, shall mean when usad with repect to the Bonds, the scheduled
meturity or mandatory anking fund redemption of the Bonds

Theteem "U.T. Sysem Representaive’” hdl mean one or more of the following officers or
employess of The Univarsty of Texas System, to wit: the Chencdlor, the Executive Vice
Chancdlor for Budness Affars the Assdant Vice Chancdlor for Fnance, and the Director of
Fnance, or such ather officer or employee of The Universty of Texas Sysem authorized by the
Board to act as a U.T. System Representaive.
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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]

NO. R- 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 principa amount specified
above and to pay interest thereon, calculated on the basis of a360-day year composed of twelve 30-
day months, from 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-annually on each _ad _
thereefter, except that if the date of authentication of this Bond is later than the first Record Date
(hereinafter 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 shdl 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, soldly from funds of the Issuer
required by the resolution authorizing the issuance of the Bonds to be on deposit with the Paying
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Agent/Regigtrar for such purpose as hereinafter provided. The principd of this Bond shdl be pad
to the registered owner hereof upon presentation and surrender of this Bond a maturity or upon the
date fixed for its redemption prior to maturity, at the corporate trust office of Norwest Bank Texas,
N.A. in Ddlas, Texas, which is the “Paying Agent/Registrar” for thisBond.  The payment of interest
on this Bond shdl 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 shdl be sent by the
Paying Agent/Regisirar by United States mail, first-class postage prepaid, on easch 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 Regigtration
Books kept by the Paying Agent/Registrar, as hereinafter described; provided, that upon the written
request of any owner of not less than $1,000,000 in principd amount of Bonds provided to the
Paying Agent/Registrar 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 shdl be paid to the registered owner upon presentation and surrender of this Bond
for redemption and payment a the principa office of the Paying Agent/Registrar. The Issuer
covenants with the registered owner of this Bond that on or before each principa payment date and
interest payment date for this Bond it will make available to the Paying Agent/Regidrar, the amounts
required to provide for the payment, in immediately avallable funds, of dl principd 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 a a securities depository for the Bonds, payments made
to the securities depogitory, 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.
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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]

NO. CR-- MATURITY
AMOUNT
3
INTEREST RATE MATURITY DATE ISSUANCE DATE CUSP_NO.
%

REGISTERED OWNER:

PRINCIPAL AMOUNT DOLLARS

ON THE MATURITY DATE sedfied aove the BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM (the “Issuer”), beng an agency and palitical subdivison of
the State of Texas, hereby promisesto pay to the Registered Owner specified above or the registered
assgnee haeof (ather beng heréndter cdled the “regisgered owng™) the Maturity Amount
soecified above represanting the origind principd  amount goedified above and accrued and
compounded interest thereon.  Interest sheh accrue on the origind prindipd amount hereof from the
Issuance Dae a the interes rate per annum pecified aove (subject to rounding to the
Compounded Amounts as provided in the Bond Resolution), compounded semi-annudly on

__and __ of each year, commending _, 199 . For convenience
of reference, a table gppears on the back of this Bond showing the “Compounded Amount” of the
origind prindipa amount per $5,000 Maturity Amount compounded semiannudly & the yidd shown
on such table.

THE MATURITY AMOUNT OF this Bond is payable in lawful money of the United States
of America, without exchange or collection charges, soldy from funds of the Issuer required by the
Bond Resolution to be on depost with the Paying Agent/Regisrar for such purpose as hereindfter
provided. The Maturity Amount or Compounded Amount of this Bond sheh be pad to the
regisered owner hereof upon presentation and surrender of this Bond a maturity or upon the date
fixed for its redemption prior to maturity, as the case may be, a the corporate trust office of
Norwest Bank Texas, N.A. in Ddlas Texas, which is the “Paying Agent/Regisra” 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 avalade to the Paying Agent/Regidrar, the amount required to provide for
the paymant, in immediatdy available funds of the Maurity Amount when due. Notwithsanding
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the foregoing, during any period in which ownership of the Bonds is determined by a book entry a
a securities depodtory for the Bonds, payments made to the securities depository, or its nominee,
shdl be made in accordance with arrangements between the Issuer and the securities depogitory.
Tems used heran and nat otherwise defined have the meening given in the Bond Resolution.
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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 principad 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 aggregae principd amount of the

Board of Regents of The University of Texas System Revenue Financing System Commercid Paper
Notes, Series A issued for the purpose of acquiring, purchasing, congtructing, 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 codts related thereto, [and

comprised of(i) Bonds in the aggregate principa amount of $ that pay interest only

a maurity (the “Capital Appreciation Bonds’) and (ii) Bonds in the aggregate principad amount of
$ that pay interest semiannualy until maturity (the “Current Interest Bonds’).]

**This Bond is one of a Series of bonds authorized in the aggregate principa 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 principd amount of the

Board of Regents of The Univerdty of Texas System Revenue Financing System Commercid Peper
Notes, Series A ‘and (ii) paying the costs related thereto, [and comprised of (i) Bonds in the
aggregate principa amount of $ that pay interest only a maturity (the “Capita
Appreciation Bonds’) and (ii) Bonds in the aggregate principa amount of $ that pay
interest semiannudly until maturity (the “Current Interest Bonds’).]

ON _, , or on any date thereafter, the Bonds of this Series scheduled to mature
on. -ineach of theyears-through __ andon ., , may be redeemed
prior to their scheduled meturities, a the option of the Issuer, 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 shah be sdected and designated by the Issuer (provided that a portion of a Bond may
be redeemed only in an integral multiple of $5,000), 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 depodtory for the Bonds, if fewer than al of the Bonds of the same
meaturity and bearing the same interest rate are to be redeemed, the particular Bonds of such maturity
and bearing such interest rate shal be sdlected in accordance with the arrangements between the

Issuer and the securities depository

The Bonds of this issue scheduled to mature on , are subject to mandatory

J—

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

l* For incluson in the Series 1997A Bonds
**For incluson in the Series 19978 Bonds
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to be sdected and designated by the Issuer (provided that a portion of a Bond may be redeemed only
in an integrd mulitiple of $5,000), a a redemption price equd to the par or principa amount thereof
and accrued interest to the date of redemption, on the dates and in the principd amounts,
respectivdy, as sa forth in the following schedule

Bonds Maturing

principd
Redemption Dae Amount

The principd amount of the Bonds required to be redeemed on each such redemption dete pursuant
to the foregoing operaion of the mandatory snking fund shdl be reduced, a the option of the

Issuer, by the principal amount of any Bonds, which, at least 45 days prior to the mandatory sSnking
fund redemption date, (1) shadl have been acquired by the Issuer and ddivered to the Paying
Agent/Regidrar for cancdlaion, or (2) shdl have been acquired and cancdled by the Paying
Agent/Regidrar & the direction of the Issuer, in @ther case of (1) or (2) a a price not exceeding the
pa or prindpd amount of such Bonds or (3) have been redeemed pursuant to the optiond

redemption provisons st forth above and not theretofore credited againg a mandatory snking fund

redemption, During any period in which ownership of the Bonds is determined by a book entry a
a securities depository for the Bonds, if fewer then dl of the Bonds of the same maturity and bearing
the same interedt rate are to be redeamed, the particular Bonds of such maturity and bearing such
interest rate shdl be sdected in accordance with the arangements between the Issuer and the

securities depogitory.

AT LEAST 30 days prior to the dete fixed for any redemption of Bonds or portions thereof
prior to maturity a written notice of such redemption shdl be published once in a finencd
publication, journd, or report of generd drculation among securities deders in The City of New
Yok, New York (induding, but not limited to, The Bond Buyer and The Wall Strest Journd), or
in the State of Texas (induding, but not limited to, The Texas Bond Reporter).  Such notice dso
shdl be st by the Paying Agent/Regidrar by United States mall, fird-dass postage prepad, not
less than 30 days prior to the date fixed for any such redemption, to the regisered owner of each
Bond to be redeemed a its address as it gopeared on the 45th day prior to such redemption date;
provided, however, thet the falure to send, mail, or receive such notice, or any defect therein or in
the sending or mailing thereof, shdll nat affect the vdidity or effectiveness of the proceedings for the
redemption of any Bond, and it is hereby spedificaly provided thet the publication of such notice as
required above shdl be the only notice actudly required in connection with or as a prerequidte to
the redemption of any Bonds or portions thereof By the date fixed for any such redemption due
provison shdl be mede with the Paying Agent/Regidrar for the payment of the reguired redemption
price for the Bonds or portions thereof which are to be 0 redeemed.  If such written notice of
redemption is published and if due provison for such payment is mede, dl as provided above, the
Bonds or portions thereof which are to be o redeemed thereby automaticaly shdl be tregted as
redeemed prior to their scheduled maturities, and they shdl not bear interest after the dete fixed for
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redemption, and they shal 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 a the same rate, payable in the same manner, in any
authorized denomination at the written request of the registered owner, and in aggregate principa
amount equa to the unredeemed portion thereof, will be issued to the registered owner upon the
surrender thereof for cancdlation, a the expense of the Issuer, al as provided in the Bond
Resolution.

IF THE DATE for the payment of the principd of or interest on this Bond shdl be a
Saturday, Sunday, a legd holiday, or a day on which banking inditutions in The City of New York,
New York, or in the city where the principa office of the Paying Agent/Registrar is located are
authorized by law or executive order to close, then the date for such payment shdl be the next
succeeding day which is not such a Saurday, Sunday, legd holiday, or day on which banking
inditutions are authorized to close; and payment on such date shal have the same force and effect
as if made on the origind date payment was due.

THIS BOND OR ANY PORTION OR PORTIONS HEREOF IN ANY AUTHORIZED
DENOMINATION may be assgned and shdl 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
assignment and transfer, this Bond must be presented and surrendered to the Paying Agent/Registrar,
together with proper indruments of assgnment, in form and with guarantee of dgnatures
satidfactory to the Paying Agent/Regidrar, evidencing assgnment 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 Assgnment printed or endorsed on this Bond shall be executed by the registered owner or its duly
authorized attorney or representative, to evidence the assgnment hereof. A new Bond or Bonds
payable to such assgnee or assgnees (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 assgnment and
trandfer of only a portion of this Bond, may be ddivered by the Paying Agent/Registrar in exchange
for this Bond, al in the form and manner as provided in the next paragraph hereof for the exchange
of other Bonds. The Issuer shdl pay the Paying Agent/Registrar’s fees and charges, if any, for
making such trandfer or exchange as provided below, but the one requesting such transfer or
exchange shdl pay any taxes or other governmenta charges required to be paid with respect thereto.
The Paying Agent/Regidrar shal not be required to make trandfers of regidtration 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 busness
on the next following principa or interest payment date, or, (i) with repect 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 dl purposes, including payment and discharge of
ligbility upon this Bond to the extent of such payment, and, to the extent permitted by law, the
Issuer, the Paying Agent/Regigtrar shdl not be affected by any notice to the contrary

Ay: UT RFS 97AKD - 2535.046\6SUPRES - 101397 B-7

- 166 -



ALL BONDS OF THIS SERIES are issuable soldy as fully registered bonds, without
interest coupons, [with respect to Current Interest Bonds] in the denomination of any integra
multiple of $5,000, [and with respect to Capita Appreciation Bonds, in the denomination of $5,000
Maturity Amounts or any integra 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
assgnees hereof, be exchanged for a like aggregate principa amount of fully registered bonds,
without interest coupons, payable to the appropriate registered owner, assignee, or assgnees, as the
case may be, having the same maturity date, in the same form, and bearing interest at the same reate,
in any authorized denomination as requested in writing by the agppropriate registered owner,
assgnee, or assgnees, as the case may be, upon surrender of this Bond to the Paying
Agent/Regigrar for cancdlation, dl in accordance with the form and procedures set forth in the
Bond Resolution.

WHENEVER the beneficid ownership of this Bond is determined by a book entry a a
securities depository for the Bonds, the foregoing requirements of holding, delivering, or transferring
this Bond shdl be modified to require the gppropriate 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, resgns,
or otherwise ceases to act as such, the Issuer has covenanted in the Bond Resolution that it promptly
will gppoint a competent and legdly qudified subgtitute 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 vdidly
authorized, issued, and ddlivered; that dl acts, conditions, and things required or proper to be
peformed, exist, and be done precedent to or in the authorization, issuance, and ddivery of this
Bond have been performed, existed, and been done in accordance with law; that the Series of Bonds
of which this Bond is one congtitute Parity Debt under the Master Resolution; and that the interest
on and principd of this Bond, together with the other Bonds of this Series and the other outstanding
Parity Debt are equally and ratably secured by and payable from alien on and pledge of the Pledged
Revenues, subject only to the provisons of the Prior Encumbered Obligations.

THE ISSUER has reserved the right, subject to the redtrictions referred to in the Bond
Resolution, (i) to issue additiona Parity Debt which aso may be secured by and made payable from
alien 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 shdl 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
whasoever other than specified in the Bond Resolution.

BY BECOMING the regisered owner of this Bond, the registered owner thereby
acknowledges al of the terms and provisons of the Bond Resolution, agrees to be bound by such
terms and provisons, acknowledges that the Bond Resolution is duly recorded and available for
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ingpection in the offidd minutes and records of the Issuer, and agrees that the terms and provisions
of this Bond and the Bond Resolution conditute a contract between each regisered owner hereof
and the |ssuer.

IN WITNESS WHEREOF, the Issuer has caused this Bond to be signed with the manud or
facamile sgnature of the Charman of the Issuer and countersgned with the manud or facamile
ggnature of the Executive Secretary of the Issuer, and has caused the officd sed of the Issuer to
be duly impressed, or placed in facamile, on this Bond.

Executive Secretary, Board of Regents Charman Boad of Regents

of The Universty of Texas System of The Univeraty of Texas Sysem
(BOARD SEAL)

fky: UT RFS 97A&B - 2535.046\6SUPRES - 113097 B-9
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FORM OF PAYING AGENT/REGISTRAR'S AUTHENTICATION CERTIFHCATE

PAYING AGENT/REGISTRAR'S AUTHENTICATION CERTIFICATE

It is hereby certified thet this Bond has been issued under the provisons of the Bond
Resolution described in this Bond; and thet this Bond has been issued in converson of and exchange
for or replacement of abond, bonds, or aportion of abond or bonds of an issue which origindly weas
goproved by the Attorney Generd of the State of Texas and regisered by the Comptroller of Public
Accounts of the State of Texas

NORWEST BANK TEXAS, NA.,
Ddlas, Texes

Paying Aget/Regidrar

Dated

Authorized Representative

Ay: UT RES 97A&B - 2535.046\6SUPRES - 101397 B-10
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FORM OF ASSGNMENT:

ASSGNMENT

FOR VALUE RECEIVED, the undersgned regigered owner of this Bond, or duly
authorized representetive or atorney thereof, hereby assgns this Bond to

/

(As3gnegs Socid Security or
Taxpayer |dentification Number)

(print or typewrite AsSigneg s name
and address, induding zip code)

and hereby irrevocably condtitutes and gppoints

atorney to trander the regigration of this Bond on the Paying Agent/Regidrar’s Regigration Books
with full power of subdtitution in the premises

Dated:

Sgnaure Guaranteed:

NOTICE: This sgnaure mug be
guaranteed by a member of the New
Yok Stock Exchange or a commercid
bank or trust company

/y: UT RFS 97A&D - 2535.046\65UPRES - 10/13/97

B-11
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Regigered Owner

NOTICE: This dgnaure mud
correspond with the name of the
Regigered Owner gopearing on the
face of this Bond.



[FORM OF REGISTRATION CERTIFICATE OF
COMPTROLLER OF PUBLIC ACCOUNTS TO BE USED IF
THE BONDS ARE TO BE SO REGISTERED]

COMPTROLLER'S REGISTRATION CERTIFICATE: REGISTER NO
| hereby cartify that this Bond has been examined, catified as to vdidity, and approved by
the Attorney Generd of the Stae of Texas and that this Bond has been regidered by the
Comptroller of Public Accounts of the State of Texas

Witness my ggnature and sedl this

Comptroller of Public Accounts
of the Siae of Texas

(COMPTROLLER'S SEAL)

Provisons of Bonds rdated to redemption are to be ddeted if the Saries of Bonds is not subject to
redemption. Bracketed informetion relates to Capitd Appreciaion Bonds and its use will depend
on whether any Bonds of a Saries are Capitd Appreciation Bonds.

fkv: UT RFS 97A&B - 2535.046\6SUPRES - 10/13/97 B-12
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EXHIBIT C
CONTINUING DISCLOSURE OF INFORMATION

Accounting  Principles

The financial Satements of The Univeraty of Texas Sysem will be prepared in accordance
with the Texas Comptroller of Public Accounts Annud Fnendd Reporting Reguirements, and
falow to the extent practicd, the AICPA Industry Audit Guide Audits of Cdlleses and Universties
1973, as amended bv AICPA Statement of Position (SOP) 74-8. Financid Accounting and Reporting
bv_Colleges_and Universties, or such other accounting principles as the Board may be required to
employ from time to time pursuant to date lav or regulaion.

/Ky: UT RFS 97A&B - 2535.046\6SUPRES - 10/13/97
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DRAFT 10-13-97
OFFICIAL STATEMENT DATED s 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 decisons existing on the date thereof, interes on the Bonds is excludable from gross income for
federd income tax purposes and the Bonds will not be private activity bonds the interes on which would be included & an dternative
minimum tax preference item under section 57(a)(5) of the Internal Revenue Code of 1986. See “TAX MATTERS’ for a discussion of
certain collateral federd tax conseguences including the dtermdive minimum tax on corporations.

$
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
Universty of Texas Sysem (the “Universty System”), payable from and secured by a li€' on “Pledged Revenues' (as defined herein) of
the University Sysem's Revenue Financing System on a paity with the Board's outstanding “Parity Debt” (as defined herein). The Bonds
are issued pursuant to a Master Resolution of the Board which established the Revenue Financi _rggstm and a Sixth Supplemental
Resolution of the Boad which provides for issuance ofthe Bonds (collectively, the “Resolution”). BOARD HAS NO TAXING
POWER, AND NEITHER THE FULL FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OF TEXAS OR
ANY AGENCY OR POLITICAL SUBDIVISON THEREOF IS PLEDGED AS SECURITY 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 “DESCRIPTION OF THE BONDS-Security for the Bonds’.

Proceeds from the sde of the Bonds together with other avalable moneys of the Board, if any, will be nsed for the I[l)\luéposc of
refunding certan outstanding obligations of the Board and paying the costs of iswing the Bonds. See‘PLAN OF FINANCING'.

Interest on the Bonds will accrue from ,-and _js .payable on August 15 and Februay 15 of eaxch year, commending
February 15, 1998, calculated on the basis of a 360-day year composed of twelve 30-day months. The Bonds are issuable only gs fully
registered bonds, without coupons, and, when issued, will be initially registered in the name of Cede & Co., &s registered owner ad nominee
for The Depository Trust Company, New York, New Yok (‘DTC'), which initidly will act as securities depostory for dl of the Bonds
pursuant t0 a book entry only sysem described herein, Beneficid ownership of the Bonds may be acquired in denominations of $5000
or ay integrd multiple thereof Bendficid owners of the Bonds will not receive physicd odelivery of bond certificates except & described
herein. For salong as Cede & Co., as nominee of DTC, is the exclusive registered gwmer of the Bonds, principal of and redemption
premium, if any, and interest on the Bonds will be payable by the Paying Agent/Registrar, initially Norwest Bank Texas, N.A., Ddlas,
Texas, to DTC on esch aplicsle payment dae DTC will be responsible for distributing the amounts so pad to the beneficid owners
of the Bonds. See “DESCRIPTION OF THE BOND-Book-Entry-Only System”.

The Bonds are subject to redemption prior to maturity as described herein. See “DESCRIPTION OF THE
BONDS—Redemption”.

MATURITY SCHEDULE
See Inside of Cover

In the Resolution, the Board has made an agreement for the benefit of the holders and beneficid owners of the Bonds Under

the agreement, the Board will be obligated to provide certan updated financial information and operating data annually, and timely notice
of speciﬁed material events, to  certain mformation vendors. See “CONTINUING DISCLOSURE OF INFORMATION”.

The Bonds ae offered for delivery when, as and if issued and received by the purchaser(s) and subject to the approving opinion
ofthe Attorney Generd of the Sae of Texas and of McCal, Parkhurst & Horton LLP, Bond Counsd, Dallas, Texes The legd  opinion
of Bond Counsel will be printed on or atached to the Bonds (see Appendix D, "Form of Bond Counsd Opinion”). It is expected tha the
Bonds will be tendered for delivery to the initid purchaser(9) through DTC on December __, 1998
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Due
August 15

1998

1999

2000
2001

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

2012
2013
2014

Due
August_15

1998
1999
2000
2001

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

2012
2013
2014

$

MATURITY SCHEDULE
Series 1997A Bonds

$ Serial Bonds
Price
Amount Rate or_Yield
$
Series 1997B Bonds
$ Serial  Bonds
Price
Amount Rate or Yield
$

% Series 1997B Term Bond Due August 15,

Yield 0
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This Official Statement does not constitute on offer to sell Bonds in any jurisdiction to any person to whom it is
unlawful fo meke such offer in such jurisdiction. No dedler, silesman or other person has ben guthorized to give a
infonnation O make any representation. other than those comtained herein, in connection with the offering of these Bonz,
and if given o made. such information or representation must not be relied upon. The information and expressions of
opinion kerein are subject fo change without notice and neither the delivery OF  this Official Statement nor any sole made
hereunder shall, under any circumstances, create any implication that there has been no change in the affairs 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 Sysem Bonds
$§  Series 1997A
$ Series  1997B

INTRODUCTION

This Officia 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 Revenue 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 Augtin and the fourteen other state-supported ingtitutions included in the University System by
operationof State. law. For the 1997 Fall Semester, the Universty System had preliminary total enrollment of
140822 dudents. See “GENERAL DESCRIPTION OF THE UNIVERSTY 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 financing structure for revenue-
supported indebtedness of University System components included as Members of the Revenue Financing
Sysem. See “APPENDIX B, SUMMARY OF THE MASTER RESOLUTION”. All of the ingtitutions
currently constituting 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 al 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 al revenue-
supported debt obligations of the Board incurred as Parity Debt under the 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
qualified 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, Augtin, Texas 78701. Unless
otherwise defined herein, capitalized terms used in this Official Statement have the meanings assigned to such
terms in "APPENDIX A, GLOSSARY OF TERMS'.

PLAN OF FINANCING
Authoritv_for Issuance of the Bonds

The Bonds are being issued in accordance with the generd laws of the State of Texas, including
particularty Chapter 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 “Supplementa
Resolution”) adopted by the Board on November 13, 1997. The Board has previoudly issued its Revenue
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Financing System Refunding Bonds, Series 1991A, 1991B and 1991C, its Revenue Financing System Bonds,
Series 19954, and its Revenue Financing System Bonds, Series 1996A and 1996B, which are currently
outstanding in the aggregate principd amount of $698,208,000, as Parity Debt pursuant to previous
supplements to the Master Resolution. In addition, the Board has previously authorized a commercia 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 refunded by the Bonds. See “FINANCIAL MANAGEMENT OF THE
UNIVERSITY SYSTEM OF TEXAS-Debt Management and Anticipated Financing-Financing
Programs-Revenue  Financing  System”.

Purpose_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 sufficient to provide for
payment of the principal of and interest 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 any, to pay, when due, the principa 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 from 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.

-2
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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 Series 19978 Total
Par Amount of Bonds $ $ $
Net Original Issue Discount $ $ $
System Contribution 3 $ $
Accrued Interest | S $ $
Total Sources of Funds $ $ $
Applications of Funds
Deposit to Escrow Fund $ $ $
Deposit to Debt Service Fund $ $ $
Total Underwniters' Discount $ $ $
costs of Issuance $ _ $
Total Uses of Funds s | S

DESCRIPTION OF THE BONDS
General

The Bonds of each Series will be dated _, 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 a360-day 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, a the times and
places and in the manner specified on the cover and inside front cover page of this Official Statement.

The Bonds are initidly issuable in book-entry-only form. Initidly, Cede & Co., as nominee of DTC
(hereinafter defined), 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 principa 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 |ocated 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
|ater date will not increase the'amount of interest due and will have the same force and effect as if made on the
origina 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 Supplemental Resolution, &l liability of the Board to the owner thereof for the payment
of such Bonds (or portion thereof) or such interest, as apFIicabI e, 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

Redemption

Optional |&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), a a redemption
price (expressed as a ﬁercentage C(’Emci pal 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 Series 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”):

Redemption Period Redemotion Price
August 15, through August 14, _____ %
August 15, through August 14, %
August 15, and thereafter %

Mandatory Sie Fund Redemption. 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
redemption prior to their scheduled maturity and shall be redeemed 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 Series 1997B Bonds
Maturing August 15. Maturing August 15,
Redemption Date Principal Amount Redemntion Date Principal Amount
August 15, ___ $ August 15, ____ $
August 15, * $ August 15, _ * $
*Find 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 sha% 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 ays prior to the mandatory
sinking fund redemption date, (1) shal have been acquired by the Board and ddlivered to the Paying
Agent/Registrar for cancellation, or (2) shag have been acquired and canceled by the Paying Agent/Registrar
a the direction of the Board, in either case of (1) or (2) at aprice 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 redeemed iSdetermined by abook 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 between the Board and the securities depository. See “DESCRIPTION OF
THE BONDSBook-Entry-Only — System”.

Notice of Redemption. Not less than 30 days prior to a redemption date, a notice of redemption wili




be published once in a financial 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, first-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 Paying Agent/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. Falure 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 refunding of either Series of
Bonds, the Paying Agent/Registrar shall send a second notice of redemption to registered owners of Bonds
subject to redemption at |east 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 publicetion 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 n 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
certificate numbers, the amounts of each certificate called, the publication and mailing dates for the notices, the
dates of redemption, the redemption prices, the name of the Payi n%Agent/Registrar and the address at which
such Bonds may be redeemed including a contact person and telephone number.

The Paving Agent/Registrar

In the Supplemental Resolution, the Board reserves the right to replace the Paying Agent/Registrar.
The Board covenants to maintain and provide a Paying A% Regidrar a dl timeswhile the Bonds are
outstanding, and any successor Paying Agent/Registrar shall be a competent and legally qualified bank, trust
company, financial ingtitution or other agency.  In the event thét the entity a any time acting as Paying
Agent/Registrar should resign or otherwise cease to act as such, the Board covenants promptly to appoint a
competent and legally qualified bank, trust company, financia ingtitution or other agency to act as Paying
Agent/Registrar, as applicable. Upon any change in the Paying Agent/Registrar for the Bonds, the Board agrees
promptly to cause a written notice thereof to be sent to each registered 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-Entry-Only System

Book-Entry-Only System. The Depository Trust Company ("DTC"), New York, New York, will act
as securities depository for the Bonds. The Bonds will be issueg as fully-registered securities registered in the
name of Cede & Co. (DTC's partnership nominee). One fully-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
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 “clearing agency”
registered ﬂursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds
securities that its participants (“Participants’) deposit with DTC. DTC aso 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 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 Dedlers, Inc. Access to the DTC system is also available to others such as securities brokers and
deslers, banks and trust companies that clear through or maintain a custodia relationship with a Direct
Participant, either directly or indirectly (“Indirect Participants’). The rules gpplicable to DTC and its
Participants are on tile with the Securities and Exchange Commission.
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Purchases Of Bonds under the DTC system must be made by or through Direct Participants, which will
receive acredit for the Bondson DTC' srecords. The ownership interest of each actual purchaser of each Bond
(“Beneficial Owner”) isin turn tobe recorded on the Direct and Indirect Participantsrecords.  Beneficid  Owners
will not receive written confirmation from DTC of their purchase, but Beneficial Owners are expected to receive
written confirmations providing details of the transaction, as well as periodic statements of their holdings, from
the Direct or Indirect Participant through which the Beneficial 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 behaf of Beneficid Owmers. Beneficid 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 Beneficia
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 Beneficial 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 Beneficid 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 al 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 usua
rocedures, DTC mails an Omnibus Proxy to the Board as soon as possible after the record date  The Omnibus
IE-’roxy 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 8gf/able 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 Agent/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
responsibility of DTC, and disbursement of such payments to the Beneficiadl Owners shal 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, 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 from 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-entr
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) al rights of ownership must be
exercised through DTC and the book-entry system, and (i) except as described above, notices that are to be
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given to registered owners under the Master Resolution 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 amount of Bonds in authorized denominations and of the same Series
and maturity upon surrender thereof at the Principal Qffice for Payment of the Paying Agent/Registrar.  The
transfer 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 in 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 remburse them for any tax or other
governmental charge required to be paid with respect to such exchange or registration of transter. 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 al 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.

Security 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 amounts payable under the. Master Resolution and any supplement thereto is absolute, irrevocable,
complete and unconditional, and the amount, manner and time of payment shal not be modified in any way
regardiess 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
SUBDIVISON THEREOF IS PLEDGED AS SECURITY FOR THE BONDS. THE QWNERS 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".

Supplemental_Resolution

The issuance, sdle 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 financial
obligations of the University System, including sufficient Pledged Revenues to satisfy the annual debt service
requirements Of the Revenue Financi nﬂ System and to meet al financial 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 Supplementa Resolution permits amendment, 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
maturity Of the outstanding Bonds; reduce the rate of interest borne by the outstanding Bonds; reduce the amouint
of principal payable on the outstanding Boné& ; 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 |ess than all
Bonds then outstanding; or change the minimum 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 ingtitutions of the University System and to maximize
the financing options available to the Board. The Master Resolution provides for the establishment of the
Revenue Financmg 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 Legidature in the summer of 1997. The amendments are reflected in the
descriptions of the provisions of the Master Resolution contained in this Official Statement.  See “FINANCIAL
MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Sources of Revenues-Tuition and Fees'.

Under the Master Resolution, the Board has, with certain exceptions, combined al of the revenues,
funds and balances attributable to Members of the Revenue Financing System and lawfully available to secure
revenue-supported indebtedness into a system-wide pledge to secure the payment of Parity Debt from 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 Baance-Available University Fund’); (b) amounts appropriated to any Member
from the Higher Education Assistance Fund (e “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM-Debt Management and Anticipated Financing-Financing Program-Higher  Education
Assstance Fund (H.E.A.F.) Bonds’); (c) except to the extent so appropriated, genera revenue funds
appropriated to the Board by the State (see “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF
TEXAS SYSTEM—Current 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 totd
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
funds revenues for the fiscal year ended August 3 1, 1997, constituted Pledged Revenues. See “FINANCIAL
MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM Curmrent 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
dc’gmdcnt upon general revenue appropriations. See “FINANCIAL MANAGEMENT OF THE UNIVERSTY
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 al financial obligations of the Board relating to the Revenue
Financing System including all deposits O&Fayments 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 Paity Debt outstanding following
issuance of the Bonds.

Fiscal
Y ear

Ending

8/15/98
8/15/99
8/15/00
8/15/001
8/15/02
8/15/03
8/15/04
8/15/05
8/15/06
8/15/07
8/15/08
8/15/09
8/15/10
8/15/11
8/15/12
8/15/13
8/15/14
8/15/15
8/15/16
8/15/17

TOTAL

Combined Annual Debt Service Requirements™

Total Principal and Total
Series 1997A Bonds Series 19978 Bonds Principal Interest on Annual
and Interest outstanding Debt
Principal [nterest Pnincipal Interest on the Bonds Bonds Service
$ $ '$ $ $ $ $
___ 8 | S S 8 b S $ $

0]

Does not include debt service on (A) the Refunded Notes or the remaining Parity Debt obligations currently
outstanding in the form 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. See
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Debt Management and
Anticipated Financing-Financing Programs—Revenue Financing  System.”

GENERAL DESCRIPTION OF THE UNIVERSITY OF TEXAS SYSTEM

Backeground_and History

The University of Texas System was established pursuant to the Texas Constitution of 1876. In 188 1,

Austin was designated the site of the main academic campus and Galveston as the locaion of the mecica
branch The University of Texas & Augtin first opened in 1883, and eight years later, John Sealy 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 origina academic campus located in Austin, the University System now includes
additional academic campuses in El Paso, Dallas, Arlington, San Antonio, the Permian Basin (Odessa), Tyler
and the Rio Grande Valey (Brownsville and Edinburg). Hedlth Indtitutions for medical education and
research have expanded beyond the origina 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 fifteen 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 finest libraries in the world, are available to other component institutions through a
sophisticated statewide computerized telecommunications network.

Coordinating Board

The University System is subject to the supervisory powers Of the Texas Higher Education Coordinating
Board (the “Coordinating Board"). The Coordinating Board is an agency of the State established to promote
the efficient 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 periodicaly reviews al 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
construction 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 Legislature and construction
projects at The University of Texas at Austin financed with the proceeds of Permanent University Fond bonds.
See “FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Debt Management
and Anticipated Financing-Financing Programs-Permanent University Fond Bonds’.

Board of Regents.

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 Official Statement.

Administration

The University System is managed through administrative officers in the System Administration Office,
including the Chancellor, the Executive Vice Chancellors for Hedth Affars, the Executive Vice Chancellor
for Business Affairs, the Vice Chancellor for Academic Affairs, and other officers concerned with asset
management, legal, governmental relations and public affairs. The chief administrative officers at dl of the
component institutions report t0 either the Chancellor or the Executive Vice Chancellor for Health Affairs and
meet on a quarterly bagasin Augtin.  The Executive Vice Chancellor for Business Affairs and the chief
business officers a each component meet bi-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 adminidrative officer. The president J)repares biennial budgets for submission to the State
Legidlature, capital expenditure budgets, reports and requests to the Coordinating Board and conducts the
ongoing affairs of his or her ingtitution.

The principal administrative officers of the University System, along with the officers of the University
System responsible for investment and finance, are listed below. All 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 Hedth Affars

RD. 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
11
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Summary biographical information relating to each of the administrative officers identified above is set
forth as follows:

Dr. William H. Cunningham 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
thethreeprecedingyears. Dr. Cunningham joined The University of Texas at Austin faculty in January
1971 from Michigan State University, where he earned his B.A., M.B.A., and Ph.D. degrees. Heisa
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 Hedlth 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
Southwestern Medical Center at Dallas, Director of Medical Affairs at Parkland Memoria Hospital in
Dalas and Chief Executive Officer for Dallas County Hospital District, among others. Dr. Mullins has
written numerous published medical and adminisirative 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 Administration 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 Qil, and in this role was responsible for managing
the company’s worldwide holdings in red estate, agriculture, televison, forest products and
construction.

Francie A. Frederick was named Acting Vice Chancellor for Academic Affairs effective
September 1, 1997, after 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 JD. 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. Clayton joined the University System in 1982 and was named Interim Assistant Vice
Chancdlor for Finance in 1997. As the Interim Assigtant Vice Chancellor for Finance, she is
responsible for the adminigtration of the debt financing programs for the University System.
Ms. Clayton earned a B.B.A. degree from The University of Texas a Austin and an M.B.A. degree
from Southwest Texas State University. She achieved the Charter Financia Analyst designation in
1994,

Component |ngitutions

A summary description of the University System’s component institutions, which includes nine general
academic indtitutions and six Hedlth Ingtitutions, each of which is a Member of the Revenue Financing
System, is set forth as follows:

General  Academic _Institutions.

The University of Texas at Arlington iS a major comprehensive teaching, research and public
service ingtitution located in the heart of the Dallas-Fort Worth Metroplex.  As the University System’s
second largest academic component, this ingtitution offers 58 baccalaureate, 59 master’s and 23 doctoral
degrees within nine academic units including Architecture, Business, Engineering, Liberd Arts,
Nursing, Science, Social Work, Teacher Education and Urban and Public Affairs. A high Ipriority on
graduate education has stimulated the growth of the Graduate School to nearly 20 percent of the total
student poLJuIation. The largest graduate enrollment is in the engineering disciplines.

The University of Texas a Austin, which opened in 1883, is the oldest and largest component
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of the University System and thirdlargest 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 ingtitution offers 303 degree programs in virtualy
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,
Thhe University of Texas at Austin is consistently ranked among the best values in higher education in
the nation.

It's academic resources include alibrary system that is ranked fifth 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 ingtitution 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 educationa opportunities for a bilingud, bicultural population. The inditution,
through a partnership with Texas Southmost College, offers certificate, associate, baccalaureate and
graduate programs within Sx academic units including Liberd Arts, Science and Mathemetics,
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
gtructure under the direction of the University The combined faculty and shared teaching mission
provide continuity in curriculum, efficient use of physical, fiscal and human resources and high-quality
indtructional  programs. The Texas Legidature has also authorized the University to begin offering
limited lower division programs.

The Universitv of Texas at Ddlas, developed from a private graduate research center
established in 1961,(Joined the University System in 1969. It offered only upper-level and graduate
studies ynti} the addition of freshman and sophomore classes in 1990. The inditution is located
gpproximately 18 miles north of downtown Dallas, adjacent to Synergy Park, a 400 acre high-
technology industrial park developed by the ingtitution. There are also two off-campus components of
the ingtitution-the Calier Center for Communication Disorders (a nationaly prominent speech and
hearing clinic), and The University of Texas at Dalas Geologica Information Library.

The Schooals of the ingtitution, which include Arts and Humanities, General Studies,
Engineering and ComaPLrter Science, Human Devel opment, 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 Legidature 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 hilingual 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 aregiona 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, aver 1,100 Mexican nationals, approximately 14% of al Mexican citizens
enrolled in higher education in the United States, attend the institution.

Degrees are offered at the baccalaureate, master's and doctora levels through six colleges
including Business Administration, Education, Engineering, Liberal Arts, Nursing and Allied Hedlth
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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programs is currently underway.

The University of Texas-Pan American, located in Edinburg, was founded in 1927 and joined
the Universit?; System in 1989. Nearly al of the ingtitution’s students come from the immediate region,
the four southern-most counties of Texas known as the Rio Grande Valey. About 87% of its 13,400
students are Hispanic, reflecting the demography of the region.

The University of Texas-Pan American offers 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 Socia and
Behaviord Sciences. The inditution dso offers a doctorate in Busness Adminigration 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 severa years.

The University_of Texas of the Permian Basin in Odessa, was established in 1969 by the Texas
Legidlature as an upper-level institution. I1ts 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
ingtitution 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 prelega studies and teacher certification. The University has also developed
a regiona telecommunications network with area public schools and junior colleges.

The University of Texas of the Permian Basin provides a strong foundation for the region’s
futurewith special programsthat assist surrounding communities and Ioc§ industry. One such program
IS the Petroleum Industry Alliance (PIA) located a the Center for Energy and Economic Diversification.
PIA servestheregion’s most vital industry—oil and gas. It connects the oil and gas industry with State
and Federal agencies, laboratories and the institution.

The Universitv of Texas a San Antonio was authorized by the Texas Legidature in 1969, and
first 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 Sociad and Behaviora Sciences-offer 49 undergraduate and 30
graduate degree programs. Graduate degree programs include 8 master’s concentrations in the College
of Business. Doctora programs in neurobiology and computer science have been implemented, and
additional doctoral pro%rams in engineering and educational leadership are planned. A new downtown
campus, which opened ?i nning with the fall 1997 semester, offers a wide range of both undergraduate
and graduate courses, with an approximate enrollment of 1,580, some of whom also take classes a the
main campus.

The Institute of Texan Cultures a San Antonio is part of The University of Texas at San
Antonio.  Since its completion in 1968, the Ingtitute 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,
culture and folkiore 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 University of Texas at Tyler, established in 1971 as Tyler State College, became Texas
Eastern University in 1976. By action of the State Legidature, it became a part of the Uoiversity
System in 1979. The University 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
Longview/Marshall metropolitan area. The Texas Legidature has authorized development of an
engineeri f)rogram which has admitted its first students in the fall 1997 semester, has approved the
addition o? imited lower divison programs, and has funded 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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from community and junior colleges and transfer students from other institutions, 1he institution has
established joint baccalaureate programs with several community and junior colleges in the region, as
well as a partnership agreement with Tyler Junior College. Baccalaureste 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 University 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 conssts of Southwestern Medica 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
ﬁhysi cians and research fellows and provide continuing education for approximately 15,000 practicing

ealth professionals.

The Medica 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 military 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 firmly 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 Ingtitute for the Medical
Humanities and the Marine Biomedical Indtitute

Composed of four schools, two institutes and seven hospitals, the Medical Branch is the only
statewide referrad 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 Sealy Hospital, R. Waverley Smith Pavilion, Mary Moody Northern Pavilion, Children’s
Hospital and the Texas Department of Crimina 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
country's top 10 free-standing medical/health research institutions in research expenditures. Over 3,000
sudents are enralled in Six schools conssting of Medicine, Dentistry, Nursing, Public Headlth,
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 Federaly funded
projects including finding genes responsible for diabetes and the prevention of AIDS among
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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 1,000,000 outpatients annually. The inditution 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 @ 100-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, Dentdl,
Nursing, Allied Hedlth Sciences, Graduate School of Biomedical Sciences, Public Hedlth 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 funded by the Nationa 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 from across the nation and from
throughout the world. The faculty and residents provide patient care at the University Hospital, the

Audie L. Murphy Memoria 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 first three such centers and remains the only
comprehensive cancer center within a university system.

Since the ingtitution was established by the Texas Legidature in 1941, M.D. Anderson has
made major contributions that have enhanced cancer care throughout the world. Additionaly, 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 al types of cancer. More than 330,000
people have tumed to M.D. Anderson for cancer care since the first 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-bed hospital, a 10-story outpatient clinical building, that last year accommodated more than 935
hospital and outpatient visits per day, and 350 research |aboratories.

The Universitv of Texas Health Center a Tyler is an academic health care ingtitution with a
misson of patient care, medica education and biomedical research. The inditution 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, deep
evaluation, occupational medicine, oncology, internal medicine, urgent care, adult asthma and many
other clinical science fronts. In 1996, the Health Center served patients from 142 of the State's 254
counties and recorded approximately 3,300 admissions and more than 85,753 outpatient visits. The
Center for Pulmonary Infectious Disease Control is a focus for research, media protocols and immediate
information regarding infectious diseases. Through education, the Health Center includes postgraduate
resdency programs in family practice and in occupationa and environmental medicine, clinica
rotations for Texas medical school students and clinical training for nursing and alied health students
from nearby colleges.
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Enrollment

The following arc the historical headcount enrollment figures at the teaching inditutions of the
University System during the past five Fall Semesters:

The University of Texas at Arlington

The University of Texas a Austin®

The University of Texas at Brownsville®

The University of Texas a Dallas

The University of Texas a 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 a Tyler

The University of Texas Southwestern Medical
Center a Dallas

The University of Texas Medica Branch at
Galveston

The University of Texas Hedlth Science Center at
Houston

The University of Texas Health Science Center at
San Antonio

Total

haveenrolledstudents.
@ [y Order toprevent overcrowdi

Fal Enrollment™
1993 1994 1995 1996 1997
23,749 23,202 22,121 20,544 19,779
48,555 47,957 47,905 48,008 48,866
1,911 2,205 2,473 2,648 2,615
8,640 8,487 9,008 9,378 9,372
16,999 17,188 16,275 15,386 15,166
13,702 13,750 13,368 12,682 12489
2,219 2,315 2,217 2,193 2,140
17,097 17,579 17,389 17,547 174%
3,936 3,987 3,783 3,459 3,393
1,680 1,700 1,687 1,714 1,603
2,251 2,327 2,249 2,204 2,127
3,279 3,183 3,097 3,111 3,089
2.662 2.790 2.828 2.721 2.689

146,680 146,670 144,400 141,595 140,822
M TheUniversty of TexasM.D. Anderson Cancer Center and TheUniversity of TexasHealth Center at Tyler donot

of facilities andan unacceptabl e student-to-faculty ratio, The University of Texas

at Austin initiatedan enrollment management program in the Fall 1987 aimed at achieving atarget enrollment of

48,000 by the Fall 1994,

® The University of Texas a Brownsville shares an educationa partnershi
Enrollment dataconsi stsofupper-level undergraduatestudents(abovethe so

with Texas Southmost Collgge.
ents

omorelevel)andgraduatestu

a TheUniversity of TexasaBrownsville only and does not includestudents enrolled a TexasSouthmost College.
@ Enrollment figures for the Fall 1997 Semester represent prelii twelfth class day numbers and are subject to

change.

The following are the historical headcount undergraduate admissions figures for the teaching
institutions Of the University System for the five Fall Semesters beginning in 1992:

1992 1993 1994

Freshman:

Applications 30,524 34,750 30,834

Acceptances 22,215 23,620 23,074

Matriculants 13,093 13,788 13,441
Transfers:

Applications 24,935 25,428 28,817

Acceptances 14984 15827 18958

Matriculants 12,082 12,231 13408
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1995

31,486
23,493
1419

24,448
16645
11,215

1996

31,897
22,869
13,541

24,305
17311
12138



The following table sets forth, by percentage, a breakdown of the University System’s enrollment by
resdency classfication 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 __3.8% 5.9% 6.0% 6.3% 6.4%
Total 100.0% 100.0% 10090% 100.0% 100.0%

Facultv and Emplovees
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:

Faculty and Employees

) oo Apnl 30, 1997
General Academic Institutions

Faculty - 6,992
All Other Employees 29,715
Subtotal 36,707

Hedlth Institutions

Faculty 5,780

All Other Employees 31,945

Subtotal 37,725

University System Administration 444
Total 74,876

The quality 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 ingtitutions 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 Ingtitute; and 33 members of the American Academy
of Nursing.

Each year, faculty members throughout the University System conduct research funded by competitive
grants from agencies such as the National Science Foundation, the National Intitutes of Hedlth, the American
Cancer Society, the National Endowment for the Humanities, the National Endowment for the Arts 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 presti?ious awards as the Field Meda 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 management 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 Assstant Vice Chancdlor for Finance. The Office of Business Affairs has debt
administration responsibility, as well as offices Which coordinate the operationa 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 reports 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 (“UTIMCQ"), 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 1ts Office of Asset Management which
had investment responsibilities. The Board will pay UTIMCO an annual fee for investment management
Services.

Financial _ Statements

Annuaily, not |ater than December 3 15t 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 year, the State Auditor most
certify the fmancial statements of the State as a whole, inclusive of the University System, and in so doin
examines the fmancial records at each of the University System’'s component ingtitutions. No outside audit
in support of this detailed review is required or obtained by the University System.

The Uoiversity System'’s combined primary financial statements include the System Administration and
al component ingtitutions of the University System. Amounts due between component institutions in the
same fund category, amounts held for component indtitutions by the System Administration and other
duplications in reporting are eliminated in combining the individual fmaocial statements.

The University System is an agency of the State of Texas and its fmancial records reflect compliance
with applicable State statutes and regulations. The significant accountigg policies followed by the University
System in maintaining accounts and in the preparation of the combined primary financia statements are in
accordance with Texas Comptroller of Public Accounts Annual Financia Reporting Requirements. These
requirements follow, as near as practicable, the AICPA Industry Audit Guide Audits of Colleges and
Universities, 1973, as amended by AICPA Statement of Postion (SOP) 74-8, Financia 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 Financia Statements of The

University of Texas System (with the relevant portion of the Notes to the Combined Primary Financia

Statements), for the University System'’s fiscal year ended August 3 1, 1996, excerpted from the 1996 Annual

rt Of The University 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 the University System’s unaudited primary fmaocia statements,
the Permanent University Fund is a public endowment the corpus of which most be forever kept intact.
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Folowing 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. Within the current funds group,
funds are segregated between unrestricted and restricted. The current funds revenues and expenditures
described below are derived from the Combined Statement of Current Funds Revenues and Expenditures
included in the University System’s uneudited primary financial Statements for each of the fiscal years
indicated, This statement, prepared under the principles of fund accounting, presents the financial 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-Financid Statements'.

Unredricted Current Funds Revenues. Unrestricted funds are funds over which the Board retains
full control in achieving ingtitutional purposes. Not all unrestricted funds constitute Pledged Revenues. See
“DESCRIPTION OF THE REVENUE FINANCING SYSTEM". The unrestricted current funds revenues
described below are derived from the unaudited primary financial statements of the University System for each
of the fiscal yearsin the five year period ended August 3 1, 1996, See “FINANCIAL MANAGEMENT OF
THE UNIVERSITY OF TEXAS SYSTEM-Financid 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:

1992 1993 1994 1995 1996
Sources of Revenues
Tuition and Fees... 7.5 1% 8.39% 8.77% 8.73% 9.67%
State Appropriations... 4168 38.92 39.56 36.68 35.01
Gifts, Grants and Contracts. .. 3.85 4.63 5.46 8.22 12.45
Available University Fund Income . .. 3.08 2.95 2.60 2.46 2.27
Endowment/Invesment  Income...  0.09 0.07 0.56 0.41 0.50
Sales and Services... 2848 29.70 26.81 25.95 24.80
Professional Fees. .. 11.00 11.55 13.08 14.21 11.69
Other Interest Income... 1.91 1.3s 1.24 1.62 1.65
Other Sources. .. 2.40 2.44 1.92 1.72 1.96
Total 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 9%cr semester credit hour for the 1998-99 academic
vear, 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 @ nonresident student at a genera
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
university 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- 1998.1he
Coordinating Board has computed $248 per semester credit hour for nonresident undergraduate tuition.
As stated above, unless it is necessary to meet a debt service obligation, the amount of the Pledged
Genera Tuition charged in any academic year may not exceed the amount of tuition to be charged i
that academic year.

Effective August 1, 1997, SB. 1907 redesignated the building use fees which make up the
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Pledged Genera 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

hsave b%%n under prior law. The net effect is that the total student charges will not be increased by
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 Genera 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 Genera Tuition actualy
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 definition 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 atered the rate covenant to have it apply to the increased
Pledged General Tuition and the expanded Pledged Revenues defined terms instead of the Pledged
Generd Fee. Notwithstanding 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 al 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

Sate Appropriations. The University System receives support annudly from the State
through genera 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
appropriations. The Board has adopted a budget for fiscal year 1997 that includes appropriations from
the State general revenue fimd of $1.18 1 hillion, which amount constitutes 32.2% of 1997 budgeted
unrestricted current funds revenues.

Levels of continued State support to the University System are dependent on results of biennial
legislative sessions. The State Legidature adopted a budget for the State for the 1996-1997 biennium
beginning September 1, 1995, which appropriates approximately $1.173 hillion for the University
System from the general revenue fund for fiscal year 1996 and approximately $1.18 1 hillion 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 funds of the State at the same levelsasin previousyears. 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
potentia uses of such. resources. The table below sets forth the State genera revenue fund
appropriations to the University System included in unrestricted current funds revenues during each of
the five most recent fiscal years:

221 -
= 197 =



State Appropriations

(in Millions)
1992 1993 1994 1995 1996
$1,178.9 $1,189.2 $1,310.5 $1,293.3 $£1319.1

Gifts, 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. This overhead component is treated as unrestricted current funds revenues while the balance
of the grant or contract is treated as restricted current fundsrevenues. Indirect cost recovery rates used
in calculating the overhead component are negotiated annually with the appropriate governmental

ency for each component ingtitution. In addition, unrestricted gifts are received by each ingtitution.
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
University 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 University Fund Income. The Available University Fund is established by the State
Constitution and consists of al 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 (after administrative expenses) are constitutionally appropriated to the
University System first, 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
a Austin and System Administration. The following table sets 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 Universit?/. Fond Income
ion

(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 Universty System combined
endowment income with investment income for financial 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 indtitutions that are invested jn
securities with a maturity greeter than one year. For funds of the indtitutions that are invested in
securities With a maturity less than a year, the income is reflected as other interest income (See “ Other
Interest Income” below). The following table sets forth the amount of unrestricted endowment income
for the fidscal 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 1996
$2.6 $2.0 $18.4 $14.5 $19.0

Sdes 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
sgnificant form of income to the Universty System. Other educationd activities and auxiliary
enterprises also generate revenue which is ynrestricted. The following table sets forth the amount of
such revenue received during each of the five most recent fisca 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 Hedlth Indtitution 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 saaries 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 Interest Income. Each University System component institution generates interest from
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 Pro?ramsrThe Short/Intermediate Term Fond”). Other Interest
Income represents the income earned on finds of the institutions that have a maturity of |ess than one
year. The following table sets forth such interest income received by the University System during each
of the five most recent fisca years:

Other Interest Income

(in Millions)
1992 1993 1994 19950 1996
$53.9 $41.2 $41.1 $57.2 $62.0

M) The increase for fiscal year 1995 was due to a change in the maturity structure of the

investments from fiscal year 1994. This change in maturity structure is reflected by more
income to the Other Interest Income category and less income to the

Endowment/Investment Income category

Other Sources. AU miscellaneous revenues including rents, fees, fmes, sales and other receipts
not categorized above have been grouped together as “other sources”. 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 1996
$68.0 $74.7 $63.7 $60.6 $73.9

Total Unrestricted Current Funds Revenues. The following table sets forth the tota of al
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 7 $3,526.4 $3,767.5

Total Pledped Unrestricted Current Funds Revenues. The following table sets forth the
amount of unrestricted current funds revenues that constituted Pledged Revenues received by the
University System during each of the five most recent fiscal years:

Total Pledged Unrestricted Current Funds Revenues™

(in Millions)
1992 1993 1994 1995@ 1996
$698.5 $784.8 $1,024.2 $1,512.6 $1,8548

@ Does not include $4.5 million in Pledged Practice Plan Funds which also constitute
PledgecRevenues. -

@ Includesthe PledgedGeneral Tuition, which becameacomponent of Pledged Revenues
on Octoberg, 1993. , _ ,

®  Thejncrease infiscal year 1995isthe result of the accounti ngFfor hospital revenuesof the
M.D. Anderson Cancer Center as Unrestricted Current Funds Revenues upon the
retirement of certain Prior Encumbered Obligationsrel ating tothe Cancer Center.

Unredricted Current Funds Expenditures. 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 financial Statements of the
Universty System for each of the fiscdl yearsin the five-year period ended August 31, 1996.  See
“FINANCIAL  MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Financid Statements’
Unrestricted 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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Expenditures

Education and Generd Ingtruction
Research......................e.
Public Service
Academic Support
Student Services
Institutional Support
Operations and Maintenance of Plant
Scholarships and Fellowships
H o s p i t a |l s
Auxiliary Enterprises
Mandatory Transfers ®

Total

1992 1993 1994 1995 1996
34.64%  33.46% 3433%  33.42%  33.20%
5.40 5.00 4.58 4.16 3.87
1.20 1.33 1.63 1.56 1.62
4.48 4.35 4.11 4.06 4.05
1.26 1.33 1.39 1.40 1.60
7.46 8.43 8.90 9.00 8.99
9.39 9.86 8.61 8.12 7.72
1.75 1.77 1.84 1.86 2.11

26.01 26.39 27.05 29.27 29.19
6.76 6.45 6.04 5.60 5.50
1.65 1.63 1,52 1,55 2.15

100.00% 100.00%  100.00%  100.00%  100.00%

I Includes debt service payments on Parity Debt and Prior Encumbered Obligations. See ‘“Mandatory

Transfers’below.

Instruction. 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 ingtruction, for remedia and tutoria instruction and for regular,
specia and extension sessions. The following table presents a history of these expenditures for each

of the five most recent fiscal years:

1992

$924.3

[nstruction
(in Millions)

1993 1994
$1,004.0 $1,085.7

Research. This category includes al expenditures for research. Expenditures may be either
internally or externalty sponsored. The following table presents a history of these expenditures by the

University System for each of the five most recent fiscal years:

Research
(in Millions)
1992 1993 1994 1995 1996
$144.2 $150.1 $144.8 $140.2 $136.0
Public Service. This category includes foods expended primarily for non-instructional services
beneficia to individuals and groups which are not 1part 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
.25.
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Academic Support. This category includes funds expended primarily to provide support
services for instruction, research and public service. Expenditures included in this category are those
supporting the operation of libraries, museums and gdleries, as wdl as those for academic
administration, technica support and curriculum development. The following table presents a history
of these expenditures for each of the five most recent fisca years:

Academic Support

(in Millions
1992 1993 1994 1995 1996
$1195 $1305 $130.0 $136.6 $142.2

Sudent Services. This category includes funds expended for those activities whose primary
purpose IS to contribute to the student’s emotional and physical well-being and intellectual, cultural and
socid development outside the context of the forma instructional program. The following teble
presents a history of these expenditures for each of the five most recent fiscal years:

Student  Services

(in Millions)
1992 1993 1994 1993 1996
$33.7 $39.9 $44.0 $47.3 $56.2

Institutional Support. This category includes expenditures of the offices of admissions and
registrar, and for administration, 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 1993 1994 1995 1996
$199.1 $253.0 $281.4 $303.1 $315.6

Operations_and Maintenance of Plant_ This category includes all expenditures of unrestricted
c-t funds 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
expenditures 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

Scholarships and Fellowships. This category includes expenditures for scholarships and
fellowships, including tuition remissions and exemptions in the forms of grants to students resulting
ether from sdection by component ingtitutions of the University System or from an entitlement
?ro%qam The following table presents a history of these expenditures for each of the five most recent

iscal years.
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Scholarships and  Fellowships

in Millions)
1992 1993 1994 1995 1996
$46.7 $53.0 $58.2 $62.8 $74.1

Hospitals. This category includes all expenditures associated with patient care operations of
the University System’s hospitals as well as expenditures for health clinics that are part of the hospitals,
induding nurang and other professona services, fiscd services, physical plant operations and

indtitutional 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)
1992 1993 1994 1995M 1996
$694.2 $791.9 $855.5 $936.1 $1,0249

Theincrease for fiscal year 1995 was primarily due to increased expenditures at The
University of Texas Medicd Branch a Gavedon resulting from a $126 million one-year
contract with the Texas Depatment of Crimind Judice for medicd treament of inmates.

~ Auxiliary Enterprises. This category includes al expenditures relating to the operation of
auxiliary enterprises, including expenditures for operation and maintenance of plant and institutional
support.

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 $1935 $191.2 $188.6 $193.0

Mandatory Tranders. This category includes transfers from the unrestricted current funds
group to other fond groups primarily for the payment of debt service on Parity Debt and Prior
Encumbered 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 fiscat years:

Mandatory Transfers

(in Millions)
1992 1993 1994 1995 1996
$44.1 $49.0 $48.1 $52.2 $75.4

@ Fiscal year 1996 includes $16.1 million of mandatory transfers for the early redemption
of the Austin Building Revenue Bonds, Series 1986.
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Total Unrestricted Current Funds Expenditures and Mandatory Transfers. The following
table presents a history of the total of &l 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 1994 1995 1996
$2.668.7 $3,001.0 $3,162.7 $3,369.1 $3,511.5

Redricted Current Funds Revenues and Expenditures. Restricted current funds revenues refer to
resources that have been externaly restricted and may only be utilized in accordance with the purposes
dipulated by the source of such funds. Such revenues include, among others, grants and contracts from
governmental and private sources (other than the overhead component which is treated as unrestricted current
funds revenue), restricted gifts 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 fisca years:

Total Restricted Current Funds
Revenues and Expenditures

(in Millions)
1992 1993 1994 1995 1996
$604.4 $689.0 $717.6 $773.8 $858.0

Fund Balances

Fund balances represent the difference between 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
Universty System’s unaudited primary fmancid statements for each of the fiscd yearsindicated. See
“FINANCIAL  MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Financid 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 al fund

groups.

Unredricted Current Funds Unrestricted current funds balances represent the accumulation of the
excess of unrestricted current fumds revenues over unrestricted current funds expenditures 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 31, 1996. The total fund balance of all categories of unrestricted 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:

Unrestricted Current Funds Balance

(in Millions)
1992 1993 1994 1995 1996
$355.7 $388.5 $426.8 $437.4 $494.9

Redricted Current Funds. Restricted current funds represent unexpended balances of funds
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externdly redtricted to specific operating purposes. Such funds originate from income on restricted
endowment funds, gifts whose donors have placed limitations on their we and grants and contracts from
private Or governmental 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 fiye 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 funds balances represent student loans or funds available for loans to students
administered by the University System pursuant to federal and private programs. The mgjority of such loans
are federally funded primarily through the Perkins Loan Program which succeeded 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 fisca 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  University Fund). While listed 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 UNIVERSTY OF TEXAS SYSTEM-Fund BdancesAvalable University
Fund’. For more information regarding the Permanent University Fund, see “FINANCIAL MANAGEMENT
OF THE UNIVERSITY OF TEXAS SYSTEM—Permanent 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
privateendowments. The Long Term Fund is a pooled fund for the investment of private endowments donated
to benefit various sI:%Ea%]qrams and purposes a the fifteen ingtitutions comprising the University System. The
fund was establisned by the Board in 1948 and provides for diversfication 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 UNIVERSTY OF
TEXAS SYSTEM-Investment Policy and Procedures-Investment Program-The Long Term Fund’.

Other private endowments consist primarily of (a) approximately 220 seﬁarately 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 S0 as to preclude its inclusion in the Long Term Fund, and (b) the Specid
Fund for John Sealy Hospital which has been jointly controlled by the Board and the Sealy and Smith
Foundation since 1927. The endowment and similar funds (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

(Other than State)
(in Millions)
1992 1993 1994 1995 1996
$1,024.8 $1,163.2 $1,295.3 $1,378.7 $1,494.8

Ofthc $1,494.8 shown for 1996, $374.4 million is classified as “Funds Functioning as Endowment”,
which 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.

Annuity and Life Income Funds. Annuity funds and life income foods are separate fund groups which
are combined for reporting purposes. Annuity funds are those funds donated to the University System on the
condition that the University ?stem pay certain amounts periodically to the donor or other designated
individuals for a specific period of time. At the end of the payment period, the principal amount of the anmgéy
fund is transferred to the fund group specified by the donor or, in the absence of restrictions, to unrestrict
funds. Life income funds consist mainly of charitable remainder trusts for which the University System is

trustee and/or remainderman and pays distributions in agreed upon amounts to beneficiaries. Annuity and life
income balances as of the end of each of the five most recent fiscal years were as follows:

Annuity and Life Income Funds

(in Millions)
1992 1993 1994 1995 1996
$13.1 $12.6 $13.6 $17.0 $19.2

Available University Fond. The Available University Fund is established by the State Constitution
and consists of al 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
administrative expenses) are constitutionally appropriated to the University System first, 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 af Austin and System Administration.

The Available University Fund balances appropriated 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)
1992 1593 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 Univerdity System. Of the $113.3 million balance of the Available University Fund on August
331/ , 1996, approximately $16.7 million represented accrued income attributable to The Texas A&M University

sem.

Plant Funds._The Universty 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.

Unexpended Plant Funds. Unexpended plant funds are unexpended funds derived from
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various sources to finance 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 unexpended plant fund balance as of the end of each of the five most recent
fisca years was as follows:

Unexpended Plant Funds
(in Millions)

1992 1993 199 19950 1996

$232.2 $256.3 $256.5 $384.4 $268.3

M Theincreaseforfiscal year 1995wasprimarily duetotheissuanceof Parity Debt during
such fiscal year. In June, 1995, approximately $35 million of new money proceedswere
@]erated g)ursuant t0 the issuance Of the Board' s Revenue Financing System Bonds,

1€ 1995A and only $2. 1 millionof the proceeds were spent by August 31, 1995.In
addition, Commercid Paper Notesin the amount of $55 million were1ssued during the
|last two months of fiscal year 1995 with only $5.2 million of the proceeds spent b $Eg/ear
end. The private gifts, grants and contracts also were higher for Flscal year 1995 8/ 3.3
million) than 1994 ($39.9 million).

Renewals and Replacements Funds. These funds provide for the renewa 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 ReFIacements Funds

(in Millions)
1992 1993 1994 1995 1996
$6.1 $3.2 $5.6 $4.4 $5.5

Retirement of Indebtedness_Funds. Funds for the retirement of indebtedness represent those
funds held by the University System in interest and sinking funds and reserve funds for other than
Permanent 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 19941 1995 1996®
$43.4 40.7 $5.2 $5.2 $3.7

@ Thesignificant decline inthe fund balance between fiscal year 1993 and fiscal year 1994
istheresult of the release of certain reserve fundsin connection with the retirement of
Prior Encumbered Obligationsrelating totheM.D. Andersoncancer Center. .

@  Thedeclinein fiscal year 1996 is the result of the release of certain reserve funds in
connection withretirement Of the Austin Building Revenue Bonds, Series1986.
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Investment 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 fund 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 1994 1995 1996

$3,480.8 $3,758.5 $3,951.8 $4,017.5 $4,379.1

At August 31,1996, gross plant assets totaled $5,656.9 million. Of this totd, 49.3% was in
the form of buildings, 28.1% in aui pment, 5.8% in library books, 7.8% in construction in progress and
9.0% inland 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.

- Apgency Funds A?ency funds represent funds 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 1994 1995 199
$24.6 $27.8 $44.6 $192.3 $225.9

~ W Theincrease in fiscal year 1995 i s the result of changesin applicable accounting standards
which required the university system to include in its financial Satements the assets of a
defined contribution refrement plan for the physicians at the M.D. Anderson cancer
center

Agency fond assets are offset by liabilities (recognizing thet funds are held in custody for others) and
miscellaneous payables, with the result that agency funds balances are zero in any given fiscal year.

Permanent  University  Fund

The Permanent University Fund is a public endowment contributing to the support of the University
stem (other than The University of Texas-Pan American and The University of Texas at Brownsville) and
The Texas A&M University System. The State Constitution of 1876 established the Permanent Universit
Fund through the appropriation of land grants previously given to The University of Texas plus an addition
one million acres. The land grants to the Permanent University Fund were completed in 1883. As of August
31, 1996, the Permanent 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 from oil, gas, sulphur and water royalties, together with
realized gains on investments, rentals on mineral leases, lease bonuses and all amounts received from 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 UNIVERSTY OF
TEXAS SYSTEM-Fund Ba-Available Universty 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 ProceduresManagement 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 University, Fund)
(in Millions)

1992 1993 1994 1993 1996

$3,666.9 $4,053.4 $4,2225 $4,3859 $4,6543

Investment Policy and Procedures

Manaeement _of Invesments 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 (“UTIMCQO”) to invest more than $9 billion of funds under its fiduciary control,
UTIMCO is a 501(c)(3) corporation modeled after investment management companies organized by Harvard,
Princeton, Stanford and Duke Universities to invest their respective assets. It is the first Investment
corporation formed by a public university system and oversees investments in the Permanent University Fond,
the Long Term Fond, the Short/Intermediate Fond and other assets. UTIMCO is required to 1) recommend
investment policy for the Funds, b) determine specific asset allocation targets, ranges and performance
benchmarks consistent with each individual Funds' objectives, and ¢) monitor each Funds' performance against
its objectives. UTIMCO must invest the Funds' assets in conformity with investment policy.

At its Feb 6, 1997 meeting, the Board approved new Investment Policy Statements for the
Permanent Univerg{?/rlgund, Long Term Fond, Short/Intermediate Term Fond and the Short Term Fund. The
new Investment Policy Statements allow the Board to umify al 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 annua total return after inflation of 5.5% over rolling ten-year periods or longer.
Secondary 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 dlocations the primary determinant of investment
performance. Fund assets may be allocated among cash and cash equivalents, fixed 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% and 25% for the Permanent University Fond and Long Term Fond, respectively. The Policy Statements
for the Short/Intermediate Term Fund and Short Term Fund restrict asset alocation to fixed income
investments only and attempt to control sk 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 alocation or other guidelines
established by the Board.

The Long Term Fund. The Long Term Fund ("LTF") servesas a pooled fond for the
collective investment of private endowments and other long term funds 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. Cash distributions are paid
quarterly, on aper unit basis, directly toeach component ingtitution. 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 presarve its purchasng power and is essentid for providing growth in the
distributions remitted to the component institutions. The LTF's secondary objectives are to generate
afund return in excess of the Policy Portfolio benchmark, and the average median return of the universe
of the college and university endowments as reported annualy 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
dlocation 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 outiook.  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 Percentage Allocation
Asset Class Allocation (asof 8/31/97)
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 100.0% 100.0%

M Theterm “Alternative Assets’ encompasses the following: (i) aternative marketable
investments, Whichinclude hedgefunds, arbitrage andspecial Situation funds,high yield
bonds, distressed obligations and emerging markets whose underlying securitieSare
traded on public exchan%eﬁ or otherwise readily marketable; gg aternative illiquid
investmentsare generally heldthroughlimited partnershipinterestsandincludeprivate

Uity puyoumezzanine debt,and venture capital investmentsthatare privately heldand
whichare not registered for saleon public exchanges; and (iii) inflation hedging assets,
whichincludeoil and gasinterests, real estate, commodities, and other assets whose
current incomesand principal valuesgenerally Increase aSinflation accel erates.

As of August 31, 1997, approximately 37.8% of the investment of LTF funds was managed
internally and approximately 62.2% was managed externaly by unaffiliated investment managers. The
book value of the LTF as of August 31, 1997 was $1,654.9 million and the market value was $2,125.0
million, indicating an unredlized gain on that date of $470.1 million.

The Short/Intermediate Term Fund. The Short/Intermediate Term Fund ("S/ITF"} Serves as
a pooled investment vaue for operating funds of The University of Texas System component
inditutions and System Adminigtration. Operating funds are defined as those with an investment
horizon of one to five years. The S/ITF aso 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
S/ATF is structured as a mutual fund where participants can transact in units at market value weekly on
Wednesdays and the first business day of each month. Its income is either reinvested or distributed to
the unitholders monthly at their election. The S/ATF's structure allows for greater economies of scale,
enhanced flexibility, and centrdized, full-time professond management. The S/ITF'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.

The Board's policy does not specify asset alocation targets for the investment of funds in the
SATF. Set forth in the table below, however, is- a quarterly breakdown of the composition of the S/ITF
since August 31, 1997.
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Qtr Commercial Govt. & Mortgage

Ending Cash __Paper__ Agencies _Backed
8/31/96 19% 0.0% 74.9% 17.2%
11/30/96 152% 0.0% 68.7% 16.1%
2/28/97 135% 0.0% 12.4% 14.1%
5/31/97 135% 9.6% 64.8% 12.1%
8/31/97 17.2% 0.0% 73.1% 9.7%

As of August 3 1, 1997, 100% of the investment of S/ITF funds was managed internally. The
book vatue of the total portfolio of investments held in the §/ITF as of August 3 1, 1997 was $1.622.9
million and the market value was $1,63 1.4 million, indicating an unredized gain on that date of $3.5
million. The Board does not anticipate the need to sell any investments in the S/ITF prior to their
maturity to meet the liquidity needs of the component institutions of the University System or the
Commercia 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 known as the Dreyfus Institutional
Preferred Money Market Fund which the Board has aﬁproved as an investment for University System
funds. The Dreyfus Ingtitutional Preferred Money Market Fund (the "Dreyfus Fund!‘) is an open-end,
diversified, management investment company, known as a money market mutual fund. the Dreyfus
Corporation serves as the Dreyfus Fund's investment advisor. The Dreyfus Fond is organized as an
unincorporated business trust under the laws of the Commonwealth of Massachusetts. The component
inditutions of the University System and Universty System adminigtration 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 funds invested in the STF was $569.3 million (Amount
excludes endowment, trust and other funds invested in the Dreyfus Fund.). Asof August 3 1, 1997, the
Dreyfus Fond had a net asset value at amortized cost of $1,001.3 million.

Permanent University Fund. The Permanent Universty Fund ("PUF") is a public endowment
contributing to the support of eligible Ingtitutions 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 power of the PUF's assets and annual distributions by earning an average annual total
return after inflation of 5.5% over rolling ten-year periods or longer. The Secondary objective is to generate
afond 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 dlocation within the PUF is the responsibility of UTIMCO, and neutral policy alocations are
subject to change from 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 (asof 8/31/97)
Cash & Cash Equivalents 0.0% 3%
Fixed Income Securities 20.0% 37.0%
Equity Securities 55.0% 56.6%
Alternative Equities 25.0% 6.1%
Total Assets 100.0% 100,0%
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As of August 31, 1997, approximately 50.5% of the investment of PUF funds was managed internally
and approximately 49.5% was managed externally by unaffiliated 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 Treasury. The Texas Education Code requires that the
Universty Sysem depost into the State Treasury al funds except those derived from auxiliary

enterprises and noninstructional services, agency funds, desgnated and redricted funds endowment
and other gift 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
adminigered by the State Treasurer. The State Treasurer invets 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, mos pooled funds are inveted 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 Universty Sysem funds held by the State Treasury was $149.3
million.

The State Treasurer, acting primarily through a specia purpose trust company, also holds
approximately 20 separate accounts outside of the State Treasury. The largest such account is a local
government invesment pool, known as TexPool, which was edablished 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 TexPoal.

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 from al sources for capita projects at al component
institutions for construction, repair and rehabilitation, land acquisition, equipment and library materials. The
program is based on requests for capital projects identified in component ingtitution strategic plans which are
reviewed by System Administration. In selecting proposed projects for approval under the program, first
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 projectsfor new Programs isguided by each component institution’s strategic
plan and is further based upon a demonstration of overall institutional need for additional space as well as the
need for the specific project proposed. The capital improvements program is revised biennialy 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 al maor repair and rehabilitation projects in
excess of $600,000 approved in principle under the program require further approva during proiect
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. In addition, approval from the
Coordinating Board is also required (except for projects for The University of Texas at Audtin 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 UNIVERSTY 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 Office of Fadilities Planning and
Construction at System Administration together with building committees at component institutions to insure

completion of the project as approved.

Debt Management and Anticipated Financing

Responsibility for the management of University System debt obligations is centralized in the Office
of Finance within the Office of Business Affairs. Debt is Issued pursuant to University System debt capacity
analyses and annual funding requirements in accordance with the capital improvements program. Issuance of
debt requires approva of the Board and (except for Permanent University Fond bonds and notes) approval
by the Texas Bond Review Board. As a generd role, the University System issues debt in large increments
t0 finance System-wide capital improvement cash flow requirements in aggregate as opposed to financing on
a project-by-project basis. In addition, the University System generally finances Capital improvements initially
with short-term debt to minimize debt service costs during construction periods. Such short-term debt Is
refinanced 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 capita improvements program. During the balance of fisca year 1998, the University System
anticipates borrowing $50,000,000 under the Permanent University Fond bond program for capita
expenditures.  No other long term Parity Debt is anticipated to be issued in fiscal year 1998. Additiona
issuances of Parity Debt will continue to be made under the Revenue Financing-System commercial paper
Brogram for equipment and construction needs. See “Financing Programs—Revenue Financing System”

glow. Under the H.EAA.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 be sold through fiscal year 2005. See “Financing Programs-Higher Education Assistance
Fond (H.EA.F.) Bonds’ below.

Financial Programs, Article VII, Section 18 of the State Congtitution provides that, except for cases
of demonstrated need and upon a vote of hvc-thirds of each house of the State Legislature, and except in cases
of tire or natural 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 equiJ)pi ng permanent improvements, or for major repairs
or rehabilitations of permanent improvements. The Board, pursuant to constitutional and statutory provisions,
is authorized to issue debt in a number of distinct forms with which to finance capital improvements.

Revenue Financing_System. 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 component institutions and to pledge all or any part of its revenues, income, fees
or other resources to the payment of the bonds. Historicaly, the Board issued bonds under this
authority on an ingtitution-by-ingtitution 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 Revenue 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
t0 maximize 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 from Pledged Revenues are
('f'eESI?QrI\I/IbSed within the definition of “Pledged Revenues’ contained in “APPENDIX A, GLOSSARY OF
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All of the ingtitutions currently constituting components of the University System have been
included as Members of the Revenue Financing System. The Master Resolution 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.

Under Board regulations, adminigration of the Revenue Financing System isthe shared
respongibility 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 its proportionate share of the outstanding Parity
Debt attributable to such Member with such Member’s financial resources. All capital improvement
projects proposed to be funded in part or in whole with Parity Debt must receive a recommendation for
dlocation 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 fisca year to adlow the
Member to retire its obligation for any i&a-system advances made to it to satisfy part or al of a
previous Annual Direct Obligation payment. Each Member's proportionate share of outstanding Perity
Debt and its Annual Obligation is evidenced by a fmancing agreement between 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 its 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, Series19954, in the aggregate principal amount
of $74,945,000 to refund certain outstanding obligations of the Board and to provide funds to pay the
cost of improvements a certain component ingtitutions 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 cogt 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
Commercia Paper Notes, Series A (the “Commercial Paper Notes'), to provide interim financing for
capital improvements and to finance 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 Commercid Paﬂer 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 1,2020 and have aterm of 270 daysor 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 (previoudy defined as the "S/ITE"). See
“HNANCIAL. MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM--Invesment Policy
and Procedures-Investment Programs-The Short/Intermediate Term Fund'.

The Board has agreed to limit the maximum amount of Commercia Paper Notes Which may
mature on any business day to$25 million. In addition in the event that the net asset value of the SATF
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 will
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limit the S/ITF's purchase commitment to $250 million. In the event that the net asset value of the
S/ITF shall decline subsequently to an amount |ess 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 S/ITF's purchase commitment to $150 million.  The First Supplement
authorizes the University System’s obligations under any such liquidity agreement with a third party to
constitute Parity Debt.

Permanent University Fund Bonds. Article VII, Section 18 of the State Congtitution
authorizes the Board to issue bonds and notes, payable from al 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) acquiring land with or without permanent improvements, (ii) constructing and equipping buildings
or other permanent 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 Syslem Administration and the
component ingtitutions of the University System (except The University of Texas-Pan American and
The University of Texas at Brownsville). Proceeds may not be used to finance permanent improvements
of auxiliary enterprises.

As of August 3 1, 1997, the Board's congtitutionally authorized Permanent University Fund
bond capacity was $994,903,153 and bonds and notes issued and outstanding under this limit were
$669,200,000.

Higher Education Asistance Fund (HEAF) Bonds. The. Uoiversty of Texas-Pan American
and The University of Texas a Brownsville are indigible to receive proceeds from Permanent
University Fond bonds until such time as the State Congtitution 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 an annual alocation from amounts
congtitutionally appropriated to institutions of higher education that are not entitled to participate in
P-t University Fund bond financing in order to fund permanent improvements (except those for
auxiliary enterprises). Under this constitutional provision, the Board is authorized to issue bonds and
notes to finance permanent improvements at The University of Texas-Pan American and The University
of Texas a Brownsville, and to pledge up to 50% of its alocation to secure the payment of principal
of and interest on the bonds and notes. On January 10, 1996, the Board issued and ddlivered
$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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Outgtandine Indebtedness. As of August 3 1, 1997, the Board had the following outstanding
indebtedness under al of its financing programs:

Revenue Financing System Bonds?

Refonding Bonds, Series 1991A® $ 94,095,000
Refonding Bonds, Series 1991B@ 56,450,000
Refunding Bonds, Series 1991C 1,950,000
Series 1995A 72,035,000
Series 199%A 705 15,000
Series  1996B 226.335.000.

Subtotal $§ 521,380,000

Revenue Financing System Commercia Paper Notes?

Series A $ 172.953.000

Subtotal $ 172,953,000

Tuition Bonds™:
General Tuition Revenue Refunding Bonds,

Series 1992 § 32.925.000
Subtotal § 32,925,000
Permanent University Fond Bonds:
Refunding Bonds, Series 1988 $ 8,500,000
Refunding Bonds, Series 1991 41,405,000
Refunding Bonds, Series 1992A 192,360,000
Refonding Bonds, Series 1992B 15,400,000
Refunding Bonds, Series 199 261,535,000
Variable Rate Notes, Series A 150.000.000
Subtotal $ 669,200,000
H.EA.F. Bonds.
The University of Texas-Pan American,
Saries 1995 $ 21.550.000
Subtotal $ 21,550,000
Total $ 1,418,008,000

™ TheseBondsconstitutePriorEncumbered Obligations. _ _ o

@ The Board isauthorized to issue the Commercial Paper Notesin amaximum r%ateprmupal amount
outstanding at an,?' one time of $350,000,000. See “FINANCIAL MANAGEMENT OF THE
UNIVER OF TEXAS SYSTEM-Delt Management and Anticipated Financing-Financing
Programs—RevenueFinancingSystem”. $119,959,000 of the Board' s outstanding Commercial Paper
Notesare being refunded by theBonds

Insurance

Effective November 1995, the Board adopted a University System-wide Comprehensive Property
Protection Plan (the “ Comprehensive Property Protection Plan”) to insure against catastrophic property |0sses.
The Comprehensive Property protection Plan provides coverage for aggregate 10sses exceeding $5.0 million
to a maximum of $1.0 hillion ﬁer occurrence  The Board has established a loss reserve, fundedg by an initial
$5.0 million dlotment from the Available University Fund and other unallocated reserves held by the
University System. Additionally, $350,000 will be annually contributed to the fond on a pro-rata and risk-
class basis by the ingtitutional components of the University System. Bi-annual actuarial reviews will be
conducted on the loss reserve fund to determine sufficient funding levels. Premiums for the coverage will be
paid out of the loss reserve fond.

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 gBerate. 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 retirement plans. The first retirement plan
is @ multi-employer public employee retirement system administered by the Teacher Retirement System of
Texas (“TRY). Therisks and costs of the TRS retirement plan are not shared by the University System but
are a liahility of the State For fiscal year , the University System'’s tota payroll for employees paid
from State funds and from funds other than State funds was $___ hillion, and $____ hillion of such amount
related to employees covered by the TRS retirement plan. For employees paid from 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 $_____ million. Employees made total contributions of $67.05
million. According to an independent actuarial evaluation completed February, 1995 for the fiscal year
1994, the total pension benefit obligationwas$____ hillion 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 from a separately issued Teacher Retirement System of Texas
Comprehensive Annua Financia Report.

The State has al so established an optional retirement 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(b) of the Code Participation in the Optional Retirement
Program isin lieu of participation in the Teacher Retirement System.  Of the University System’s total payroll
of § billion for fiscal year $-million related to employees covered bK the optional retirement
plan. During the year contributions of approximately $ million were made by the State and contributions
of § million were made by the University System.  Employees made contributions of $ millionto
theplan. The Optiona 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 ligbility for this program.

ABSENCE OF LITIGATION

Nether the Board nor the Univerdty System is a party to any litigation, investigation, inquiry or
proceeding (whether or not purportedl?/ on behaf of the Board) pending or threatened, in any court,
governmental agency, public board or bo dy or before any arbitrator or before any governmental body which,
if decided adversely to such parties, would have a material adverse effect on the Pledged Revenues or on the
business, properties or assets or the condition, financial 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 principal of and interest on the Bonds, or in any manner questioning the validity of the
Bonds.

CONTINUING DISCLOSURE OF INFORMATION

Continuine Disclosure Undertaking 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 updaied fmancia information and
operating 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.

Annua Reports. The Board is to provide certain updated fmancia information and operating data to
certain information vendors annualy. The information to be updated by the Board includes al quantitative
fmancia information and operating data with respect to the University System of the genera type included
herem under the captions “ANNUAL DEBT SERVICE REQUIREMENTS', “GENERAL DESCRIPTION
OF THE UNIVERSITY OF TEXAS SYSTEM-Enrollment” and “-Faculty and Employees’ and
“HNANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM” and in “APPENDIX C,
FINANCIAL STATEMENTS OF THE UNIVERSITY OF TEXAS SYSTEM”. The Boad 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 nationaly recognized municipal securities
information repository ("NRMSIR") and to any state information depository ("SID") that is designated by the
gsaé(e:"c))f Texas and approved by the staff of the United States Securities and Exchange Commission (the

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 comé)leted by the time
required. If audited fmancial statements are not available by the required time, the Board will provide such
statements when andif they 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 ﬂlmar y fmancial statements of the University System dated as of August 3 1, prepared from 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 Notices. The Board will tprovrde 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 inter eParyment delinquencies; (2) non-
payment related defaults; (3) unscheduled draws on debt service. reserves reflecting fmancia difficulties; (4)
unscheduled draws on credit enhancement reflecting financial difficulties; (5) substitution of credit or liquidity
providers, or their failure to perform; ﬂ 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 (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 Rulemaking Board ("MSRB").

Availability_of Information fron NRMSIRs and SD

The Board has agreed to provide the foregoing information only to NRMSIRs and any SID.  The Board
has not undertaken any other continui n%]disclosure obligation. The information will be available to holders
of Bonds only if the holders 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
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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, Augtin, 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 materia events only as described
above. It has not agreed to provide other information that may be relevant or materia to a complete
presentation of the University System'’s financial 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 from any breach of its continuing disclosure agreement or from any statement made
pursuant to its agreement, athough 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, nature, Status or type of
operations of the Board if the agreement, as amended, would have permitted an underwriter to purchase or
sell Bonds in the offering described herein in compliance with the Role and either the holders of a mgjority
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 materidly impair the
interests of the beneficial owners of the Bonds. If the Board so a needs its agreement, it will provide notice
of such anendment 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 aso amend or reped the provisons 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 Role 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.

Compliance with Prior Undertakings

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 firm has reviewed the
information relating to the Revenue Financing System, the Bonds and the Resolution contained in the Official
Statement under the captions “INTRODUCTION”, “PLAN OF FINANCING", “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
financid and statistical data under such captions), and such firm is of the opinion that the information
contained under such captions and in such gopen ices 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
Boné& is contingent on the sale and delivery of the Bonds.

TAX MATTERS
Opinion
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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 statutes, regulations, published rulings
and court decisions existing on the date thereof, (1) interest on the Bonds for federal income tax purposes will
be excludable from the “gross income" of the holders thereof and (2) the Bonds will not be treated as “private
activity bonds" the interest on which would be included as an aternative minimum tax preference item under
section 57(a)(5) of the Code. Except as stated above, Bond Counsel will express no opinion as to any other
federd, State or loca 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 covenants 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 Accounting Trestment of the Original |ssue Discount

The underwriters have represented that the initia public offering price to be paid for certain of the
Bonds, as stated on the ¢cover of the Officia Statement (the “Origina Issue Discount Bonds'), is less than the
principal amount thereof The difference between (i) the amount payable at the maturity of each Original 1ssue
Discount Bond, and (ii) the initial offering price to the public of such Original 1ssue Discount Bond constitutes
original issue discount with respect to such Original Issue Discount Bond in the hands of any owner who has
purchased any Origina Issue Discount Bond in the initial public offering of the Bonds. Under existing law,
such initial owner is entitled to exclude from 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
original 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 tax consequences, see “ Collateral Federa Income
Tax Consequences’ below.

In 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
dlocable to the period for which such Original Issue Discount Bond was held by such initiad 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 Origina Issue Discount
Bond for purposes of determining the amount of gain or |oss recognized by such owner upon the redemption,
sdle 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 (determined on the basis of compounding at the close of each accrua period and properly
adjusted for the length of the accrua period) less (b) the amounts payable as current interest during such
accrual period on such Original Issue Discount Bond.

The federal income tax consequences of the purchase, ownership, redemption, sale or other disposition
of Original Issue Discount Bonds which are not purchased in the initia offering at the initia 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 Discount 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.

Colatera Federal Income Tax Consequences

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, al of which are subject to change or modification,
retroactively.

The following discussion is applicable to investors, other than those who are subject to specid
provisions of the Code, such as financial indtitutions, property and casudty insurance companies, life
Insurance companies, individua recipients of Socia 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 PROVISONS 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 aternative minimum tax imposed on corporations by section 55 of the Code. Section 55 of the Code
iImposes 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 “dternative minimum taxable income”, if the amount
of such aternative 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 effectively-connected earnings and profits of aforeign corporations doing businessin the United States.

Under section 6012 of the Code, holders 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 a a “market
discount” and if the fixed maturity of such obligation is equal to, or exceeds, one year from the date of issue.
Such treatment 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” isonewhich isacquired by the holder at a purchase price which isless than the stated
redemption price at maturity or, in the case of a bond issue a an origina issue discount, the “revised issue
price” (i.e., theissue 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.

Sate, Local and Foreign 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. Foreilgl;n 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 investments for banks, savings banks, trust companies, building and |oan associations, savings
and |oan associations, 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
government" 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 lessthan “A” from a nationally recognized investment rating
firm, No investigation has been made of other laws, regulations or investment criteria which might limit the
ability of such ingtitutions 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(8)(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 qualified under the securities acts of any jurisdiction. The Board assumes no responghility 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 disclamer of responsbility for quaification
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 from Securities registration provisions.

LEGAL OPINIONS AND NO-LITIGATION CERTIFICATE

The Board will furnish a complete transcript of proceedings had incident to the authorization and
issuance of the Bonds, including the unqualified approving legal oPi nion 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,
and based upon examination of such transcript of proceedings, the approvi n? legal opinion of Bond Counsdl,
to like effect and to the effect that the interest on the Bonds will be excludable from gross income for federal
income tax purposes under Section 103(a) of the Code, subject to the matters described under “Tax Matters’
herein, including the alternative minimum tax on corporations. The customary closing papers, including a
certificate t0 the effect that no litigation of any nature has been filed 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.

RATINGS

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 from the company furnishing the rating.
The 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 assurance 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 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 official 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
addenda, suEpIement or amendment thereto, on the date of such Official Statement, on the date of sale of said
Bonds and the acceptance of the best bid therefor, and on the date of the delivery, were and are true and correct
in al 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 financial data, of or pertaining to entities, other than tbe Board, and their activities contained in such
Officia Statement are concerned, such statements and data have been obtained from sources which the Board
believes to be reliable and the Board has not reason to believe that they are untruein 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 fmancia statement of the University System set forth in APPENDIX C.

The Supplement Resolution authorizing the issuance of the Bonds will also approve the form and
content of this Official Statement, and any addenda, supplement or amendment thereto, and authorize its
further use in the reoffering of the Bonds by the Purchaser.

OTHER MATTERS

The financial data and other information contained herein have been obtained from the Board' s records,
unaudited primary financial statements and other sources which are believed to be reliable. There is no
guarantee that any of the 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 al of the provisions
of such statutes and documents. The summaries do not purport to be complete statements of such provisions
and reference is made to such documents for further information. Reference is made to original documents in
al respects.

The University of Texas System /s/ Pamela K. Clavton
201 West 7th Street Interim Assistant Vice Chancellor for Finance
Austin, Texas 7870 1 The 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 Obligation means the amount budgeted each fiscat 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.

Annual Obliegtion means, with respect to each Member of the Revenue Financing System and for each
fiscal year, the Member's Annual Direct Obligation plus the amount budgeted by the Board for suchfiscal year
to allow the Member to retire its obligation for any intra-system advances made to it to satisfy part or al of
a previous Annual Direct Obligation payment.

Board means the Board of Regents of The University of Texas System.

Credit Agreement means, collectively, aloan agreement, revolving credit agreement, agreement
establishing a line of credit, letter of credit, rembursement agreement, insurance contract, commitments to
purchase Parity Debt, purchase or sae agreements, interest rate swap agreements, or commitments or other
contracts or %reements authorized, recognized and approved by the Board as a Credit Agreement in
connestion 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.

Hedlth Inditutions means The Universty of Texas Southwestern Medical Center @ Ddlas, The
University of Texas Medica Branch at Galveston, The University of Texas Health Science Center at Houston,

The University of Texas Health Science Center a San Antonio, The University of Texas M.D. Anderson
Cancer Center, The University of Texas Hedlth Center at Tyler, and any other health ingtitutions 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, 1991 establishing the Revenue Financing System, as amended by the Board on October 8, 1993,
and August 14, 1997.

Member 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.

Paving Agent/Registrar shdl mean the entity designated in accordance with the Supplementa
Resolution as the Paying Agent/Registrar for the Bonds, initially Norwest Bank Texas, N.A.

Pledeed 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, from
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 time 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, a 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 Generd Tuition means all 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 ingtitution, branch, and
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school, now or hereafter constituting a Member of the Revenue Financing System, but specificaly 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 further 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 Practice Plan Funds means that portion of the Practice Plan Funds of a Health Institution now
or hereafter constituting a Member of the Revenue 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 a Dallas commencing in the fiscal year in which Parity Debt was first issued
for the project and ending when such Hedlth 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
currently include any other Practice Plan Funds.

Pledged Revenues means, subject to the provisions of the Prior Encumbered Obligations, the Revenue
Funds, including all of the funds and balances now or hereafter lawfully available to the Board and derived
from or attributable to any Member of the Revenue Financing System which are lawfully available to the
Board for payments on Parity Debt; provided, however, that the following shall not be included in Pledged
Revenues unless and to the extent et 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 Congtitution of the State of Texas,
including the income therefrom and any fund balances relating thereto (see “FINANCIAL MANAGEMENT
OF THE UNIVERSITY 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 therefrom and any fund balances relating thereto (see “FINANCIAL MANAGEMENT
OF THE UNIVERSITY 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 specifically
appropriated, general revenue funds appropriated to the Board by the Legidlature of the State of Texas (see
“FINANCIAL MANAGEMENT OF THE UNIVERSITY OF TEXAS SYSTEM-Current
Funds—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.

Pledged 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 anounts out of the tuition charges now or herecafter
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 Ingtitutions), and including, subject to the provisions of the Prior Encumbered Obligations, the Prior
Encumbered Tuition Fees, respectively:

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

Session.

Practice Plan means any agreement entered into by and between a Health Ingtitution Member and faculty
appointees of that Member that: (a) assigns to the Member patient fees collected for professional services
rendered by the appointee and (b) regulates the collection and expenditure of such patient fees. Practice Plan
also includes such agreements existing behveen an ingtitution 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 Practice Plan income and fund balances of a Health Institution Member.

Principal Office for Payment means the principal office of the Paying Agent/Registrar for payment of
bonds, initially the office of the Paying Agent/Registrar in Texas.

Prior Encumbered General Fee means the Pledged General Fee securing Prior Encumbered Obligations
and that portion of the student use fee charged and collected at an institution which becomes aMember 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 Generd
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 Generd
Tuition Revenue Refunding Bonds, Series 1986, the Board of Regents of The University of Texas System
Generd Tuition Revenue Refunding Bonds, New Series 1992, and those bonds or other obligations of au
ingtitution 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 Encumbered Tuition Fee, the Prior Encumbered General Tuition, and/or the Prior Encumbered Practice
Plan Funds charged and collected at such institution and all existing obligations of the Board secured by alien
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 becomes 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 in the maximum amount permitted in the deftnition of Pledged Tuition
Fee charged and collected a an institution which becomes a Member of the Revenue Financi n%slstem 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.

Resolution means, collectively, the Master Resolution and the Supplemental Resolution.

Revenue Funds means the ‘revenue funds of the Board (as defined in Section 55.01 of the Texas
Education Code t0 mean the revenues, incomes, receipts, rentals, rates, charges, fees, grants, and tuition levied
or collected from any public or private source by au institution of higher education, including interest or other
income from those funds) derived by the Board from the operations of each of the Members, including
specificaly the Pledged Generd Tuition and, to the extent and subject to the provisons 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 from paying such tuition, rentals, rates, fees, or other charges.

S.B. 1907 means Senate Bill 1907 passed by the State L egidature in the Seventy-fifth Regular
Legidative Session.

State means the State of Texas.

~ Supplement means a resolution adopted by the Board pursuant to the Master Resolution authorizing
the issuance of Parity Debt.
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Supplemental Resolution means the 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 Representative means one or mom of the followin% officers or employees of the University
System, to-wit: the Chancdllor, the Executive Vice Chancellor for Busness Affars, the Assdtant Vice

Chancellor for Finance, the Director of Finance, or such other officer or employee of the University System
authorized by the Board to act as a U.T. System Representative.
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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-supported 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
%r serlieﬁ of Parity Debt isto be provided for under a Supplement consistent with the provisions of the Master

esolution.

Security and Pledee; Membership in the Financine Svstem

Subject to the provisions of resolutions authorizing Prior Encumbered Obligations, Parity Debt issued
under the Master Resolution is payable from and secured by alien on &l 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 funds that may be created under the Master Resolution or a
Supplement to secure the repayment of Parity Debt. The Board may additionally secure Parity Debt with one
or more Credit Agreements

All of the ingtitutions currently constituting components of the University System have been included
under the Master Resolution as Members of the Revenue Financing System. If an additiond inditution
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 balances of such Member that constitute
Pledged Revenues; provided, that, if at the time a new Member is admitted, it has outstanding debt obligations
secured by any of such sources, such ob‘laigations 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 proceeds of refunding 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

sufficient t0 meet dl financial obligations of the Board relating to the Revenue Financing System, including
al deposits or payments due on or with respect to outstanding Parity Debt for such fiscal year.

Ammd and Direct Obliaation of Members

The Master Resolution provides that each Member of the Revenue 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
Annud Obligation. Each Member’ s Direct Obligation and Amma Obligation shah be evidenced by a
financing agreement between the Board and each Member.

Pledeed Revenues

Pledged Genera 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 timestofix, levy, charge, and collect at each Member which has students the Pledged General
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Fee from each student (excepting, with respect to each series or issue of Parity Debt, any student in a category
which, at the time of the adoption of the Supplement relating to such Parity Debt, was exempt by law from
paying fees) enrolled at each Member, respectively, at each regular fall and spring semester and at each term
of each summer session for the. use and availability of such institution or branch thereof, respectively, in such
amounts, without any limitation whatsoever, as will be at least sufficient at all times, together with other
legally available funds, including other Pledged Revenues, to provide the money, to make or pay the principal
of, interest on, and other payments or deposits with respect to the Parity Debt Outstanding on August1, 1997,
when and asrequired. The Pledged General Fee shall be adjusted, if and when permitted or required by this
Resolution or any Supplement, to provide Pledged Revenues sufficignt to make when due al 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 from
students enrolled in different Members, respectively, and in addition it may totally suspend the collection of
the Pledged Genera Fee from the students enrolled in any Member, so long as total Pledged Revenues are
sufticient, together with other legally available funds, to meet all financial obligations of the Board relating
to the Financing System including al payments and deposits in connection with such outstanding Parity Deb.
All changes in the Pledged General Fee. shall be made by a resolution of the Board, but such procedure shall
not constitute or be regarded as an amendment of 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 thereis 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.

Pledged General Tuition and Other Pledped 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 al times to fix, levy, charge, and collect a 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 sufficient at al times, together with other legally available funds,
including other Pledged Revenues, to provide the money to make or pay the principa 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 Pledged Revenues
sufficient to make when due al payments and deposits in connection with the Parity Debt then outstanding.
The Board may fix, levy, charge, and collect the Pledged Revenues in any manner it may determine within its
discretion, and in different amounts from 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 [ong as total Pledged Revenues are sufficient, together with other legally available funds, to
meet all financial obligations of the Board relating to the Revenue Financing System including al payments
and deposits in connection with the Panty Debt then outstanding. All changes in the Pledged Genera 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 e&r;ll students, and, therefore, the Board will not levy or collect the Pledged General Tuition at such
Member.

Annual Obligation If, in the judgment of the Board, any Member has been or will be unable to satisfy
its Annual Obligation, the Board shall fix, levy, charge, and collect rentals, rates, fees, and charges for goods
and services furnished by such Member and, with respect to Member with enrolled students, the Pledged
Generd 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 sufficient, without limit
(subject to the provisions discussed below), together with other legally available funds, including other
Pledged Revenues attributable to such Member, to enable it to make its Annual Obligation payments.

Anticipated Deficit If the Board determines, for any reason whatsoever, (i) that there are not anticipated
to be sufficient legdly available funds, including Pledged Revenues, to meet al financial 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 (i) that any Member will be
unable to pay its Annual Direct Obligation in full, then the Board shdll fix, levy, charge, and collect the
Pledged Genera Tuition and, if necessary as discussed above, the Pledged Genera Fee, at each Member with
enrolled students, effective at the next succeeding regular semester or semesters or summer term or terms, in
such amounts, without any limitation whatsoever (other than as provided below), as will be at |east sufficient
to aﬁrovide, together with other legally available funds, including other Pledged Revenues, the money for
making when due al financial obligations of the Board relating to the Revenue Financing System including
al 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 adjustmentsin 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 adjustmentsin such rentals, rates, fees, tuition, or other charges would have
on cnrollnmnt and the receipt of Pledged Revenues and other funds at each Member) which will be anticipated
to result in ( % Revenues attributable to each Member being sufficient (to the extent possible) to
satisfy the Annual Obligation of such Member and (ii) Pledged Revenues being sufficient, together with other
Iegally available funds, to meet all financial 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 enrollment at any Member) as of
the date on which the issug of Parity Debt is authorized.

General Covenants

In the Master Resolution, the. Board has covenanted that it will () 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 mnterest on al 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} faithfuII?/ perform &l covenants and undertakings under
the Master Resolution and each Supplement; (cj cause al Parity Debt to be caled for redemption and
redeemed prior to maturity, to the extent required under the provisions of the Master Resolution or any
Supplement; (d) maintain al 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; (€) not
incur additional debt secured by the Pledged Revenues, except as Parity Debt permitted under the Master
Resolution or as debt that is junior and subordinate in al respects to the liens, pledges and covenants of the
Master Resolution and any Supplement; (f) invest and secure money in all funds and accounts established
under the Master Resolution and any Supplement as prescribed by law and the policies of the Board; (g) keep
proper books of record and account relating 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 principa
amount of Pam?; Debt to inspect the records and accounts of the Board relating to the University System; and
ﬁw 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 bwldmgs and facilities congtituting the
University System, that it will defend the tide to al properties that become a part of the Revenue Financing
System and that it islawfully qualified to pledge the Pledged Revenuesin the manner prescribed in the Master
Resolution and has exercised such right.
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Additional Parity Debt: Non-Recourse Debt and Subordinated Debt

In the Master Resolution, the Board reserves the right to issue or incur additional Parity Debt for any
purpose authorized by law. The Board may incur, assume, guarantee or otherwise become liable in respect of
additiond Perity Debt if the Board determines thet it will have sufficient funds to meet the financia
obligations of the University System, including sufficient Pledged Revenue to satisfy the annua debt service
requirements Of the Revenue Financing System and to meet al fmancia 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 incurred possess the financial capacity to satisfy
their respective Direct Obligations after taking into account the then proposed additional Parity Debt, and 1i1i)
aU.T. System Representative delivers to the Board a certificate stating thet, 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 alien on
Pledged Revenues and debt which expressly provides that all payments thereon shall be subordinated to the
timely payment of al 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 “Additiond 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 a least 5 1% of al Parity Debt outstanding shall
waive such compliance.

Disposition 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:

(i) such disposition shall occur in the ordinary course of business of the Member of the
Revenue Financing System responsible for sach properties; or

Gi% the Board determines that after the disposition, the Board shall have sufficient funds
during each fiscal year to meet the fmancial obligations of the University System, including sufficient
Pledged Revenues to satisfy the annual debt service requirements of the Revenue Financing System and
to meet al other financial obligations of the Board relating to the Revenue Financing System.

Changes in Membership of the Revenue Financing System

The Master Resolution recognizes that the State may combine or divide Member ingtitutions and
provides that so long as the combined or divided institutions continue to be governed by the Board such action
shal not violate the Master Resolution or require any amendment thereof. The Master Resolution also
provides that a Member ingtitution 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
Resolution upon satisfaction of the following requirements:

(i) the Board specifically fmds (based upon a certificate Sgned by aU.T. System
Representative) that after the release of the Member or portion thereof, the Board will have sufficient
funds during each fiscal year in which Parity Debt shall thereafter be outstanding to meet the fmancial
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obligations of the University System, including sufficient Pledged Revenues to satisfy the annual debt
service requirements Of the Revenue Financing System and to meet al financial obligations of the Board
relating to the Revenue Financing System; and

(i) 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 Perity Debt and that all conditions precedent provided in the Master Resolution or any
Supplement relating to such release have been complied with; and

(iii) (8 if the Member or portion thereof to be released is to remain ynder the
governance and control of the Board, the Board most either (1) provide from lawfully
available funds, including Pledged Revenues tributable to the withdrawving Member, for the
payment or discharge of that Member's Direct Obligation; or (2) pledge to the payment of
Parity Debt, additionad 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 inditution or portion thereof, oObligating the new
governing body to make payments to the Board a the times and in the amounts equal to the
withdrawing Member's Annual Obligation or to 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 Annua Obligation or Direct Obligation, as the case may be, attributable to the
withdrawing portion of the Member.

Special Obligations: Absolute Obligation t0 Pay Paritv Debt

The Master Resolution provides that all Parity Debt and the interest thereon shall constitute special
obligations of the Board payable from the Pledged Revenues, and the owners thereof shall never have 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 rg 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, manner and time of payment of such anounts shall
not be decreased, abated, rebated, setoff, reduced, abrogated, waived, diminished, or otherwise modified in
any manner or to any extent whatsoever.

Remedies

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
thereon, Or Other costs and expenses related thereto, may require the Board, its offkials and employees, and
any appropriate official 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 yse and tiling of mandamus proceedings in any court of competent jurisdiction against the
Board, its offkials and employees, or any appropriate officia 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 or other peg/i ng agent, when the payment of &l principal and interest payable with
respect to such Parity Debt to the due date or dates thereof (whether such due date or dates be by reason of
maturity, UPON redemption, Or otherwise) either (i) shall have been made or caused to be made in accordance
with the terms thereof (including the giving of any required notice of redemption or provision for the giving
of same having been made) or (ii) shal have been provided for on or before such due date by irrevocably
depositing with or making available to the paying agent for such Parity Debt for such payment (1) lawful
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money of the United States of America sufficient to make such payment, (2) noncallable Government
Obligations (as defined below) which mature as to principal and interest in such amounts and at such times
as will insure the availability, without reinvestment, of sufficient money to provide for such payment, or (3%
any combination of (1) and (2) above, and when proper arrangements have been made by the Board with eacl
such paying agent for the payment of its services until after al 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 asoutstanding 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 al 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, including obligations the principal of and interest on which are unconditionally guaranteed
by the United States of America, which may be United States Treasury obligations such as its State and Local
Government Series, which may be in book-entry form.

Amendments of Master Resolution

Amendments Without Consent. The Master Resolution and the rights and obligations of the Board and
of the owners of the outstanding Parity Debt may be modified or anended 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

(i) 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;

(i) to cure any ambiguity or inconsistency, or to cure or correct any defective provisions
contained in the Master Resolution, upon receipt by the Board of an approving oﬂ nion of bond counsel,
that the same is needed for such purpose and will more clearly express the intent of the Master
Resolution;

éiii) to supplement the security for the outstanding Parity Debt, including, but not limited
to, amending the definition Of Pledged Revenues to add a portion or al of the Practice Plan Funds
atributable to any Member (one or more) to Pledged Revenues; provided, however, any amendment
to the definition 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 deem 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

) to make any changes or amendments 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
changes or amendments do not, in the judgment of the Board, materially adversely affect the interests
of the owners of the outstanding Parity Deht.

Amendments With Consent. Subject to the other provisions of the Master Resolution, the owners of
outstanding Parity Debt aggregating 5 1% in Outstanding Principal Amount shah have the right from time to
time to approve any other anendment 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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(i) grant to the owners of any outstanding Parity Debt a priority over the owners of any
other outstanding Parity Debt; or

(i) materialy adversely affect the rights of the owners of less than all Parity Debt then
outstanding; or

(i) change the minimum percentage of owners of the Outstanding Principal Amount of
Parity Debt necessary for consent to such amendment.

For purposes of determining Whether the requisite owners of outstanding Parity Debt have approved a
proposed amendment, “Outstanding Principal Amount” means, with respect to al Parity Debt or to a series
of Parity Delt, the outstanding 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 a maturity as of any record date established by the Registrar in
connection With a proposed amendment or supplement to the Master Resolution.

Notice. If at 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
afinancia newspaper or journa of generd circulation in The City of New York, New York, once during each
calendar week for at least two successive calendar 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 office 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 Deht.

Amendments of Supplements. Each Supplement may contain provisions %overni ng 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 AGREEMENT entered into as of (this “Agreement”), by and between
Board of Regents of The University of Texas System (the “Issuer”), and Norwest Bank Texas, N.A.,
Dallas, Texas, anaiond banking association (the “Bank”).

RECITALS

WHEREAS, the Issuer has duly authorized and provided for the issuance of its Board of
Regents of The Univarsty of Texes Sysem Revenue Financing Sysem, Searies (the
“Securities’) in the aggregate principd amount of s , such Securities to be issued
in fully regigered form only as to the payment of prindpa and interest thereon; and

WHEREAS, the Securities are scheduled to be delivered to the initial purchasers thereof on
or about ; and

WHEREAS, the Issuer has sected the Bank to serve as Paying Agat/Regidrar in
connection with the payment of the prindipd of, premium, if any, and interest on sad Securities and
with respect t0 the registration, trandfer and exchange thereof by the registered owners thereof; and

WHEREAS, the Bank has agreed to sarve in such cgpadities for and on behdf of the Issuer
and has full power and authority to perform and serve as Paying Agent/Regidtrar for the Securities;

NOW, THEREFORE, it is mutudly agreed as follows
ARTICLE ONE

APPOINTMENT OF BANK AS
PAYING AGENT AND REGISTRAR

Section 1.01. Appointment.

The Issuer hereby appoints the Bank to serve as Paying Agent with respect to the Securities
As Paying Agent for the Securities, the Bank shag be responsble for paying on behdf of the Issuer
the prindipal, premium (if any), and interest on the Securities as the same become due and payable
to the registered owners thereof dl in accordance with this Agreement and the “Order” (hereinafter
defined).

The Issuer hereby appoints the Bank as Registrar with respect to the Securities. As Registrar
for the Securities, the Bank shall keep and maintain for and on behdf of the Issuer books and records

as to the ownership of said Securities and with respect to the trandfer and exchange thereof as
provided herein and in the “Order.”

The Bank hereby accepts its gopointment, and agrees to sarve as the Paying Agent and
Regigrar for the Securities
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Section 1.02. Compensation.

As compensation for the Bank's services as Paying Agent/Registrar under this Agreement and
in full payment of such service, the Issuer hereby agrees to pay the Bank the amount of $2,145.00

In addition, the Issuer agrees to reimburse the Bank upon its request for all ressondble
expenses, disbursements and advances incurred or mede by the Bank in accordance with any of the
provisions hereof (ii the ressonable compensation and the expenses and disburssments of its
agents and counsel).

ARTICLE Two
DEFINITIONS

Section 2.01. Definitions.

For all purposes of this Agreement, except as athawise expresdy provided or unless the
context otherwise requires:

“Bank Office” means the prindpal corporate trus office of the Bank as indicated on the
dgnaure page hereof. The Bank will notify the Issuer in writing of any change in location of the

Bank Office.

“Hsed Year” meansthe fiscd year of the Issuer, ending August 3 1.

*Holder" and "Security Holder" each means the Person in whose name a Security is registered
in the Security Register.

“|ssuer Request” and “Issuer Order” means a written request or order Sgned in the name of
the Issuer by the Board Representative, as defined in the Order, any one or more of said officials,
ddivered to the Bank.

“Legd Hdliday” means a day on which the Bank is reguired or authorized to be dossd

“Order” means the order, resolution or ordinance of the governing body of the Issuer pursuant
to which the Securities are issued, certified by the Secretary of the Board or any other officer of the
Issuer and ddlivered to the Bank.

"Person” means ay individual, corporation, partnership, jOint venture, association, joint sock
comparyy, trust, unincorporated organization or government or any agency or political subdivison
of a governmen.

“Predecessor Securities” Of ay particular Security means every previous Security evidending
dl or a portion of the same obligation as that evidenced by such paticular Security (and, for the
purposes of this definition, any mutilated, lost, destroyed, or Solen Security for which a replacement
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Security has been registered and delivered in lieu thereof pursuant to Section 4.06 hereof and the
Order).

"Redemption Date” when used with respect to any Bond to be redeemed means the date fixed
for such redemption pursuant to the terms of the Order.

“Responsble Officer" when used with respect to the Bank means the Charman or Vice
Chairman of the Board of Directors, the Chairman or Vice-charman of the Executive Committee of
the Board of Directors, the President, any Vice President, the Secretary, any Assistant Secretary, the
Treasurer, any Assistant Treasurer, the Cashier, atly Assstant Cashier, ay Trust Officer or Assgtant
Trust Officer, or any other officer of the Bank customarily performing functions smilar to those
peformed by any of the above desgnated officars and dso means, with repect to a paticular
corporate trus metter, any other officer to whom such métter is referred because of his knowledge
of and familiaity with the particular subject.

"Security Register" mums a register maintained by the Bank on behalf of the |ssuer providing
for the regigration and transfer of the Securities.

“Stated Maturity" means the date specified in the Order the principd of a Security is
scheduled to be due and payable.

Section 2.02. Other Definitions.

The tams "Bank," |ssuer,” and Securities (Security)” have the meanings assgned to them in
the reditd paragrgphs of this Agreement.

The tem “Paying Agent/Registrar” refers to the Barnk in the performance of the duties ad
functions of this Agreement.

ARTICLE THREE
PAYING AGENT

Section 3.01. Duties of Paying Agent.

As Paying Agent, the Bank shdl, provided adeguate collected funds have been provided to
it for such purpose by or on bendf of the Issuer, pay on behdf of the Issuer the principa of eech
Security at its Stated Maturity, Redemption Date, or Acceleration Date, to the Holder upon surrender
of the Security to the Bank at the Bank Office.

As Paying Agent, the Bank shall, provided adequate collected funds have been provided to
it for such purpose by or on bendf of the Issuer, pay on behdf of the Issuer the interes on each
Sacurity when due, by computing the amount of interet to be paid each Holder and preparing and
sending checks by United States Mall, first class postage prepaid, on each payment date, to the
Holders of the Securities (or ther Predecessor Securities) on the repective Record Date, to the
address gppearing on the Security Regider or by such other method, acceptable to the Bark,
requested in writing by the Holder a the Holder’s risk and expense.
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Section 3.03. Payment Dates.

The Issuer hereby instructs the Bank to pay the prindipd of and interest on the Securities on
the dates specified in the Order.

ARTICLE FOUR
REGISTRAR

Section 4.01. Security Register - Transfers and Exchanges.

The Bank agrees to kegp and maintain for and on behdf of the Issuer a the Bank Office
books and records (herein sometimes referred to as the “ Security Regiser™), and, if the Bank Office
is located outside the State of Texas, a copy of such books and records shall be kept in the State of
Texas for recording the names and addresses of the Holders of the Securities, the transfer, exchange
and replacement of the Securities and the payment of the principd of and interest on the Securities
to the Holders and containing such other information as may be reasonably required by the Issuer and
ubject to such reasoncble regulaions as the Issuer and the Bank may prescribe. Al trandfars,
exchanges and replacement Of Securities shag be noted in the Security Regider.

Every Security surrendered for transfer or exchange shall be duly endorsed or be accompanied
by a written indrument of transfer, the sgnature on which has been guaranteed by an officer of a
federd or sate bank or a member of the Nationd Association of Securities Deders in form
satisfactory to the Bank, duly executed by the Holder thereof or his agent duly authorized in writing.

The Bank may request any supporting documentation it feels necessary to effect a re-
regidration, trander or exchange of the Securities

To the extent possible and under reasonable drcumstances, the Bank agrees that, in rdation
to an exchange or trandfer of Securities, the exchange or transfer by the Holders thereof will be
completed and new Securities delivered to the Holder or the assgnee of the Holder in not more then
three (3) business days dfter the receipt of the Securities to be cancelled in an exchange or trander
and the written insrument of trander or request for exchange duly executed by the Holder, or his
duly authorized agent, in form and manner stisfactory to the Paying Agent/Registrar.

Section 4.02 Certificates.

The Issuer shall provide an adequate inventory of printed Securities to facilitate transfers or
exchages thereof. The Bank covenants that the inventory of printed Securities wig be kept -in
safekeeping pending their use, and reasonable care will be exercised by the Bank in maintaining such
Securities in safekegping, which shag be nat less then the care maintained by the Bank for debt
securities of other paliticd subdivisons or corporations for which it serves as registrar, or that is
mantained for its own securities
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Section 4.03. Form_of Securitv Register.

The Bank, as Registrar, will maintain the Security Register relating to the registration,
payment, transfer and exchange of the Securities in accordance with the Bank's general practices and
‘procedures in effect from time to time. The Bank shdl not be obligated to maintain such Security
Regiger in any form other then those which the Bank has currently available and currently utilizes
atthetime.

The Security Register may be maintained in written form or in any other form capable of being
converted into written form within a reasonable time.

Section 4.04. List of Securitv Holders.

The Bank will provide the Issuer a any time requested by the Issuer, upon payment of the
required fee, a copy of the infformaion contained in the Security Regider.  The Issuer may dso
ingpect the information contained in the Security Regider a any time the Banlc is cusomarily open
for busness, provided that reasongble time is alowed the Bank to provide an up-to-date liging or
to convat the information into written form.

The Bank will not release or disclose the contents of the Security Register to any person other
than to, or a 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 rdlease or disclosure of the contents of the Security Regider, the Bank will natify the Issuer <0
that the Issuer may contest the court order or such rdease or disdosure of the contents of the
Security Regiger.

Section 4.05. Return of Cancelled Certificates.

The Bank will, at such reasonable intervals as it determines, surrender to the Issuer, Securities
in lieu of which or in exchange for which other Securities have been issued, or which have been paid.

Section 4.04. Mutilated, Destroved. Lost or Stolen Secunbg.

The Issuer hereby indructs the Bank, subject to the gpplicable provisons of the Order, to
ddiver and is3ue Securities in exchange for or in lieu of mutilated, destroyed, logt, or Solen Securities
as long as the same does not result in an overissuance,

In case any Security shall be mutilated, or destroyed, 03 or Solen, the Bank, in its discretion,
may execute and deliver a replacement Security of like form and tenor, and in the same denomination
and bedting a number not contemporanecudy outstanding, in exchange and subdtitution for such
mutilated Security, or in lieu of and in subdtitution for such destroyed lost or Solen Security, only
dter (i) the tiling by the Holder thereof with the Bank of evidence satisfactory to the Banlc of the
degtruction, loss or theft of such Security, and of the authenticity of the ownership thereof and (i)
the furnishing to the Bank of indemnification in an amount satisfactory t0 hold the Issuer and the
Bank harmless. All expenses and charges associated with such indemnity and with the preparation,
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execution and ddivery of a replacement Security shall be borne by the Holder of the Security
mutilated, or destroyed, lost or Solen.

Section 4.07. Transaction Information to Issuer.

The Bank will, within a ressoneble time after receipt of written request from the Issuer,
furnish the |ssuer informeation as to the Securities it hes paid pursuant to Section 3.01, Securities it
hes delivered upon the transfer or exchange of any Securities pursuant to Section 4.01, and Securities
it hes delivered in exchange for or in lieu of mutilated, destroyed logt, or Solen Securities pursuant
to Section 4.06.

ARTICLE FIVE
THE BANK

Section 5.01. Duties of Bank.

The Bank undertakes to perform the duties set forth herein and agrees to use reasonable care
in the performance thereof.

Section 5.02. Religsnce on Documents Ets.

(@ The Bak may condusvey rdy, as to the truth of the datements and correctness of
the opinions expressad therein,, on certificates or opinions furnished to the Bank.

() The Bank ddl not be lidble for any eror of judgment made in good fath by a
Responsible Officer, unless it shall be proved that the Bank was negligent in ascertaining the pertinent
facts.

(c) No provisons of this Agreement shdl require the Bank to expend or risk its own funds
or othewise incur any financial lighiity for performance of any of its duties hereunder, or in the
exerdse of any of itsrights or powers, if it Sdl have reasonable grounds for beieving that repayment
of such funds or adequate indemnity stisfactory to it againg such risks or ligbiity is not assured to
it.

(d) The Bank may rdy and shdl be protected in acting or refraining from acting upon ay
rexlution, certificate, statement, indrument, opinion, report, notice, request, direction, consat,
order, bond, note, security, or other paper or document believed by it to be genuine and to have been
sggned or presented by the proper party or parties. Without limiting the generdity of the foregoing
statement, the Bank need not examine the ownership of any Securities, bt is protected in acting upon
receipt of Securities containing an endorsament or indruction of transfer or power of transfer which
aopears on its face to be sgned by the Holder or an agent of the Holder. The Bank shdl not be
bound to meke any investigation into the facts or matters stated in aresolution, certificate, statement,
instrument, OpiNioN, report, notice, reques,, direction, consant, order, bond, note, security, or other
paper or document supplied by Issuer.
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() The Bank may consylt with counsel, and the written advice of such counsel or any opinion
ofcounsd el be full and complete authorization and protection with respect to any action taken,
suffered, or omitted by it hereunder in good faith and in riance thereon.

() The Bank may exerdse any of the powers hereunder and perform any duties hereunder
either directly or by m through agents or atiomeys of the Bank

Section 5.03. Recitals of Issuer.

The recitals contained herein with respect to the Issuer and in the Securities shall be taken as
the statements of the Issuer, and the Bank assumes no responsibility for their correctness.

The Bank ghall in no event be lidble 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 Securities.

The Bark in its individud or any other cgpedity, may become the owner or pledgee of
Securities and may otharwise deat with the Issuer with the same rights it would have if it were not
the Paying AgeXRegidrar, or any other agert.

Section 5.05. Moneys Held bv Bak

The Bank shdl deposit any moneys received from the Issuer into a segregated account to be
hdd by the Bank s0ldy for the benefit of the owners of the Securities to be used soldy for the
payment of the Securities, with such moneys in the acoount that exceed the depost insurance
avalable to the Issuer by the Federd Deposit Insurance Corporation, to be fully collateralized with
securities or obligaions thet are digiile under the laws of the State of Texas to sacure and be pledged
as collateral for such accounts until the principa and interest on such securities have been presented
for payment and paid to the owner thereof Payments made from such account shdl be mede by
check drawn on such account unless the owner of such Securities shall, a its own expense and rik,
request such other medium of payment.

Subject to the Unclaimed Property Law of the State of Texas, any money depodited with the
Bank for the payment of the prindipd, premium (i any), or interest on any Security and remaning
unclaimed for three years after the final maturity of the Security has become due and payable will be
pad by the Bank to the Issuer if the Issuer s0 dects and the Holder of such Security shah hereafter
look only to the Issuer for payment thereof and all liability of the Bank with respect to such monies
shall thereupon cease. If the Issuer does not dect, the Bank is died to report and digpose of the
funds in compliance with Title Si of the Texas Propaty Code, as amended.

Section 5.06. Indemnification.
To the extent permitted by law, the Issuer agress to indemnify the Bank for, and hold it

harmless againd, any loss liability, or expense incurred without negligence or bad faith on its part,
aisng out of or in connection with its acoceptance or administration of its duties hereunder, including
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the cost and expense against any claim or liability in connection with the exercise or performance of
any of its powers or duties under this Agreement.

Section 5.07. Interpleader.

The Issuer and the Bank agree that the Bank may seek adjudication of any adverse daim,
demand, or controversy over its person as wel as funds on deposit, in ether a Federd or Stae
Digtrict Court located in the State and County where dther the Bank Office or the adminidrative
offices of the Issuer is located, and agree that service of process by certified or registered mail, return
receipt requested, to the address referred to on the signature page of this Agreement shall constitute
adequate service. The Issuer and the Bank further agree that the Bank has the right to file a Bill of
Interpleader in any court of competent jurisdiction to determine the rights of any Person claiming any
interest heren.

Section 5.08. Depository Trust Company Services.

It is hereby represented and warranted that, in the event the Securities are otherwise qualified
and accepted for “Depodtory Trust Company” savices or equivaent depogdtory trust services by
other organizations, the Bank has the capability and, to the extent within its control, will comply with
the “Operaiona Arrangements," effective Augus 1, 1987, which edablishes requirements for
securities to be digible for such type depogstory trust services, inchuding, but not limited to,
requirements for the timdiness of payments and funds availability, trandfer tumaround time, and
natification of redemptions and cdls

Attached hereto is a copy of the Letter of Representation befween the Issuer and The

Depository Trust Company, New York, New York, providing for the Bonds to be issued in a Book-
Entry Only Sygem. The Bank and the Issuer hereby confirm ther obligations under such Letter of

Representation.

ARTICLE SX
MISCELLANEOUS PROVISIONS

Section 6.01. Amendment.

This Agreement may be amended only by an agreement in writing signed by both of the parties
hereto. ?

Section 6.02. Assignment.
|

This Agreement may not be assigned by ether party without the prior written consent of the
other.

Section6.03. Notices.

Any request, demand, authorization, direction, notice, consent, waiver, or other document
provided or permitted hereby to be given or furnished to the Issuer or the Bank shdl be mailed or
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delivered to the Issuer or the Bank, respectively, at the addresses shown on the signature page of this
Agreement.

Section 6.06. Effect of Headings.

The Artide and Section headings herén are fix convenience only and shdl nat dffect the
condruction hereof.

Section 6.05. Successors and Assigns.

All covenants and agreements herein by the Issuer shall bind its successors and assigns,
whether so expressed or not.

Section 6.06. Severability.

In case any provision herein shall be invalid, illegal, or unenforceable, the validity, legality, and
enforceability of the remaining:provisions shdl not in any way be affected or impeired thereby.

Section 6.07. Benefits of Agreement.

Nothing herein, express or implied, shall give to any Person, other than the parties hereto and
their successors hereunder, any benefit or any legd or equitable right, remedy, or dam hereunder.

Section 6.08. Entire Agreement.

This Agreement and the Order condtitute the entire agreement between the parties hereto
relative 1o the Bank acting as Paying Agent/Registrar and if any conflict exists between his Agreement
and the Order, the Order shdl govern.

Section 6.09. Counterparts.

This Agreament may be executed in any number of counterparts, eech of which shall be
deemed an origingd and alt of which shall condtitute one and the same Agreement.

Section 6.10. Termingtion.

This Agreement Will terminate (i) on the dete of final payment of the principa of and interest
on the Securities to the Holders thereof or (i) may be ealier terminated by ether party upon sixty
(60) days written notice; provided, however, an early termination of this Agreement by ether paty
shall not be effective until (@) a successor Paying Agent/Registrar has been gppointed by the Issuer
and such appointment accepted and (b) notice has been given to the Holders of the Securities of the
appointment of a successor Paying Agent/Regisrar.  Furthemore, the Bank and  Issuer mutudly
agree that the efective date of an early terminaion of this Agreement shall not occur a any time
which would disrupt, dday or othewise adversdy affect the payment of the Securities
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Upon an early termination of this Agreement, the Bank agrees to promptly transfer and deliver
the Security Register (or a copy thereof), together with other pertinent books and records reaing
to the Securities, to the Successor Paying Agent/Registrar designated and gppointed by the Issue-r.

The provisons of Section 1.02 and of Artide Five shall survive and remainin full force and
effect fdlowing the termination of this Agreement.

Section 6.11. Governing Law.

This Agreement Shdl be construed in accordance with and governed by the laws of the Sate
of Texas

[The reminder of this page is intentiondly left blank]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and
year first above written.

NORWEST BANK TEXAS, N.A

Dallas, Texas
By
Title:
ATTEST:
By.
Titl
(BANK SEAL)
BOARD OF REGENTS OF
THE UNIVERSITY OF TEXAS SYSTEM
B_y:
Titl
ATTEST:
By.
Title
(SEAL)
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SCHEDULE A

Paying Agent/Registrar Fee Schedule
[To be supplied by the Bank]
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ESCROW AGREEMENT

THIS ESCROW AGREEMENT, dated as of (herein, together with any
amendments or supplements hereto, caled the “Agreement”) is entered into by and between The
Board of Regents of The Univerdty of Texas System (herein cdled the “Issuer™) and
, a 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.

WITNESSETH:

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
a such rates, and be payable a such times and in such amounts as are st forth in Exhibit "C*
attached hereto and made a part hereof, and

WHEREAS, when firm banking arrangements have been made for the payment of dl principa
and interet of the Refunded Obligations when due, then the Refunded Obligations shal no longer
be regarded as outstanding except for the purpose of receiving payment from the funds provided for

such purpose; and

WHEREAS, Vernon's Ann Tex. Civ. &. Article 717k, as amended, authorizes the Issuer to
issue refunding bonds and to deposit the proceeds from 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, shal condtitute the
making of firm banking and financid arangements for the discharge and find 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 dispogtion of any such depost, upon such terms and conditions as
the Issuer and such paying agent may agree, provided that such depodts may be invested only in
direct obligations of the United States of America, including obligations the principd of and interest
on which are unconditiondly guaranteed by the United States of America, and which may be in book
entry form, and which shal mature and/or bear interest payable a such times and in such amounts
as will be sufficient to provide for the scheduled payment of principa and interest on the Refunded
Obligations when due; and

WHEREAS, the Escrow Agent is a paying agent (the “Paying Agent”) for the Refunded
Obligations and this Agreement condtitutes an escrow agreement of the kind authorized and required
by sad Article 7 17k; and

/y: UT RFS 97A&D - 2535046\ ESCROW. AGR l

- 249 -



WHEREAS Artide 7 17k makes it the duty of the Escrow Agent to comply with the terms
of this Agreement and as the paying agent to pay the principd of, premium, if any, and interest on the
Refunded Obligations when due, and in accordance with their terms, but soldly from the funds, in the
manner, and to the extant provided in this Agreement; and

WHEREAS, the issuance, e, and ddivery of The Board of Regents of The Universty of
Texas Sygem Revenue Financing Sysem Bonds, Series (the “Refunding Obligations”)
have been duly authorized to be issued, 0ld, and ddivered for the purpose, anong others of
obtaining the funds required to provide for the payment of the prindpd of, premium, if any, ad
interest on the Refunded Obligations when due and

WHEREAS, the Issug dedres that, concurrently with the ddivaery of the Refunding
Obligations to the purchasers thereof, certain proceeds of the Refunding Obligations, together with
catan other avalable funds of the Issuer, shdl be gpplied to purchase cartain direct obligations of
the United States of America hereinditer defined as the “Escrowed Securities” for depost to the
credit of the Escrov Fund cregted pursuant to the terms of this Agreement and to edtablish a
beginning cash balance (if needed) in such Escrow Fund; and

WHEREAS  the Escrowed Securities shdl mature and the interest thereon shdl be payable
a such times and in such amounts S0 as to provide moneys which, together with cash baances from
time to time on depost in the Escrow Fund, will be aufficdent to pay interest on the Refunded
Obligations as it accrues and becomes payable and the principd of the Refunded Obligations as it
becomes due and payable; and

WHEREAS to fadlitate the receipt and trander of proceeds of the Escrowed Securities,
particularly those in book entry form, the Issuer desires to establish the Escrow Fund at the principd
corporate trus office of the Escrow Agent in Audin, Texas ad

WHEREAS, the Escrow Agert is a party to this Agresment to acknowledge its acogptance
of the terms and provisons hereof;

NOW, THEREFORE, in condderdion of the mutud undertakings, promises and agreements
herein contained, the sufficiency of which hereby are acknowledged, and to secure the full and timdy
payment of principd of and the interes on the Refunded Obligations, the Issuer and the Escrow
Agent mutudly undertake, promise, and agree for themsdves and ther repective representatives and
ucoesors, as follows:
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ARTICLE |

DEFINITIONS AND INTERPRETATIONS

Section1.0 1. Definitions Unless the context dearly indicates otherwisg, the fallowing terms
dhdl have the meanings assgned to them bdow when they are used in this Agreament:

“Esorow Fund” means the fund creaied by this Agreement to be administered by the
Escrow Agent pursuant to the providons of this Agresment.

“Esrowed Securities’ means the noncdladle and nonprepayabdle United States
Treesury odligations and abligations the due and timdy paymet of which is
unconditionaly guarantesd by the United States of America destribed in Exhibit "D
atached to this Agreement, or cash or other direct obligations of the United States
of America or obligations the due and timdy payment of which is unconditiondly
guarantesd by the United Saes of Ameica subdtituted therefor pursuant to
Artide IV of this Agresment.

Stion 1.02. Other Definitions The tems “Agreement”, “Issue”, “Escrow Agent”,
“Refunded Obligations’, “Refunding Obligations’ and “Paying Aget”, when they are used in this
Agreament, dheh have the meanings assgned to them in the preamble to this Agreement.

Section 1.03. _Intemretations The titles and headings of the atides and sections of this
Agreement have been insarted for convenience and reference only and are not to be conddered a part
hereof and shel not in any way modify or retrict the terms hereof.  This Agreament and dl of the
terms and provisons hereof dhdl be liberdly congrued to effectuate the purposes st forth herein and
to achieve the intended purpose of providing for the refunding of the Refimded Obligations in
accordance with gpplicable law.

ARTICLE Il

DEPOSIT OF FUNDSAND
ESCROWED SECURITIES

Section 2.01.  Deuodits in the Escrow Fund. Concurrently with the sde and ddivery of the
Refunding Obligations the Issuer shdl deposit, or cause to be depodted, with the Escrow Agent, for
deposit in the Escrow Fund, the funds and Escrowed Securities described herein, and the Escrow
Agent shdl, upon the recaipt thereof, acknowledge such recapt to the Issuer in writing.
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ARTICLE [l

CREATION AND OPERATION OF ESCROW FUND

Section 3.01. 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 thereof it
will deposit to the credit of the Escrow Fund the funds and the Escrowed Securities described in
Exhibit "D" attached hereto. Such depost, al proceeds therefrom, and dl cash baances from time
to time on deposit therein (a) shah be the property of the Escrow Fund, (b) shah be applied only in
grict conformity with the terms and conditions of this Agreement, and (c) are hereby irrevocably
pledged to the payment of the principa of, premium, if any, and interest on the Refunded Obligations,
which payment shal be made by timdy transfers of such amounts a such times as are provided for
in Section 3.02 hereof. When the find transfers have been made for the payment of such principd
of, premium, if any, and interest on the Refunded Obligations any baance then remaining in the
Escrow Fund shall be transferred to the Issuer, and the Escrow Agent shadl thereupon be discharged
from any further duties hereunder.

Section 3.02. Pavment of Principal, Premium. if anv. and Interest. The Escrow Agent is
hereby irrevocably ingtructed to transfer to the respective paying agents for the Refunded Obligations
from the cash balances from time to time on deposit in the Escrow Fund, the amounts required to pay
the principa of the Refunded Obligations at their respective redemption or maturity dates, premium,
if any and interest thereon to such maturity detes in the amounts and at the times shown in Exhibit
*C" attached hereto.

Section 3.03.  Sufficiency of Escrow Fund. The Issuer represents that the successive receipts
of the principa 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 dl times sufficient to provide moneys for transfer to
the Paying Agent a the times and in the amounts required to pay the interest on the Refunded
Obligations as such interest comes due and the principa of the Refunded Obligations as the Refunded
Obligations mature, dl as more fully st 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
inaufficient to transfer the amounts required by esch place of payment (paying agent) for the
Refunded Obligations to make the payments set forth in Section 3.02 hereof, the Issuer shdl timey
deposit in the Escrow Fund, from any funds thet are lawfully available therefor, additiond funds in
the amounts required to make such payments. Notice of any such insufficdency shdl be given
promptly as hereinafter provided, but the Escrow Agent shdl not in any manner be respongble for
any insuffidency of funds in the Escrow Fund or the Issuer’s failure to make additiona deposits
thereto.

Section 3.04.  Trust Fund. The Escrow Agent shah hold at dl times the Escrow Fund, the
Escrowed Securities and al other assets of the Escrow Fund, wholly segregated from al other funds
and securities on depogit with the Escrow Agent; it shdl never dlow the Escrowed Securities or any
other assets of the Escrow Fund to be commingled with any other funds or securities of the Escrow
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Agent; and it shall hold and dispose of the assats of the Escrow Fund only as set forth herein,  The
Escrowed Securities and other assets of the Escrow Fund shal dways be maintained by the Escrow
Agent as trust funds for the benefit of the owners of the Refunded Obligations;, and a specid account
thereof shdl a dl times be maintained on the books of the Escrow Agent. The owners of the
Refunded Obligations shdl be entitled to the same preferred dam and firgt lien upon the Escrowed
Securities, the proceeds thereof, and al 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 consdered as a banking deposit by the Issuer, and the Escrow Agent shdl
have no right to title with respect thereto except as a condructive trustee and Escrow Agent under
the terms of this Agreement. The amounts received by the Escrow Agent under this Agreement shadll
not be subject to warrants, drafts or checks drawn by the Issuer or, except to the extent expresdy
herein provided, by the Paying Agent.

Section 3.05.  Security for Cash Balances. Cash baances from time to time on depost in the
Escrow Fund shdl, to the extent not insured by the Federd Deposit Insurance Corporation or its
successor, be continuoudy secured by a pledge of direct obligations of, or obligations unconditiondly
guaranteed by, the United States of America, having a market vaue at least equa 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 shdl not have any power or duty to invest or reinvest any money held hereunder, or
to make subgtitutions of the Escrowed Securities, or to sdl, transfer or otherwise dispose of the
Escrowed Securities.

Section4.02. Reinvestment of Certain Cash Balances in Escrow by Escrow Agent. In
addition to the Escrowed Securities listed in Exhibit "D" hereto, the Escrow Agent shal reinvest cash
baances shown in Exhibit "F" attached hereto in zero (0) interest rate United States Treasury
Obligations -~ State and Loca Government Series to the extent such Obligations are available from
the Department of the Treasury. All such reinvestments shdl be made only from the portion of cash
balances derived from the maturing principa 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 shal be acquired on and shal mature on the dates shown on Exhibit "F"
attached hereto.

Section 4.03. _ Subdtitutions and Reinvestments. At the discretion of the Issuer, the Escrow
Agent shdl reinvest cash badances representing receipts from the Escrowed Securities, make
subdtitutions 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 ddivers to the Escrow Agent the following:
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(1) an opinion by an independent catified public accountant that after such
subditution or reinvestment the prindpa amount of the securities in the Escrow Fund (which
shdl be noncdlable, nonprepayable direct obligations of the United States of America or
obligations which are unconditiondly guaranteed asto full and timey payment by the United
Saes of America), together with the interest thereon and other avallable moneys will be
ufficdent to pay, without further invesment or ranvesment, as the same become due in
accordance with Exhibit “C’, the prindpd of, interest on and premium, if any, on the
Refunded Obligations which have not previoudy been paid, and

(2) an ungudified opinion of nationdly recognized munidpa bond counsd to the
effect that (8) such subditution or reinvestment will not cause the Retimded Obligaions to
be “ahitrage bonds’ within the meaning of Section 103 of the Code or the regulations
thereunder in effect on the date of such subditution or reinvestment, or atherwise make the
interes on the Retimded Obligations subject to federd income taxation, and (b) such
subdtitution or reinvestment complies with the Conditution and laws of the State of Texes
and with dl rdevant documents rdating to the issuance of the Refunded Obligations

The Escrow Agent shdl have no responghility or lighility for loss or otherwise with respect
to investments mede a the direction of the Issuer.

Notwithstanding anything to the contrary contained herain, the Issuer and the Escrow Agent
ghdl nat enter into a forward purchase agresment in connection with the Escrowed Securities unless
Moody’s Investors Sarvice has confirmed in writing the raing on the Refunded Obligations

Section 4.04.  Sybstitution for Escrowed rities. Concurrently with the initid depogt by
the Issuer with the Escrow Agent, but not thereefter, the Issuer, a its option, may subdtitute cash or
non-interest bearing noncalable, nonprepayable direct obligations of the United States of America
induding obligetions which are unconditiondly guaranteed as to full and timdy payment by the
United States of America (i.e, Treasury obligations which mature and are payable in a Sated amount
on the maturity date thereof, and for which there are no payments other than the payment made on
the maturity date) (the “ Subdtitute Obligations”) for non-interest bearing Escrowed Securities, if any,
but only if such Subdtitute Obligations

(a) aeinan anount, and/or mature in an amount, which is egud to or gregter then the
amount payabdle on the maturity dete of the dbligation ligted in Exhibit "D" for which
such Subdtitute Obligation is subdituted,

(b) mature. on or before the maturity date of the obligation liged in Exhibit "D for which
such Subditute Obligation is subdtituted, and

(©) produce the amount necessary to pay the interest on and principd of the Refunded
Obligations, as =t forth in Exhibit "E" hereto, as verified by a catified public
accountant or a firm of catified public accountants

If, concurrently with the initid depogt by the Issuer with the Escrow Agent, any such Subgtitute
Obligations are so subdtituted for any Escrowed Securities, the Issuer may, a any time theredfter,
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subditute for such Subdtitute Obligations the same Escrowed Securities for which such Subditute
Obligaions origindly were subdituted.

Section 4.05. Arhitrage.  The Issuer hereby covenants and agrees that it shdl never request
the Escrow Agent to exerdise any power hereunder or permit any part of the money in the Escrow
Fund or proceeds from the sale of Escrowed Securities to be usad directly or indirectly to acquire any
securities or obligaions if the exerdse of such power or the acquigtion of such securities or
obligations would cause any Rebinding Obligations or Refunded Ohbligations to be an “abitrage
bond” within the meaning of Section 148 of the Code or Section 103(c) of the Internd Revenue Code
of 1954,

ARTICLE V

APPLICATION OF CASH BALANCES

Section 5.01.  In Generd. Except as provided in Sections 3.02, 4.02, 4,03 and 4.04 hereof,
no withdrawds, trandfers, or reainvestment shah be made of cash baances in the Escrow Fund.

ARTICLE VI

RECORDS AND REPORTS

Section 6.01. Records The Escrow Agent will kegp books of record and account in which
complete and correct entries shall be made of dl transactions rdating to the recaipts, disbursements,
dlocations and application of the money and Escrowed Securities degposited to the Escrow Fund and
al proceeds thereof, and such books shah be avallable for ingpection a reasonable hours and under
reesonable conditions by the Issuer and the owners of the Refunded Obligations

Section 6.02. Reportsthis Agreemat ramans in efedt, the Esrow Aget annudly
dhdl prepare and send to the Issuer a written report summarizing all transactions rdating to the
Escrow Fund during the preceding year, induding, without limitation, credits to the Escrow Fund as
a result of interest payments on or maurities of the Escrowed Securities and tranders from the
Escrow Fund for payments on the Refunded Obligations or otherwise, together with a detalled
datement of dl Escrowed Securities and the cash baance on depost in the Escrow Fund as of the
end of such period.
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ARTICLE VI

CONCERNING THE PAYING AGENTS AND ESCROW AGENT

Section 7.0 1. Representations. The Escrow Agent hereby represents that it has al necessary
power and authority to enter into this Agreement and undertake the obligeations and responghilities
imposed upon it herein, and that it will carry out dl 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 principa of and interest on the Refunded Obligations shdl
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 shdl have any ligbility 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 recitas herein and in the proceedings authorizing the Refunding Obligations shall be taken
as the statements of the Issuer and shdl not be considered as made by, or imposing any obligation or
ligbility upon, the Escrow Agent, The Escrow Agent is not a party to the proceedings authorizing
the Refunding Obligations or the Refunded Obligations and is not responsible for nor bound by any
of the provisons thereof (except as a place of payment and paying agent and/or a Paying
Agent/Regigtrar therefor). In its capacity as Escrow Agent, it is agreed that the Escrow Agent need
look only to the terms and provisons of this Agreement.

The Escrow Agent makes no representations as to the vaue, 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 shal not incur any ligbility or responghbility in respect to
any of such matters.

It is the intention of the parties hereto that the Escrow Agent shdl never be required to use
or advance its own funds or otherwise incur persond financid 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 shal the Escrow Agent be responsible for the consequences
of any error ofjudgment; and the Escrow Agent shal not be answerable except for its own action,
neglect or default, nor for any loss unless the same shdl have been through its negligence or want of
good fath. 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 againgt any and all
losses, lighilities, litigation costs and expenses (including reasonable counsd 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 of good faith.

_ Unless it is specifically otherwise provided herein, the Escrow Agent has no duty to determine
or inquire into the happening or occurrence of any event or contingency or the performance or falure
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 ddliver the same
in accordance with this Agreement. If, however, the Escrow Agent is caled upon by the terms of this
Agreement to determine the occurrence of any event or contingency, the Escrow Agent shdl 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 shdl be liable only for its own misconduct
or itsnegligence. In determining the occurrence of any such event or contingency the Escrow Agent
~ may request from the Issuer or any other person such reasonable additiona evidence as the Escrow
Agent in its discretion may deem necessary to determine any fact reating to the occurrence of such
event or contingency, and in this connection may make inquiries of, and consult with, among others,
the Issuer a any time.

Section 7.03.  Compensation. (8) Concurrently with the sde and ddivery of the Refunding
Obligations, the Issuer shdl pay to the Escrow Agent, as a fee for performing the services hereunder
and for dl expenses incurred or to be incurred by the Escrow Agent in the adminidration of this
Agreement and as Paying Agent for the Refunded Bonds, the sum of $1,500, the sufficiency of which
is hereby acknowledged by the Escrow Agent for services hereunder and for al future paying agency
sarvices for the Refunded Obligations, and the Escrow Agent, on behdf of itsdf as the Paying Agent
for the Refunded Bonds (as described in Exhibit B) and on behaf 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 al 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 shdl it ever assert any clam or lien againgt 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 (8) of this Section 7.03
for Escrow Agent and paying agency fees, expenses, and services, the Escrow Agent shal
acknowledge such receipt to the Issuer in writing.

Section 7.04. Successor Escrow Agents. If & any time the Escrow Agent or its legd
successor or successors should become unable, through operation or law or otherwise, to act as
escrow agent hereunder, or if its property and affairs shal be taken under the control of any State or
federd court or adminigirative body because of insolvency or bankruptcy or for any other reason, a
vacancy shdl forthwith exig in the office of Escrow Agent hereunder. In such event the Issuer, by
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appropnate ection, promptly shal appoint an Escrow Agent to fill such vecancy.  If no successor
Escrow Agent shdl have been gppointed by the Issuer within 60 days, a Successor may be appointed
by the owners of a mgority in prindpa amount of the Refunded Obligations then outstanding by an
indrument or indruments in writing tiled with the Issuer, Sgned by such owners or by thar duly
authorized attorneys-in-fact. If, in a proper case, no appointment of a successor Escrow Agent shall
be made pursuant to the foregoing provisons of this section within three months after a vacancy sl
have occurred, the owner of any Refunded Obligetion may goply to any court of competent
jurisdiction to gppoint a successor Escrow Agent. Such court may thereupon, after Such naticg, if
any, as it may deem proper, prescribe and gppoint a successor Escrow Agent.

Any successor Escrow Agent shdl 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
trus powers, having a combined capitd and surplus of & leest $25,000,000, subject to the
upervison or examination by Federd or State authority and qudlified to act as Escrow Agent under
Tex. Rev. Civ. Sa. Ann. Art. 717k.

Any successor Escrow Agent shl execute, acknowledge and ddliver to the Issuer and the
Escrow Agent an indrument acogpting such gopointment hereunder, and the Escrov Agent shdll
execute and ddiver an indrument trandferring to such successor Escrow Agant, subject to the terms
of this Agreemert, dl the rights, powers and trugts of the Escrow Agent hereunder. Upon the request
of any such successor Escrow Agent, the Issuer shdl execute any and dl ingruments in writing for
more fully and ceartainly vesing in and confirming to such successor Escrow Agent dl such rights
powers and duties. The Escrow Agent shdl pay over to its successor Escrow Agent a proportiond
part of the Escrow Agent's fee hereunder.

ARTICLE VI

MISCEL LANEOUS

Section 801. Notice. Any natice, authorization, request, or demend required or permitted
to be given hereunder shdl be in writing and shdl be deamed to have been duly given when mailed
by regigered or certified mall, posage prepaid addressed to the Issuer or the Escrow Agant a the
address shown on Exhibit “A” atached hereto. The United States Post Office registered or certified
mall receipt showing ddivery of the eforesaid shdl be condusive evidence of the date and fact of
ddivery. Any party hereto may change the address to which natices are to be ddivered by giving to
the other parties not less than ten (10) days prior notice thereof.  Moody's Investors Service is to
recaive prior written notice and draft legd documents of any contemplated amendment at the address
spedified in Section 8.04.

Section 8.02.  Termination of Responsibilities. Upon the taking of dl the actions as described
herein by the Escrow Agent, the Escrow Agent shdl have no further obligations or responghilities
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hereunder to the Issuer, the owners of the Refunded Obligations or to any other person or persons
in connection with this Agreement.

Section 8.03. Binding Agreement. This Agreement shdl be binding upon the Issuer and the
Escrow Agent and their respective successors and legd representatives, and shdl inure solely to the
benefit of the owners of the Refunded Obligations, the Issuer, the Escrow Agent and their respective
successors and lega representatives.

Section 8.04. Severability. In case any one or more of the provisons contained in this
Agreement shdl for any reason be hed to be invdid, illegd or unenforcegble in any respect, such
invaidity, illegdity or unenforcegbility shal not affect any other provisons of this Agreement, but
this Agreement shdl be congtrued as if such invalid or illegd or unenforcegble provison 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 Reting Desk/Refunded Bonds, 99 Church Street, New York, New York,
10007.

Section 8.05. Texas Law Governs. This Agreement shdl be governed exclusvely by the
provisons hereof and by the gpplicable laws of the State of Texas.

Section 8.06.  Time of the Essence. Time shdl 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 shal 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 dtated in subsections (&) and (b) of Section 7.03 for
Escrow Agent and paying agency fees, expenses, and services.

Section 8.08. Amendments. This Agreement shdl not be amended except to cure any
ambiguity or forma defect or omisson in this Agreement. No amendment shdl be effective unless
the same shdl be in writing and signed by the parties thereto. No such amendment shdl adversdly
affect the rights of the holders of the Refunded Obligations.

Section 8.09. Changes in Agreement Generally_Prohibited. This Agreement is made for the
benefit of The Board of Regents of The Univerdity of Texas System, the Escrow Agent and the
holders or owners from time to time of the Refunded Obligations, and it shal not be repeded,
revoked, altered or amended without the written consent of al such holders or owners and the written
consent of the Escrow Agent; provided, however, that The Board of Regents of The University of
Texas Sysem and the Escrow Agent may, without the consent of, or notice to, such holders or
owners and as shdl not be inconsistent with the terms and provisions of this Agreement amend this
Agreement to cure any ambiguity or formd defect or omisson in this Agreement; but provided
further that no amendment to or dteration of this Agreement shdl conflict with the requirements for
firm banking and financid arangements in accordance with Artide 717k, Venon's Texas Civil
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Sautes, as anended. The Escrow Agent shdl provide Moody’s Investors Sarvice with documents
reaing to any proposad amendment to this Agreement prior to execution of any such amendment.
All natices to Moody's shdl be sent a the address st forth in Section 8.04 of this Agreement.

[The remainder of this pege is intentiondly left blank]
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EXECUTED as of the date firg written above

BOARD OF REGENTS OF
THE UNIVERSTY OF TEXAS SYSTEM

By:
Director of Finance
ATTEST:
Secretary
(SEAL)
as Escrow Agent

By:

(Title)
ATTEST:
Trug Officer
(SEAL)
/ky: UT RFS 9TA&D - 2935046 ESCROW.AGR : 13
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INDEX TO EXHIBITS

Exhibit “A” Addresses of the Issuer and the Escrow Agent

Exhibit "B" Description of the Refunded Obligations

BExhibt "C" Schedule of Deht Service on Refunded Obligations

Exhibit "D" Desription of Beginning Cash Depost (if any) ad
Escrowed Securities

Exhibit "E" Escrow Fund Cash How

Exhibt "F" Reinvesments in Zero Coupon SLGS
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EXHIBIT “A”

ADDRESSES OF THE ISSUER AND
ESCROW AGENT

ISSUER

The University of Texas System
201 W. 7th Street

Augtin, 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 FLOW.
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EXHIBIT "F"

REINVESTMENTS IN ZERO COUPON SL.GS
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5.

U T. System Adoption of Resol ution Arending the
Amended and Restated First Supplenental Resolution to
the Master Resol ution Establishing the Revenue Financing
System Conmer ci al Paper Program Approval to Amend the
Gui del i nes Governi ng Adm nistration of the Revenue

Fi nanci ng System and Aut horization for Oficers and
Enpl oyees of the Ofice of Business Affairs to Conplete
Al'l Transactions.--The Business Affairs and Audit
Conmittee recommended and the Board:

a. Adopt ed a Resol uti on Anmendi ng the Anmended
and Restated First Suppl enental Resol ution
to the Master Resolution Establishing the
Revenue Fi nanci ng System Conmerci al Paper
Program substantially in the formset out
on Pages 272 - 273 to increase the maxi num
anount of the interimfinancing program
to $350, 000, 000

b. Amended the Cuidelines Governing Adm nistration
of the Revenue Financing System as foll ows:

8. Provi sions for |ssuance of Unenhanced Vari abl e
Rat e Not es

Wth regard to procedures relating to Notes
purchased by the Board in the case of a failed
remarketing of Variable Rate Notes issued by

t he Revenue Financing System the follow ng
policies shall apply:

b. A credit agreenent, as described in the
Amended and Restated First Suppl enent al
Resolution to the Master Resol ution, shal
be obtai ned should the net asset val ue of
the Short/Internedi ate Term Fund decline
to an amount |ess than $1, 225, 000, 000 and
be expected to remai n bel ow t hat anopunt
for a period of 30 days, the Revenue
Fi nancing Systemw || obtain, within
60 days of notification from The
University of Texas Investnent Managenent
Conmpany (UTIMCO), a substitute note
purchase commtnent froma third party for
an amount that will limt the Short/

I ntermedi ate Term Fund’ s Purchase Com
mtment to $250, 000,000. In the event
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that the net asset value of the Short/

I nt ermedi ate Term Fund decl i nes
subsequently to an amount | ess than

$875, 000, 000 and be expected to renmain
bel ow t hat anmpbunt for a period of 30 days,
t he Revenue Fi nancing System agrees to
obtain, within 60 days of notification
from The University of Texas | nvestnent
Managenment Conpany (UTIMCO), a substitute
note purchase commtnent froma third
party for an anount that will limt the
Short/ I nternmedi ate Term Fund’ s Purchase
Commi t ment to $150, 000, 000.

C. Aut hori zed the officers and enpl oyees of the
O fice of Business Affairs to take any and
all actions necessary to carry out the
intentions of the U T. Board of Regents to
conpl ete the transacti ons.

An expansion of the comrercial 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 |nprovenment Programincluding the
projects authorized to be funded with tuition revenue
bonds. The current $250,000,000 limt is expected to
be net by January 1998.

Liquidity for the conmercial paper is provided by the
Short/Internmedi ate Term Fund. Wth the increase to

$350, 000, 000 of conmerci al paper to be outstanding, the
Fund has agreed to increase the liquidity conmtment with
the covenant that if the Fund’ s net asset val ue shoul d
decline to an anpbunt |ess than $1, 225, 000, 000 and be
expected to renmain bel ow that amount for a period of

30 days, the Revenue Financing Systemw || obtain, within
60 days of notification from The University of Texas

| nvest nent Managenent Conpany (UTIMCO), a substitute note
purchase commtnment froma third party for the anount
that will imt the Short/Internmediate Term Fund’ s
Purchase Commitrment to $250, 000, 000. In the event that
the net asset value of the Short/Intermedi ate Term Fund
shal | decline subsequently to an anount |ess than

$875, 000, 000 and be expected to renmmi n bel ow t hat anount
for a period of 30 days, the Revenue Fi nancing System
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agrees to obtain, within 60 days of notification from The
Uni versity of Texas | nvestnent Managenent Conpany, a
substitute note purchase conmtnment froma third party
for an anount that will limt the Short/Intermedi ate Term
Fund’ s Purchase Conmitnent to $150, 000, 000.

The Cui delines Governing Adm nistration of the Revenue

Fi nanci ng System as anended, are set forth in their
entirety on Pages 274 - 279.
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RESOLUTION AMENDING
THE AMENDED AND RESTATED HRST SUPPLEMENTAL
RESOLUTION TO THE MASTER RESOLUTION
ESTABLISHING THE REVENUE FINANCING SYSTEM
COMMERCIAL PAPER PROGRAM

WHEREAS, on April 12, 1990, the Board adopted a Mader Resolution Edablishing The
Universty of Texas Sysgem Revenue Financing System, as amended and restated on February 14,
1991 and further amended on October 8, 1993 and August 14, 1997 (refarred to herein as the
“Mager Resolution”); and

WHEREAS unless athawise defined herein terms used heren shah have the meaning given
in the Magter Resolution; and

WHEREAS, the Mader Resolution esablishes the Revenue Hiang Sydem (the “Fnandng
Sysem”) comprisad of the inditutions now or hereafter condituting components of The Univeraty
of Texas Sysem which are desgnated “Members’ of the Financing Sysem by action of the Board
and pledges the Pledged Revenues atributable to eech Member of the Finanding System to the
payment of Paity Debt to be outdanding under the Madter Resolution; and

WHEREAS, the Amended and Redated Frd Supplementa Resolution to the Mader
Resolution Edablishing The Univarsty of Texas Sydem Revenue Hidng System was adopted by
the Board on February 9, 1995 (the “Fst Supplement”) to esteblish an interim financing program
pursuant to which the Board has issued its Revenue Finanang Sysem Commedd Paper Notes
Saies A to provide interim financing for capital improvements and to finance equipment purcheses
ad

WHEREAS, the Board deams it necessry to amend the Fig Supplementa Resolution to
increase the aggregate prindpd amount of Notes which may be outstanding.

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

Section 1. In addition to the definitions st forth in the preamble of this Resolution, the terms
usad in this Resolution and not otherwise defined shag have the meanings given in the Magter
Resolution or in Exhibit “A” to the Ard Supplement.

Section 2. Sections 201 and 4.01 of the FHi Supplement are hereby amended by subgtituting
the amount "$350,000,000" in place of "250,000,000" each time that $250,000,000 currently appears
in such sctions.
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Section 3. The Charman of the Board, the Vice Charman of the Board, the Executive
Secretary to the Board, the U.T. System Representatives, and the other officers, employess, and
agents of the Board are hereby authorized and directed, jointly and severdly, to do any and dl things
and to execute and ddiver any and dl 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 Chancdllor, the Executive Vice Chancdlor for Busness Affairs, and the
Assgatt Vice Chancdlor for Fnance, and Bond Counsd are hereby authorized to goprove,
ubsequent to the date of the adoption of this Resolution, any technicd amendments to this
Resolution as may be required by Ftch Investors Sarvice, L.P., Moody's Investors Service, Inc., or
Standard & Poor's Ratings Group, a Divison of McGraw-Hill, Inc. as a condition to the granting or
maintenance of araing on the Commercid Paper Notes acceptableto aU.T. Sysem Representative,
or as may be required by the Attorney Gengrd’s dffice in connection with the goprovd of this
Resolution.

Section 4. The amendment to the First Supplement shall take effect immediatdy pursuant to
Saction 5.01(a)(v) of the Frg Supplement Snce it increases the amount of Commerdid Paper Notes
which may be Outdanding pursuant to Section 4.01 of the Hs Supplement.

Section 5. The recitds st forth in the preamble to this Resolution are hereby incorporated
into this Resolution and made a part hereof for dl purposes

Section 6. 1t is hereby found and determined that each of the officers and members of the
Board was duly and sufficiently notified offiddly and persondly, in advance, of the time, place, and
purpose of the Medting & which this Resolution was adopted, and that this Resolution would be
introduced and consdered for adoption a sad medting, that said meeting was open to the public, and
public notice of the time, place, and purpoe of said meding was given, dl as required by
Chapter 55 1, Texas Government Code.

PASSED AND ADOPTED, this

ATTEST:

Executive Secretary Chairman

(SEAL)
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Qui del i nes Governing Adm ni stration of the
Revenue Fi nanci ng System

The purpose of the Revenue Financing Systemis to provide a
Systemm de financing programw th which to finance capital

i mprovenent projects using debt secured by resources other
than the Permanent University Fund. The guiding principle
under | yi ng adm ni stration of the Revenue Financing Systemis
that allocations of debt proceeds shall be contingent upon a
Board determ nation that a conponent institution can prudently
neet its proportionate share of debt service with its own
financial resources. All decisions including Board actions
shall be prem sed upon the observation of this principle.

Adm ni stration of the Revenue Financing System shall be the
shared responsibility of the Ofice of Business Affairs and
i ndi vi dual conponent institutions.

Conponent institutions are not automatically admtted as
menbers of the Revenue Financing System Adm ttance shal
requi re approval of the Board. AlIl conponent institu-
tions constituting The University of Texas System as of
April 12, 1990, shall be nenbers of the Revenue Fi nancing
System

1. Approval of Revenue Fi nancing System | ndebt edness for
CIP Projects

All capital inprovenent 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 fromthe Ofice of Business
Affairs prior to being approved by the Board for
inclusion in the capital budget. Each request for
formal approval fromthe Board of Regents for the
expenditure of funds for architectural or construc-
tion expenses shall be acconpani ed by a recommenda-
tion fromthe Ofice of Business Affairs concerning
the use of Revenue Fi nanci ng System bond proceeds.
Recommendati ons of all ocations of proceeds shall be
given by the Ofice of Business Affairs upon the
conpl etion of a financing eval uati on concl udi ng
that the individual conponent institution proposing
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the project nmay prudently service its proportionate
share of debt with its own financial resources.
The financing eval uation shall include:

a. Three | evel s of debt capacity &
repaynment anal ysis:
- project |evel
- conponent | evel
- Systemlevel; with enphasis on main-
taining or inproving the current debt
rating

b. Fi nanci al Statenent anal ysis:
5-year history
- trend anal ysis
- evaluation of basis for projections

5-year projections
- verification of assunptions
- risk adjustnment of revenues

C. Sensitivity anal ysis:
- worst, probable and best cases

d. Application of tests:
- debt service coverage
- leverage

The Board shall determ ne the sequence of funding
and the terns of Revenue Financing System debt
i ssues.

| ssuance of Revenue Fi nanci ng System Debt

Revenue Fi nancing System debt shall be issued pursu-
ant to a resolution and suppl enents specifying the
terns of each issue.

Subj ect to outstanding debt with overl apping reve-
nue pl edges, Revenue Financing System debt shall be
secured by a first lien on nenber institution reve-
nues and fund bal ances lawfully available to the
Board for paynents of debt service except revenues
and fund bal ances conmprising: (a) the Avail able
University Fund, (b) H gher Education Assistance
Funds, (c) State of Texas general revenue fund
appropriations unless specifically appropriated for
debt service, and (d) MS. R D.P. incone; unless and
to the extent specifically pledged with the consent
of a nmenber institution.
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After the establishnent of the Revenue Fi nancing
System no additional debt may be issued at parity
wi th any outstandi ng debt secured in whole or in
part with the pledged revenues.

Al |l ocati on of Debt Proceeds to Menbers

Revenue Fi nancing System debt proceeds shall be
advanced to a nenber institution and repaid to the
Board in accordance with a financing agreenent.

Advances shall be nmade at the tine that the Board

i ssues Revenue Financing System debt to fund a nmem
ber institution's project. Proceeds shall be held
and invested at the direction of the Ofice of

Busi ness Affairs by The University of Texas Invest-
ment Managenent Conpany (UTIMCO wuntil disbursed to
a nmenber institution in reinbursenment of project
costs or directly to vendors to pay financing costs.
Advances pursuant to each suppl enent shall be evi-
denced by a single prom ssory note payable to the
order of the Board in a principal anmount equal to

t he aggregate unpaid principal anount of the
advances. Each advance shall bear interest at a
rate equal to that rate paid by the Board on the
Revenue Fi nancing System debt issued to fund the
advances.

Antici pated Paynent Deficit by a Menber

It is the intent of the Board that all debt service

paynents be made on a tinmely basis. |In any circum
stance where the Board determ nes that a nenber
institution will be unable to satisfy its propor-

tionate share of debt service, the Board nay take
any and all actions, including raising the general
fee wwthout limt at said institution or any other
menber institution.

Menber Institution Duties

a. Each nmenber shall furnish the Ofice of
Busi ness Affairs five-year projections of
its bal ance sheet, statenent of changes
in funds bal ances, and statenent of cur-
rent revenues and expenditures.
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Each nmenber in establishing its annual
budget shall provide for the paynent of
its proportionate share of Revenue

Fi nanci ng System debt servi ce.

Each nenber shall establish and use its
reasonabl e efforts to collect fees and
ot her charges for goods and services in
order to generate revenue sufficient to
meet all of its financial obligations.

Each nenber shall nake available its
proportionate share of Revenue Fi nancing
System debt service at such tinme and

pl aces as directed by the Ofice of Busi-
ness Affairs in order to enable the Board
to pay Revenue Fi nancing System debt ser-
vi ce.

Each nmenber shall not incur additional
debt (including | eases) except as per-
mtted by the Board.

Each nmenber shall informthe O fice of
Busi ness Affairs of any nmaterial change
inits financial condition which would
have a negative inpact on its five-year
proj ecti on.

Each nmenber shall annually file a report
with the Ofice of Business Affairs on any
project financed with Revenue Fi nanci ng
System Debt which shall have nmaterially
failed to neet its original projections
and, during the previous fiscal year, did
not produce sufficient revenues, along
wi t h dedi cated suppl emental revenues,
after all expenditures, based on the orig-
inally proposed nethod of finance, to at

| east neet its required allocation of
Revenue Fi nancing System debt service.

In forecasting revenues and expenditures
in support of an application for the use
of Revenue Fi nancing System proceeds, a
conponent shall be gui ded by historical
facts and trends. An allocation for
expected future repairs and mai nt enance
shall be included and inflation should
be consi dered where rel evant.
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i Whenever possible, a good faith effort
shoul d be nade to obtain a portion of
the total capital cost fromprivate
contributions.

Annual Report of Nonperform ng Projects

The O fice of Business Affairs shall annually submt
to the Board a report of all projects which have
failed to performfinancially as originally approved
by the Board.

Tuition Supported Projects

Projects authorized by the U T. Board of Regents to
be funded as provided in Section 55.172 of the Texas

Educati on Code and Chapter 803, Seventy-Third Legis-
| at ure, Regul ar Session, 1993, shall be funded under
t hese Cui delines except for the provisions of Sec-
tion 1 related to project and Menber 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. Systemtuition, the anount of General
Revenue appropriated to that institution in reim
bursenent thereof, and the provisions of the Texas
Educati on Code.

Provi sions for |Issuance of Unenhanced Vari abl e Rate
Not es

Wth regard to procedures relating to Notes pur-
chased by the Board in the case of a failed
remar keting of Variable Rate Notes issued by the
Revenue Financing System the follow ng policies
shal | apply:

a. The maxi num amount of Notes maturing on
any one busi ness day shall not exceed
$25, 000, 000 unl ess such date shall be
the closing date of a Note refunding
funded wth proceeds froma Revenue
Fi nanci ng System bond i ssue covered by
a bond purchase contract.

b. A credit agreenent, as described in the
Anmended and Restated First Suppl enental
Resolution to the Master Resol ution, shal
be obtai ned should the net asset val ue of
the Short/Internediate Term Fund decli ne
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to an anount |ess than $1, 225, 000, 000 and
be expected to remai n bel ow t hat anopunt
for a period of 30 days, the Revenue

Fi nanci ng Systemw || obtain, wthin_

60 days of notification from The
University of Texas |nvestnent Managenent
Conmpany (UTIMCO), a substitute note
purchase commtnent froma third party for
an amount that will limt the Short/

I ntermedi ate Term Fund’ s Purchase Com
mtment to $250, 000,000. In the event
that the net asset value of the Short/

I nt ermedi ate Term Fund decl i nes
subsequently to an anount | ess than

$875, 000, 000 and be expected to remain
bel ow t hat amount for a period of 30 days,
t he Revenue Financing System agrees to
obtain, within 60 days of notification
from The University of Texas | nvestnent
Managenent Conpany (UTIMCO), a substitute
note purchase comritnent froma third
party for an amount that will limt the
Short/Internedi ate Term Fund’ s Purchase
Commi tnent to $150, 000, 000.

C. Fees and charges associated with the use
of a credit agreenent or note purchase
agreenent shall be allocated to Menbers
accessing the use of Variable Rate Notes
and expended for both internal and exter-
nal liquidity support as provided in wit-
ten agreenents.

Equi prent Pur chases Funded Through t he Revenue
Fi nanci ng System

Equi prment purchases authorized by the U T. Board of
Regents to be funded through the Revenue Fi nancing System
w Il be approved in aggregate anount by conponent insti-
tution at the beginning of each fiscal year. The m ni num
aggregate anount is $100, 000 per component institution
and allows for several smaller equipnent purchases to be
comm ngl ed to achi eve the m ni num anount. Each piece of
equi pnent nust have a useful life of not |less than three
years. The equipnent wll be purchased fromthe vendor
by the conponent institution and Revenue Fi nancing System
debt will be issued on the first business day of each
Novenber, February, My, and August to reinburse the
conponent institution for the equi pnment purchases. The
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debt will be anortized each February 15 and August 15
with full anortization not to exceed ten years.

U T. System Approval of the Systemw de Internal Audit

Plan for Fiscal Year 1997-98.--Upon recomrendation of the
Busi ness Affairs and Audit Commttee, the Board approved
The University of Texas Systemw de Internal Audit Plan
for Fiscal Year 1997-98. Devel opnent of the Internal
Audit Plan is based on a Systemw de risk assessnent and
i npl ementation of the Plan will be coordinated with the
institutional auditors.

A copy of the U T. System Adm nistration and conponent
institution Audit Plans and the Summari zed Audit Pl ans
are on file in the Ofice of the Board of Regents.

U T. Health Science Center - San Antoni o: Approval to
Sell Approximately 1,377.65 Acres of Land in Palo Pinto
County, Texas, Received from M. Harvey Frost Bownan and
the Estate of Barbara Hyde Bowran to Fund the Bowran-
Frost Endownent for Oncol ogy Research and Aut hori zati on
for the Executive Vice Chancellor for Business Affairs

or the Executive Director of Real Estate to Execute Al
Docunents Rel ated Thereto.--The Board, upon
recommendati on of the Business Affairs and Audit

Comm ttee, authorized The University of Texas System Real
Estate O fice, on behalf of The University of Texas

Heal th Science Center at San Antonio, to sel
approximately 1,377.65 acres of land in Palo Pinto
County, Texas, received fromM. Harvey Frost Bowman and
the Estate of Barbara Hyde Bownan with the net proceeds
fromthe sale used to fund the Bowran- Frost Endownrent for
Oncol ogy Research. The property will be marketed through
a conpetitive offer process and sold for the best offer
at or above the appraised value of $1,515,000. Al the
oil, gas, and mneral interests wll be retained by the
Uni versity.

Further, the Executive Vice Chancellor for Business
Affairs or the Executive Director of Real Estate was
authorized to execute all docunents, instrunents, and

ot her agreenents and take all such further actions deened
necessary, advisable, or proper to carry out the purpose
and intent of the foregoing transaction.
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| NFORVATI ONAL REPORTS

1.

U T. System Presentation of the Septenber 1997 Monthly

Fi nancial Report.--M. R D. Burck, Executive Vice
Chancel | or for Business Affairs, reviewed the

Sept enber 1997 Mont hly Fi nancial Report for The
University of Texas System and enphasized that in this
one-nonth period there were no variances from budget
whi ch did not have reasonabl e expl anati ons.

A copy of The University of Texas System Monthly
Fi nanci al Report as of Septenber 1997 is on file in the
O fice of the Board of Regents.

U T. System Annual Report on the Historically Under-
utilized Business (HUB) Programfor Fiscal Year 1997.--
Commttee Chairman Riter called on M. Lewis Wight,
Associ ate Vice Chancel lor for Business Affairs, to pre-
sent the annual report on The University of Texas System
Hi storically Underutilized Business (HUB) Program for

Fi scal Year 1997.

M. Wight distributed to the nmenbers of the Board a
report entitled “The University of Texas System

Hi storically Underutilized Business (HUB) Program Revi ew
dat ed Novenber 13, 1997, a copy of which is on file in
the O fice of the Board of Regents. Wth the aid of
slides, M. Wight presented the follow ng report on the
U T. SystemHistorically Underutilized Busi ness Program
hi ghlighting the experience in Fiscal Year 1997:

Report on The University of Texas System
Hi storically Underutilized Busi ness Program

M. Chairman, nenbers of the Board -- This
seventh annual briefing reports the status of
the Historically Underutilized Business (HUB)
Programin U T. Systemfor FY 1997.

Al t hough changes to the program were proposed
during the 75th | egislative session, i.e., that
it be changed to a “small business
participation” program (S.B. 31), the HUB
program continues not significantly changed
fromthe prior biennium (Attachnment 1). The
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anended Regents’ Policy Statenent of Novenber
9, 1995 (Attachnent 2) and the Chancellor’s

| etter of Novenber 4, 1997 (Attachnent 3)

i npl enent the programwi thin U T. System

Attachnent 4 is a summary of statew de program
outcones for FY 1996 and FY 1997. While total
expendi tures on reportabl e 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 firns declined

$151.4 million from$935.8 mllion in FY 1996,
representing awards to 6,311 HUB firms, to
$784.4 mllion in FY 1997 representing awards
to 4,474 HUB firms. The goal for underutilized
HUB participation was net or exceeded in one

of the six procurenent 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

Adm ni stration and three System conponents (The
University of Texas M D. Anderson Cancer
Center, The University of Texas Medical Branch
at Gal veston, and The University of Texas at
Austin) are cited anong the ten | argest
spendi ng agencies of the state (Attachnent 5).

Attachnent 6 is a sutmary of U T. System

wi de programresults for FY 1996 and FY 1997.
Wil e total expenditures on reportabl e goods
and services increased $27.3 mllion from
$1.055 billion in FY 1996 to $1.082 billion
in FY 1997, total expenditures with HUB firns
declined $27.0 nmllion from$142.5 nmillion in
FY 1996 to $115.5 million in FY 1997. Under-
utilized HUB participation goals were not net
for any of the six procurenent categories in
FY 1997, however, U. T. System averages
exceeded state averages in three of the six
procurenent categories (comodities,

prof essi onal services, and buil ding
construction). Additionally, three System
conponents (The University of Texas - Pan
Anerican, The University of Texas at San

Ant oni o, and The University of Texas at Dall as)
are cited anong the ten state agencies spendi ng
nore than $5 million with the | argest

per cent age spent with underutilized HUB firns
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(See Attachments 15, 17, and 19). The
consol i dated 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.
(Conponent anal yses and suppl enentary letters
are included as Attachnents 11 through 26.)

Attachment 7 shows the consistently increasing
trend of purchases fromHUB firnms for the
period FY 1992 to FY 1996, and reversal of
that trend in FY 1997 as previously discussed.

Attachnent 8 shows the distribution by anount
and percentage of total statew de expenditures
($6.08 billion) across ethnic/gender groups.
Participation rate changes FY 1996 to FY 1997
are shown in the table bel ow

Wiite Bl ack Asi an- Hi spani c Nat i ve- Wiite

Men Pacific Ameri can Wnen

+8. 8 -6.7 -1.3 -18.1 -31.9 -19.0
+$430.0M  -$4.5M -$1.3M -$51. 3M -$4. 4M - $89. 9M

Attachnent 9 shows the distribution by anount
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 bel ow

Wiite Bl ack Asi an- Hi spanic Nat i ve- Wiite
Men Pacific Anmer i can Wren
+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 Educati on Code
pertaining to the revenue financing program
is included as Attachnment 10. U. T. System
FY 1997 performance agai nst 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 | ong-term debt was issued during Fiscal
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Year 1997, therefore, no performance neasure
pertaining to itens related to the issuance
of bonds is reported.

The chall enge to admi nistration of this program
now is threefold. First, the uncertain policy
envi ronnment created by the national debate on
affirmative action, including the California
Cvil Rghts Initiative (Proposition 209),
Hopwood, Piscataway, N.J. Board of Education v.
Taxman, Houston Civil Rights Initiative, and
simlar devel opnents, may call for

reaf firmati on of HUB program policies. Second,
every effort should be nade to regain the
nonent um of 1992-1996. Third, nanagenent
shoul d ensure that good faith effort
procurenent procedures, in particular,
conpliance with Texas Adm nistrative Code

provi sions 111.13(c) and (d) and 111.14 are
followed; not only in the central purchasing

of fice, but by every official exercising
authority to approve contracts for procurenent
of affected goods and services. Audits of HUB
prograns by the State Auditor are in process
and such audits will continue in FY 1998.

Recogni zing that the U T. System had great nonentumin
this program between 1992-1996, Regent Sm | ey expressed
concern about the decline of sone $27 mllion in total
expenditures with HUB firns between 1996 and 1997. In
response to her inquiry as to whether that decline is
related to the uncertainty of the policy environnment
created by the national debate on the Hopwood deci sion,
M. Wight responded that there is sonme confusion with
respect to the recent affirmative action debate and

ot her devel opnents and there may be a need to reaffirm
the HUB program policies. He further noted that vendors
for the HUB program nust provi de docunented evi dence of
their ethnic background and nany vendors have chosen not
to be certified for the program

Regent Smley comented that if one of the contributing
factors is lack of clarity about the procedures then the
U T. System should address that and recommt resources
to regain the nmomentum of 1992-1996.

In response to Ms. Smley' s comment, Chancell or

Cunni ngham noted that the U T. System would reconmt
resources to ensure that good faith procurenent
procedures are followed. He advised the Board that a
menor andum had recently been sent to the chief business
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of ficers of the conponent institutions advising them of
the net decline in purchases fromHUB firns and
requesting that the institutions analyze their HUB
programresults and provide information explaining the
reasons for variations in purchases fromHUB firnms during
Fi scal Year 1997.

Regent Sanchez remarked that the nunbers cited in

M. Wight's report indicate that the U T. Systemis
not achieving the spirit of the law that set up this
pr ogram

Chancel | or Cunni ngham r esponded that one of the problens
is that the goals set by the state are unrealistic and
have never been achieved by the state. There sinply

are not enough people willing to be certified as HUB
vendors to achieve the goals that the state has set out.
Dr. Cunni ngham noted that, as soon as the conponent chi ef
busi ness officers respond to the request that they

reanal yze their HUB programresults, he will report those
findings at a future neeting of the Board.
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REPORT AND RECOMVENDATI ONS OF THE ACADEM C AFFAI RS COW TTEE
(Pages 286 - 292).--Conmm ttee Chairman Lebermann reported that
the Academic Affairs Conmttee had nmet in open session to
consider those matters on its agenda and to fornmul ate
reconmendations for the U. T. Board of Regents. Unless

ot herw se indicated, the actions set forth in the Mnute
Orders which foll ow were reconmended by the Academic Affairs
Comm ttee and approved in open session and w thout objection
by the U. T. Board of Regents:

1. U T. Board of Regents - Regents’ Rules and Regul ati ons,

Part One: Anendnents to Chapter VIII, Section 3 (Medica

and Hospital Services).--Upon recommendation of the
Academi c Affairs and Health Affairs Cormttees, the Board
anmended the Regents’ Rules and Regul ations, Part One,
Chapter VIII, Section 3, regarding nmedi cal and hospital
services, to read as set forth bel ow

Sec. 3. Medi cal and Hospital Services.--Wth exceptions
as outlined below, no health care services
shal | be provided by any conponent institution
of the Systemto any person w thout conpensa-
tion or reinbursenent to the System In the
case of health care facilities operated by the
System which under the | aw are open to the
general public, free or partly free health care
services may be rendered to persons who are
i ndi gent and who are able to offer proof that
they are not financially able to pay either al
or any part of their health care expenses. In
the case of health care services provided by
faculty of a general academ c conponent in the
conduct of an educational program persons
recei ving such services need not be charged for
such servi ces.

Heal t h conponents may accept patients for acute
or continuing, or both, care without referral
by anot her physician or agency. The patients
are accepted for total and continuing care
including the obligation to obtain the services
of ot her physicians when indicated.

These anmendnents clarify that no charge need be nade for

heal th care services rendered by faculty in a clinica
setting at a general academ c institution.

- 286 -



U T. Arlington: Authorization to Convert the Three
Tracks of the Doctor of Philosophy (Ph.D.) Degree Pro-
gramin Humanities to Separate Doctor of Phil osophy
Degree Prograns in English, Hi story, and Linguistics
and to Submit the New Progranms to the Coordinating Board
for Approval (Catalog Change).--The Board, upon
recommendati on of the Academic Affairs Committee,

aut horized The University of Texas at Arlington to
convert the three tracks of the Doctor of Phil osophy
(Ph.D.) degree pro-gramin Humanities into separate
Doctor of Phil osophy degrees in English, H story, and
Li ngui stics and to submt the proposal to the Texas

Hi gher Education Coordi nating Board for review and
appropriate action. These repl acenent degree prograns
will require a mnor nodification to U. T. Arlington’s
approved Tabl e of Prograns but are consistent with the
institution’s plans for offering high quality degree
progranms to neet student needs.

At the regular neeting of the Coordinating Board in

July 1997, U T. Arlington was directed to close its
Ph.D. in Humanities programimedi ately and was aut ho-
rized to replace the three tracks in Language,
Literature, and Cul tural Foundations with Ph.D. prograns
in Linguistics, English, and History. Wile U T.
Arlington has authority to operate the prograns in the
interimas replacenents for the Humanities program
approval by the U T. Board of Regents as part of a
normal revi ew and approval process for new degree
programs is required for continued operation. The
Coordi nating Board also directed its staff to carry out a
conplete review of the three new prograns using the sane
criteria and standards as for new program proposal s.
Thus, these three proposals are presented together and
with the sane background as if they were entirely new
progranms. However, the progranms are currently in
operation.

A majority of the 144 students enrolled in the Ph.D. in
Humanities programw || be *grandfathered” and al | owed
to graduate with a Ph.D. in Humanities.

The repl acenment prograns are traditional Ph.D. prograns
in established disciplines. The revised curricula wll
utilize many existing courses and will reorganize the
content fromother courses to neet nore efficiently the
obj ectives of the new prograns. U. T. Arlington has a
strong faculty in each of the disciplines.
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The Doctoral Programin Linguistics will prepare

prof essional |inguists for enploynment in academ a, field
work, field program adm nistration, literacy

consul tation, |anguage planning and simlar forns of

enpl oynent .

The Doctoral Programin English will have tracks in both
literature and rhetoric/conposition and these tracks wl|l
prepare students for academ c positions in teaching
conposition and literature.

The Doctoral Programin History will focus on the history
of the civilizations on either side of the Atlantic

after 1492. The programw || enphasize how the history
of these civilizations have intertwined as m grations
have occurred, cultures have m xed, econom es have grown,
and comruni cation has increased. Mst of the graduates
of the program are expected to teach history in colleges
and universities. A few nay be enployed in public

hi story positions.

Little, if any, change in cost is expected to result
fromthe shift froma Humanities Ph.D. with three tracks
to three separate degree prograns. No additional

| aboratories, special library collections, or other
simlar resources will be required.

Upon approval by the Coordinating Board, the next
appropriate catal og published at U T. Arlington will be
anmended to reflect this action.

U T. Austin: Selection of Artist and Award of Contract
to Jeffrey Hanson Varilla and Anna Koh-Varilla, Chicago,
IIlinois, for Conm ssioning of a Commenorative Statue

of Dr. Martin Luther King, Jr.--Commttee Chairnman
Lebermann called on President ad interimFl awn to nmake a
short presentation related to the proposed commenorative
statue of Dr. Martin Luther King, Jr., to be erected on
The University of Texas at Austin canpus.

Dr. Flawn introduced M. Terry WIson, Associate Director
of the Ofice of Public Affairs and Chair of the Martin
Lut her King, Jr., Scul pture Commttee, to nake a brief
present ati on.
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M. WIson reported that at the Decenber 1990 neeti ng,
the U T. Board of Regents approved in concept the design
and, subject to the raising of funds, a commenorative
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.

Wth regard to the devel opnent of plans for the statue,
M. WIlson noted that in Cctober 1996, U. T. Austin

i ssued a national call for artists to conpete for the
devel opment of the statue. Five finalists were
recommended and each artist presented a nodel of the
proposed statue. The Martin Luther King, Jr., Scul pture
Comm ttee recomrended that the contract for comm ssioning
of the statue be awarded to artists Jeffrey Hanson
Varilla and Anna Koh-Varilla. An earlier, informl pol
of U T. Austin students, faculty, and staff also showed
the Varilla proposal as the preferred choice over the

ot her four proposals.

The Academ c Affairs Comm ttee recommended and the Board
approved the artist selection and award of a contract

to Jeffrey Hanson Varilla and Anna Koh-Varilla, Chicago,
[I'linois, for conmm ssioning a conmenorative statue of

Dr. Martin Luther King, Jr., to be erected on the East
Mal | of the U T. Austin canpus.

The bronze scul pture submtted by the Varillas wl|
feature Dr. King in academ c regalia standing on a
pedestal which is conposed of four bas-relief panels.

The panel s include scenes show ng the Lincoln Menorial
where Dr. King nade his fanobus "I Have a Dreanmt speech, a
portrait of supporters, Dr. King in the Birm nghamjail,
and a grieving Ms. King and one of their children. The
conpl eted scul pture will be 12 feet high and wll take
about 18 nonths to conplete.

Phot ographs of the Varilla statue are on file in the
O fice of the Board of Regents.
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| NFORIVATI ONAL REPORT

U T. Board of Regents: Report by Regents Lebernann and
Smley on the Meeting with U. T. Austin Students on

Oct ober 31, 1997, Regarding Diversity on Canpus.--Committee
Chai rman Lebermann reported that nmenbers of the Acadenic
Affairs Commttee and the Special Conmttee on

Tel econmuni cations and Mnorities and Wonen had net with a
group of students at The University of Texas at Austin on

Oct ober 31, 1997, to discuss diversity on that canpus as wel |
as a list of “demands” which had been submtted by the
Students for Access and Qpportunity (SAO at U T. Austin. A
copy of the SAO “demands” is set forth on Page 292.

Regent Lebermann noted that the neeting was the result of a
protest/sit-in at the U T. Austin School of Law in

Sept enber 1997 resulting fromthe comments of | aw professor
Lino Gaglia who said blacks and Mexi can- Aneri cans are not
academ cally conpetitive with whites and cone from cul tures
that do not regard failure with disgrace. To end the protest/
sit-in, Regent Lebermann had agreed to arrange a neeting with
the appropriate Regental commttees so students could air
their grievances.

M. Lebernmann stated that he had asked Regent Smley, who is
Chai rman of the Special Committee on Tel ecomruni cations and
Mnorities and Wonen, to chair the neeting on Cctober 31 and
called on her to comrent on this nmeeting which attracted sone
150 students, faculty, and adm nistrators.

Regent Smley reported that the neeting was very constructive
and included five nmenbers of the Board (Regents Lebermann,
Smley, Oxford, Riter, and Sanchez) and representatives of the
SAO who had nine points (denmands) to present. The nenbers of
the two Regental conmmttees |listened to the SAO concerns and
invited questions and comments fromthe audi ence. Regent
Smley noted that she was personally encouraged that many of
the students’ concerns were already on the agenda for the
Special Conmttee on Tel ecommuni cations and Mnorities and
Wonen.

Ms. Smiley reported that the students had been assured that
a transcript of the neeting would be presented to the ful
Board, and she called on Executive Secretary to the Board
Dilly to distribute copies of the transcript to the nenbers
of the Board as well as to the representatives of the SAQO
A copy of the transcript of the nmeeting on Cctober 31, 1997,
is on fileinthe Ofice of the Board of Regents.
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Comm ttee Chairman Lebermann directed that the transcript of
the neeting al so be made available to Drs. Cunni ngham and
Flawn for their review and preparation of a response to the
students.

Chai rman Evans expressed appreciation to Regents Lebermann and
Smley for their dedication to the critical issue of

diversity. He noted that each nmenber of the Board had
received a copy of the transcript and instructed Chancell or
Cunni nghamto prepare a detailed response to each “demand” and
present that response to the Board by Decenber 20, 1997.

Chai rman Evans then introduced M. M guel A Gonez, a
representative of the SAO who briefly reviewed the *“denmands”
of the SAO as discussed at the nmeeting on Cctober 31.

Followi ng M. Gonez’ presentation, a detailed discussion
ensued regarding the “demand” that the U T. System chall enge
Attorney Ceneral Dan Morales’ interpretation of the Hopwood
deci sion and the reinstatenent of the policies and prograns
that recruit and retain qualified students fromhistorically
mar gi nal i zed groups.

In response to the critical issue of affirmative action,

Chai rman Evans reported that the Board had an unprecedented
four day retreat in Septenber and the central focus was
affordability and accessibility of higher education for al
Texans. M. Evans noted that when he thinks about
accessibility he thinks about nore than just “lIs the door
open?” He thinks about children’s dreans and anbitions and
trying to match those dreans and anmbitions with the school s
they select. Chairman Evans pointed out that the University
shoul d put nore energy in recruiting students and letting al
Texans know the U T. Systemis a desirable place to pursue
hi gher education. He stressed the need for canpus diversity
of peopl e and ideas.

In closing, Chairman Evans thanked M. Gonez for his comrents

and reported that the Board will respond in witing to the
“demands” from the SAOQ

- 291 -



- 262 -

Preamble

The State of Texas stands to lead the nation in terms of its
population growth, its economic potential, and its level of
racial-ethnic diversity. Significant risk factors, however,
could jeopardize this great potential that centers on the
level of educational unitics available in Texas for
its total population. The public schooling and higher
education of the State’s increasingly racial-ethnic
popuilation are the keys toward realizing its full economic
growth and development.

Educoton Coordimaning Boasd {lomuary 19097

Mission Statement

The purpose of our group, Students for Access and
Opportunity, is to build a broad-based movement to
struggle against racism and guarantee access and
opportunity to higher education for under-represented

groups.

We believe racism is not reducible to personal prejpdicc,
but is constituted by the disproportionate distribution o
wealth and resources which has historically served to
marginalize groups according to racial classilication.

We stand for © radiany democratic, culturally diverse
snd inclusive society which guarantees the parzc: tion
or all people, snd access to the resources their hard work
makes available. We also believe that diversity s n d
access to €ducation is @ moral, political =nd economic
necessity.

10.

Access and Opportunity 2000

We demand an immediate meeting with the University of
Texas Board of Repents that is open to the public.

We demand that the composition of the studem bady, faculty,
and admisistration of the University of Texas al Austin reflect
the 1ax-paying ctizenry of the Stalc of Texas.

We demand that the University of Texas Sysiem cresic a
madule for admissions that better represest students® abdities
et Mmof':nm'mm.; di copor "3&
eri wei

S S e S

We demand that the University of Texas System develop a
system-wide tmtoring and mestori pm_F-n that will
provide sufficient funds for University of Texas al Austin
students fo service “Jow performi (i.e., under-funded)
public schools.

We demand a chalienge to Dan Morales’ int ation of the

Hopwood decision and the reinstatemen of the policies and

R!-ogrgms that recruit and retain qualified studests from
istorically marginalized groups.

We demand aggressive eaforcement of the Unimsily of
Texas st Austin’s racial harassment policy.

We recognize the calegorics of race, geadcr, class, and sexual
Mg.ﬁﬁcmdwnpcinﬂuiry. We theeclore
demand their into the University curricutiomn. This
will include a course requirement for all students and
departmental status for cthnic studies.

We feel that Lino Graglia's comments were injurious and
; ible, and we demand that the University of Texas at
Austin chasge him with racial harassment. :

We demand the elimination of alumni preferences in
admissions.

We demand a cap on tition and fees to facilitate equal access
and opportunity to students of all socio-economic background



REPORT AND RECOMVENDATI ONS OF THE HEALTH AFFAI RS COW TTEE
(Pages 293 - 295).--Conmittee Chairman Loeffler reported that,
while there were no action itens before the Health Affairs
Commttee, a presentation on behalf of the Board was appro-
pri ate:

U T. Board of Regents: Presentation of Certificate of Appre-

ciation to George A. Hurst, MD., Director of The University
of Texas Health Center at Tyler.--Commttee Chairman Loeffl er
reported that the Board would like to present a Certificate
of Appreciation to George A. Hurst, MD., Director of The
University of Texas Health Center at Tyler, for whomthis
will be his last official Board nmeeting in that capacity.

Comments by Regent Loeffler
Regardi ng Director George AL Hurst, MD

For nore than three decades, George A Hurst, MD., has
dedi cated his consi derable nedical, admnistrative, and
public service talents to the growh and devel opnment of
t he East Texas Chest Hospital which in 1977 joined The
University of Texas System as The University of Texas
Health Center at Tyler. Ceorge’s |eadership of that
institution dates from 1970, seven years prior to its
U T. affiliation.

VWhen Dr. Hurst first arrived at the pul nonary hospital
the institution consisted of 300 enpl oyees, a 10 mllion
dol l ar budget, a facility conprised of arny barracks and
hospital ward buildings, and just a handful of
physi ci ans.

Today, The University of Texas Health Center at

Tyler is the largest state enployer in East Texas
with nore than 1,300 enpl oyees, a 74 mllion dollar
budget that includes only 24 mllion in state tax
dollars, a facility valued at nore than 100 mllion
dol I ars, and over 100 highly-qualified physicians and
scientists.

The recently expanded Anbul atory Care Center wll
enable the Health Center to neet the needs of its
ever-growi ng patient population. Ten thousand out-
patient visits were recorded in 1971. Today, draw ng
patients from 132 of the state’s 254 counties
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t hat nunber increased to over 108,000 patient visits in
Fiscal Year 1997. Last year alone, the Health Center
provi ded nore than 15 mllion dollars in indigent care.

Wth | eadership and determ nation, Dr. Hurst has

|l ed the way for a small chest hospital to becone a
facility nationally recogni zed for its nedical care and
research in cardiopul nonary nedi ci ne.

In 1983, Dr. Hurst realized his vision for a world-cl ass
research facility in East Texas. Today, a core group of
princi pal scientists is investigating sone of the
nation’s nost pressing health problenms such as enphysens,
asbestosis, lung scarring, cancer prevention, and the
mappi ng of the human gene.

Dr. Hurst’s commtnent to nedical education has led to
the creation of two nedical residency prograns. The

Fam |y Practice Residency, established in 1985, is a nuch
sought-after programthat works to place its graduates in
areas of East Texas that have a shortage of physicians.
The Cccupational Medicine Residency Programis one of
only two in the state.

Through his unwavering commtnment to excellence in

nedi cal research, patient care, and health education, Dr.
Hur st has brought the Health Center to the forefront in
many areas of academ c nedi ci ne.

On Novenber 7, 1997, Dr. Hurst announced that he
woul d resign fromthe directorship of the U T.
Health Center - Tyler effective January 5, 1998,
and remain as a clinical faculty menber.

We are deeply grateful for the distinguished | eadership
that Dr. Hurst has provided to The University of Texas
Health Center at Tyler and we | ook forward to his

conti nued counsel, expertise, and gui dance as a nenber of
the faculty.

Comm ttee 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
speci al appreciation of the Tyler conmmunity for Dr. Hurst’s

| eadershi p and dedi cation to many of the business, cultural,
religious, and social welfare aspects of life in Tyler and the
greater East Texas community.

- 294 -



CERTI FI CATE OF APPRECI ATl ON

The Board of Regents
Expresses to
GEORGE A. HURST, M D.
Its Sincere Appreciation for His
Di stingui shed Service
to
The University of Texas System
as

Cinical Drector
East Texas Chest Hospital
1964 - 1970

and

Chief Admnistrative Oficer and D rector
The University of Texas Health Center at Tyl er
1970 - 1998

Adopt ed by unani nous vote this 13th day of Novenber 1997

(signed by all menbers of the Board)

Fol l owi ng a standing ovation, Dr. Hurst graciously accepted
this accol ade and expressed his sincere appreciation to the
Board for the opportunity to serve the U T. System In
addi tion, he acknow edged (1) the support and dedi cation

of his wife, Judy, (2) the encouragenent of Charles A

LeMai stre, MD., fornmer Executive Vice Chancellor for Health
Affairs and Chancel |l or of The University of Texas System to
| ook at a job opportunity in East Texas sone 34 years ago,
(3) the initiation of the transfer of the East Texas Chest
Hospital into the U T. System by forner Senator Peyton
McKni ght, (4) the long-tinme friendship and support of
Charles B. Mullins, MD., Executive Vice Chancellor for Health
Affairs for the U T. System and (5) the guidance and dedi -
cation of Regent Riter in the growmh of the institution.
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REPORT AND RECOMVENDATI ONS OF THE FACI LI TI ES PLANNI NG AND
CONSTRUCTI ON COW TTEE (Pages 296 - 301).--Committee Chairnman
Clenents reported that the Facilities Planning and
Construction Commttee had nmet in open session to consider
those matters on its agenda and to formul ate recommendati ons
for the U T. Board of Regents. Unless otherw se indicated,
the actions set forth in the Mnute Orders which foll ow were
recommended by the Facilities Planning and Construction

Comm ttee and approved in open session and w thout objection
by the U. T. Board of Regents:

1. U T. Austin - MDonald Qobservatory Visitors' Center
(Project No. 102-921): Approval of Design Devel opnent
Pl ans; Approval of Total Project Cost; and Authorization
of Expenditure of Funds.--Follow ng a brief overview
by President ad interimFlawn, the design devel opnent
pl ans for the McDonal d Cbservatory Visitors' Center at
The University of Texas at Austin were presented to
the Facilities Planning and Construction Conmttee by
M. Jim Rhotenberry, representing the Project Architect,
Rhot enberry Wellen Architects, Mdland, Texas.

Based on this presentation, the Facilities Planning and
Construction Commttee recomended and the Board:

a. Approved desi gn devel opnent plans for the
McDonal d Qobservatory Visitors’ Center at
U T. Austin

b. Approved an estimated total project cost
of $4, 275, 000

C. Aut hori zed expenditure of $4,275,000 from
G fts and Gants.

The University of Texas at Austin MDonald Qobservatory

at Mount Locke has one of the strongest astronony public
outreach progranms in the country. The existing W L.
Moody, Jr. Visitor Information Center currently serves
130,000 visitors per year and growh to 240,000 visitors
per year by the Year 2000 is expected. This expectation
is based on past trends and the opening of The WIIliamP.
Hobby - Robert E. Eberly (Spectroscopic Survey) Tel escope
in 1997. The intent of the MDonal d Cbservatory
Visitors’ Center expansion is to welconme visitors and
provi de a place and an at nosphere that encourages

| earni ng about astronony while protecting the MDonal d
Qbservatory research environnent. The existing facility
i s undersized for the present volune of visitors and for
the antici pated growt h.
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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 bui |l di ng of approximately 11, 050 gross square feet to
house an auditorium classroom exhibit space, additional
public rest roons, office space, and increased storage,
and an outdoor Astronony Park for amateur astronony,
publ i c education, and donor recognition.

This project is included in the FY 1998-2003 Capit al

| mprovenent Program and the FY 1998-1999 Capital Budget
at a prelimnary project cost of $4,275,000 fromG fts
and G ants.

U T. Austin: Authorization to Conpl ete Negotiations

for a Gound Lease and O her Related Agreenents with the
O Donnel | Foundation, Dallas, Texas, for Construction

of an Expanded Tayl or Hall Annex and Donation of Those

| nprovenents 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 Docunents

Rel ated Thereto.--Commttee Chairman C enents, noting

that she was a nenber of the Board of Directors of the
O Donnel | Foundation, recused herself from any presen-
tation or vote on this item and asked Regent Oxford to
present this itemon behalf of the Conmttee.

M. Oxford indicated that follow ng further discussion
anong representatives of the O Donnell Foundation, The
University of Texas System and The University of Texas
at Austin, the action recomended in paragraph “a.” of
the Material Supporting the Agenda shoul d be anended to
i ndicate that the plans and specifications for the new
construction need be acceptable only to U. T. Austin.
Thi s suggested anmendnent will provide the O Donnel
Foundation with a single point of contact during the
entire construction process.

The Board, upon recomendati on of the Facilities Planning
and Construction Comm ttee:

a. Aut horized U T. Austin and the Ofice of
General Counsel to conplete negotiations for
a ground lease and all related docunents with
the O Donnell Foundation, Dallas, Texas,
necessary to (1) authorize the Foundation as
| essee to construct an expanded Tayl or Hal
Annex on an approximately 1.32 acre | easehold
tract on the U T. Austin canpus at an
estimated cost of $11.3 million according to
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pl ans 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 conpl eted Annex buil di ng and
rel ated i nprovenents to the U T. Board of
Regents for the use and benefit of the
Depart ment of Conputer Sciences, Texas
Institute for Conputational and Applied

Mat hemati cs, Departnment of Electrical and
Conmput er Engi neering, and other rel ated
education and research prograns at U T.
Austin

b. Aut hori zed the Executive Vice Chancell or
for Business Affairs to execute a ground
| ease and all other related docunents,
after review and approval by the Ofice of
Academ c Affairs and the Ofice of General
Counsel, and to take any other actions and
execut e ot her docunents deened 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 Conputer Sciences, the Texas Institute for
Comput ati onal and Applied Mat hematics (TI CAM, and

El ectrical and Computer Engineering prograns. U T.
Austin’s Devel opnent Pl an dated April 1997 assigns high
priority to construction of a $50 mllion, 226,000 square
foot Digital Sciences and Conputer Engi neering (DI SC
Building to provide space for these prograns. However,
at this tinme, U T. Austin does not have funding or a

| ocation for the planned DI SC buil di ng.

To resol ve these i medi ate space needs, the O Donnel
Foundati on proposes to construct and pay for Phases |

and Il of a new building containing approxi mately
112,000 gross square feet of space on a canpus tract to
be |l eased fromU. T. Austin for the termof construction.
The | easehold tract includes a portion of the existing
Tayl or Hall Annex, conprising approximately 26,000 gross
square feet of space, that will be denolished to nake
room for the new construction. The Foundation estinates
that it can construct Phases | and Il in thirty nonths at
a cost of approximately $11.3 mllion.
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The | ease agreenent between the Foundation and the U T.
Board of Regents would direct the President of U T.
Austin, upon conpletion of construction in accordance

wi th approved plans and specifications, to accept the
Foundation’s offer to contribute the conpleted buil ding
to the U T. Board of Regents for the use and benefit

of U T. Austin for use by the Departnent of Conputer
Sci ences, TICAM the Departnent of Electrical and
Comput er Engi neering, and other rel ated education and
research prograns. The building to be constructed by
the Foundation will be designed so that U T. Austin

w Il have the option of |ater conpleting Phase |1l of
the construction project to efficiently add an additi onal
40, 800 gross square feet of space to the building. A
request to acquire by gift the proposed new Tayl or Hal
Annex was approved at the Cctober 1997 neeting of the
Texas Hi gher Educati on Coordi nati ng Board.

Chai rman Evans noted that this innovative plan for the
i nvol venent of private philanthropy to neet critical
capital construction needs could well signal a new
partnership of great benefit to higher education.

U T. El Paso - University Commons (Project No. 201-909):

Approval to Redesignate as The El Paso Energy Conference

Center (Regents’ Rules and Regul ations, Part One,

Chapter VIII, Section 1, Nam ng of Buildings and O her
Facilities).--Pursuant to the Regents’ Rul es and
Regul ations, Part One, Chapter VIII, Section 1, relating

to nam ng of buildings and other facilities, the Board
approved redesignation of the University Conmobns at The
University of Texas at El Paso as The El Paso Energy
Conference Center to recogni ze a $1, 000,000 gift toward
t he $1, 500,000 cost of renovating this building fromthe
El Paso Energy Foundation (fornerly the EIl Paso Natural
Gas Foundation) and the Foundation s past financi al
support of U T. El Paso.
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4, U T. Pan Anerican - International Trade and Technol ogy
Bui |l ding (Project No. 901-854): Approval of Plaque
| nscription.--Approval was given to the inscription set
out below for a plaque to be placed on the International
Trade and Technol ogy Buil ding at The University of
Texas - Pan Anerican in keeping with the standard pattern
approved by the U. T. Board of Regents in June 1979:
| NTERNATI ONAL TRADE AND TECHNOLOGY BUI LDI NG
1997
BOARD OF REGENTS
Ber nard Rapoport WIlliamH Cunni ngham
Chai r man Chancel | or, The University
Thomas O. Hicks of Texas System
Vi ce- Chai r man M guel A. Nevéarez
Martha E. Sm | ey President, The University
Vi ce- Chai r man of Texas - Pan Anerican
Rita Crocker Cenents
Donald L. Evans Bennett Martin and Sol ka,
Zan W Hol nes, Jr. I nc.
Lowel | H Lebernmann, Jr. Proj ect Architect
Tom Loeffl er BFW Construction Co., Inc.
Ellen C arke Tenpl e Contract or

5.

U T. Health Science Center - San Antoni o: Authorization

to Accept a Gft of Real Property Consisting of

Approxi mately 53 Acres of Land in Bexar County, Texas,
fromthe Texas Research Park Foundation, San Antoni o,
Texas; Subnmission of Gft to the Coordi nati ng Board for
Approval ; and Aut horization for the Executive Vice
Chancel | or for Business Affairs or the Executive Director

of Real Estate to Execute Al Docunents Rel ated Thereto. -
- Upon recomendation of the Facilities Planning and
Construction Commttee, the Board:

a. Aut hori zed The University of Texas Health
Sci ence Center at San Antonio to accept a
gift of approximately 53 acres of land in
Bexar County, Texas, fromthe Texas Research
Par k Foundati on, San Antonio, Texas, and to
submt the gift to the Texas H gher Educati on
Coordi nati ng Board for approval

b. Aut hori zed the Executive Vice Chancellor for

Busi ness 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 docunents, instrunents, and
ot her agreenents, and take all such actions
as deened necessary to carry out the purpose
and intent of the foregoing reconmendati ons.

This 53 acres of land is contiguous to the | and owned

by the U. T. Health Science Center - San Antonio. The
conbi ned acreage will provide a total of 103 acres to
neet the current and |ong-termneeds of the U T. Health
Sci ence Center - San Antoni o including The University

of Texas Institute of Biotechnology and the soon to be
constructed University of Texas South Texas Centers for
Bi ol ogy i n Medicine.

An exercisel/recreation facility including a multipurpose
pl aying field, softball backstop, jogging track, and a
picnic pavilion is currently under construction on the

|l and and will be conpleted prior to the transfer of

the property to the U T. Health Science Center - San
Antoni o. The mmjor contributor for the estinmated
$245,000 in inprovenents is the H B. Zachry Conpany of
San Antoni o, Texas, represented by M. Bartell Zachry.
The recreation area has been naned the “George H Ensley
Field” in honor of Col. Ensley, the current Chairman of
the Board of Trustees of the Texas Research Park
Foundat i on.

* * * % *

At the conclusion of the Facilities Planning and Construction
Comm ttee neeting, Commttee Chairman Cl enents reported that
since the last regular neeting the Chancel |l or had approved
five (5) general construction contracts totaling $40, 100, 000
whi ch included a 22.3%participation by Hi storically Under-
utilized Businesses, 8.9% by wonen-owned firms and 13. 4% by
mnority-owned firns. 1In addition, ten (10) architect/

engi neer contracts totaling $4, 566,000 have been awarded since
the last neeting and these indicate a 16. 7% partici pati on by
Hi storically Underutilized Busi nesses, 2.8% by wonen-owned
firms and 13.9% by mnority-owned firns.

- 301 -



RECONVENE. --At 11:13 a.m, the Board reconvened as a committee
of the whole to consider those itens remai ni ng on the agenda.

| TEMS FOR THE RECORD

1. U T. System Report on Status of Degree Prograns and
Academnmi ¢ Organi zati on Requests Approved by the U T.
Board of Regents and Submitted to the Texas Hi gher
Educati on Coordi nati ng Board for the Period Septem
ber 1, 1996 Through August 31, 1997.--Following is a
report for the record on the status of degree prograns
and academ c organi zati on requests within The Univer-
sity of Texas System whi ch have been approved by the
U T. Board of Regents for subm ssion to the Texas
Hi gher Education Coordi nating Board. |Included are
itenms which have been acted upon by the Coordinating
Board since Septenber 1, 1996, or were still pending
before the Coordinating Board as of August 31, 1997.
Four regul ar Coordi nati ng Board neetings have occurred
since the last report. Full approval has been given
for 20 progranms and adm ni strative change requests
and 13 requests are now pendi ng.

a. Degree Prograns and Academ ¢ Adm nistrative
Changes Approved by the Coordinating Board
for Inplenmentation

U T. El Paso

Ph.D. in Biological Sciences
B.S. in Qccupational Therapy
M P.T. in Physical Therapy

U T. Pan Anmerican

M S. in Conmputer Science

MF.A in At

MS. in Rehabilitation Counseling
M Ed. in Special Education

U T. Perm an Basin

Mast er of Professional Accountancy
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U T. San Antonio

MA. in Political Science
M S. in Sociol ogy

U T. Tyler

B.S. in Electrical Engineering
B.S. in Mechani cal Engi neering
M Eng. in Engineering

MA. in Political Science

U T. Southwestern Medical Center - Dall as

Depart ment of Mbl ecul ar Bi ol ogy and Oncol ogy
Departnent of Plastic Surgery
MP.T. with Major in Physical Therapy

U T. Mdical Branch - Gal veston

Ph.D. in Nursing

U T. Health Science Center - Houston

Transfer Cytogenetics Certificate Programto
U T. Health Science Center - San Antonio

U T. Health Science Center - San Antonio

MS. in Nursing, Pediatric Nurse Practitioner

Requests Approved by the U T. Board of Regents and
Pendi ng with the Coordinati ng Board

U T. Brownsville

M in Crimnal Justice (Joint Programwth U. T.
Pan Aneri can)

in Health Pronotion

in Hstory

in Allied Health

nwrn >

T. Dall as

< |€ W

n

in Applied Economics, MA and MS. in Applied
Sociology, MS. in Geographic Information Sciences
( Conbi ned Proposal)
MS. in Conmputer Science with Major in Software

Engi neeri ng
B.A in Crine and Justice Studies

- 303 -



U T. El Paso

Ph.D. in History

U.T. Pan Anerican

Ed. D. in Educational Leadership (Step I11)

U. T. San Antonio

Ed. D. in Educational Adm nistration and Leadership
U T. Southwestern Medical Center - Dallas

Revised Allied Health Sciences School’s M ssion
Statenent to include the naster’s degree
Ph.D. in Integrative Biol ogy

U T. Health Science Center - Houston

MPH Degree through satellite programat U T.
Sout hwestern Medi cal Center - Dallas

U T. System Report on Status of Administratively
Approved Academ ¢ Program Changes for the Period Sep-
tember 1, 1996 Through August 31, 1997.--In accordance
w th Regentally approved guidelines, the Executive Vice
Chancel l or for Health Affairs or the Vice Chancell or
for Academ c Affairs is authorized to forward certain
academ c¢ program changes to the Texas H gher Educati on
Coordi nati ng Board for approval at the staff |evel,
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 term nol ogy, nust be consistent with institu-
tional Tables of Prograns approved by the U T. Board
of Regents and the Coordinating Board. Four regul ar
Coordi nati ng Board neetings have occurred since the

| ast report.

Ful | approval of 27 such nonsubstantive requests for
el even of The University of Texas System conponent
institutions has been granted by the staff of the
Coordi nati ng 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

Changed the MS. in Critical Care Nurse Practitioner to
the MS. in Acute Care Nurse Practitioner

Austin (7 itens)

Added courses in Public Relations Managenent and Public
Rel ati ons Publications to the B.S. in Public Rel ati ons

Established a B.S. in Engineering (BSE) with a Major in
CGeosyst ens Engi neeri ng and Hydr ogeol ogy

Changed the nane of the master’s and Ph.D. prograns in
El ectrical Engineering to Electrical and Conputer
Engi neeri ng

Establi shed Option |1l - Hydrogeol ogy - Environnental
Geology within the B.S. in Geol ogical Sciences

Changed the M A. in Geological Sciences to an MS. in
Geol ogi cal Sci ences

Revi sed curricula to include secondary teacher
certification for B.S. degree prograns in Biology,
Chem stry, Geol ogy and Physics

Consolidated the B.A. in Dance and B.A. in Drana to a
B.A. in Theater and Dance

Brownsville (2 itens)

10.

u T.

Di vided the Departnent of Business Administration into
t he Departnent of Accounting and the Departnent of
Busi ness Administration within the School of Business

Di vided the Departnent of Education into the Departnent
of Curriculumand Instruction and the Departnent of
School Specialties within the School of Education

Dallas (1 item

11.

Added Graduate-level Certificate Programin Quantitative
Anal ysi s of Social and Econom c Data
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U T. Pan Anerican (2 itemns)

12. Changed the Coll ege of Liberal and Performng Arts to the
Col l ege of Arts and Humanities

13. Changed the Departnent of Quantitative Methods and
I nformati on Systens to the Departnent of Conputer
I nformation Systens and Quantitative Methods

U T. San Antonio (1 item

14. Established a Teacher Certification Option within the
B.A. in Speech Communi cation

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 Departnment of Physician Assistant Studies

U T. Medical Branch - Galveston (3 itens)

17. Changed the Departnent of Radiation Therapy to the
Departnent of Radi ati on Oncol ogy

18. Transferred Degree Granting Authority for the Master’s
Degree in Nursing fromthe G aduate School of Bionedical
Sci ences to the School of Nursing

19. Restructured the Departnment of Surgery to forma
Depart ment of Energency Medicine

U T. Health Science Center - Houston (7 itens)

20. Added a Family Nurse Practitioner Option within existing
MSN Degr ee

21. Added a Nurse Practitioner Option under Acute Care
Nur si ng

22. Revised Curriculumin the MS. in Nursing, Pediatric
Nurse Practitioner Program

23. Revised Curriculumin the MS. in Nursing for the
prograns in Whnen’s Health Care Nurse Practitioner,
Gerontol ogy Nurse Practitioner and Oncol ogy Nurse
Practitioner
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24. Changed the M'S. and Ph.D. in Pathology to Ml ecul ar
Pat hol ogy and the Prograns in Genetics to Human and
Mol ecul ar Genetics

25. Divided the Departnment of Craniofacial Gowth and
Devel opnent into the Departnent of Othodontics and the
Department of Pediatric Dentistry

26. Changed the Nanme of the Programin Occupational Health
and Aerospace Medicine to Cccupational and Environnent al
Heal t h/ Aer ospace Medi ci ne

U T. Health Science Center - San Antonio (1 itemn

27. Changed the Nane of the Departnment of Mol ecul ar
Bi onedi cal Sciences to the Departnent of Mol ecul ar
Medi ci ne

REPORT OF BOARD FOR LEASE OF UNI VERSI TY LANDS

Regents Lebernmann and Smil ey, as nenbers of the Board for
Lease of University Lands, submtted the follow ng report on
behal f of that Board:

Repor t

The Board for Lease of University Lands |ast met
on May 13, 1997, in Mdland, Texas. A total of
64, 973. 980 acres of Permanent University Fund

| ands will be offered for |ease in the upcom ng
Regular O 1 and Gas Lease Sale No. 92. Bids
will be opened at the Center for Energy and

Economic Diversification in Mdland, Texas, on
Novenber 18, 1997, and | eases will be awarded at
the neeting of the Board for Lease of University
Lands to be hel d November 19, 1997, on the ninth
fl oor of Ashbel Smth Hall in Austin, Texas.
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OTHER MATTERS

U T. Austin: Introduction of The Honorable |Irma Rangel,
State Representative, District 35 and Coments Related to
Di versity.--Chairman Evans reported that The Honorable |Irnma
Rangel , State Representative for District 35 and Chairman of
the House Comm ttee on Hi gher Education, had requested per-
m ssion to appear before the Board regarding the comrents
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 canpus.

Represent ati ve Rangel thanked the nenbers of the Board for
the opportunity to address the issue of diversity. She
reviewed House Bill 588, passed by the 75th Texas Legi sl a-
ture, which addresses diversity issues created by the
inability to use race-based considerations in adm ssions
and related policies. M. Rangel sponsored House Bill 588
whi ch pronotes diversity by requiring state universities to
of fer adm ssion 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 nenbers of the Board to | ook ahead for solutions rel ated
to affirmative action prograns. She stated there is such a

m sconcepti on about mnorities and enphasized that mnorities
do not want | ower standards or a second-rate education. Wat
they do want is an equal opportunity at academ c excell ence
and nothing |l ess. They want the opportunity to earn a degree.
House Bill 588 does not guarantee a degree -- it guarantees
adm ssi on.

On behal f of the Board, Chairman Evans thanked Ms. Rangel for
her insightful comments, her sponsorship of |andmark | egisla-
tion such as House Bill 588, and her focus on diversity in

hi gher education throughout the state. He acknow edged t hat
there is nothing nore inportant to the Board than to nake
sure that higher education is accessible and affordable to
al | Texans.

Chai rman Evans reported that he had asked Chancell or

Cunni nghamto investigate the remarks nade by | aw professor
Lino Gaglia at a recent news conference and to review ini-
tiatives that were under way in the area of diversity.

Chancel | or Cunni ngham cal | ed on General Counsel Farabee to

address the remarks nmade by Professor Gaglia who said bl acks
and Mexi can- Anericans are not academ cally conpetitive with
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whites and cone fromcultures that do not regard failure with
di sgrace. M. Farabee noted that the Board and ot hers had
posed certain | egal questions to the Ofice of General Counsel
concerning Professor Gaglia’s remarks and in response thereto
he prepared a confidential attorney-client opinion which would
be distributed to the Board next week.

Speaking froma draft of that opinion, M. Farabee advised the
menbers of the Board that Professor Gaglia is protected by
his First Amendnent right to free speech and that the Board,
as a group or individually, could be held legally liable if

t hey punish Professor Gaglia for his remarks on mnorities or
try to enforce the racial harassnent policy against him In
summary, the University may not take any disciplinary action
on the basis of Professor Graglia s statenents sinply because
of fense was taken at those remarks.

In addition, General Counsel Farabee advised the Board that it
was the opinion of the Ofice of General Counsel that the
current U T. Austin policy on racial harassnent, which is
designed to establish and maintain an environnent free of
racial intimdation, is unconstitutional. This policy cane
under review after Professor Gaglia s comments pronpted three
U T. Austin students to file racial harassnment conplaints
agai nst himin Septenber 1997.

Fol l owi ng M. Farabee’s comments, Regent Sanchez urged the
menbers of the Board not to drop this issue.

Chancel | or Cunni ngham di stri buted to the nenbers of the Board
a handout entitled “Denographic and Enrollnent Trends,” a copy
of which is on file in the Ofice of the Board of Regents, and
reviewed the projected changes in ethnicity of the Texas popu-
| ation, 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 enroll nent
trends by ethnic group, and the Hi spanic, African-Anerican,
and Angl o col |l ege applicant pool in Texas. He noted that the
fastest growi ng segnents of the population are al so those
segnents that, historically, have been the | east well served
by educational institutions at all levels. Based on current
denographi ¢ and educational trends, Texas will, wthin one
generation, have a work force that is |ess well educated than
today’s popul ation. Dr. Cunni ngham poi nted out that by 2008

Anglos will be a mnority in Texas and warned that unless
steps are taken to better educate African-Anmericans and
Hi spanics the state’s economc future will be in peril.
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The Board heard presentations fromU. T. Austin officials who
outlined a variety of prograns to inprove diversity on the
canpus, including a new Law School adm ssions process that

pl aces greater enphasis on essay questions and subjective fac-
tors such as | eadership ability, public service, and econonic
status. To encourage diversity, President ad interim Flawn
reported that U T. Austin will focus its efforts on the fol-
| ow ng three fundanental areas: (1) recruitment, (2) reten-
tion, and (3) financial aid. He enphasized that coll eges and
universities in Texas need to focus on how institutions can
increase mnority enrollment without affirmative action pro-
grans which were prohibited by the federal courts.

Regent Leber mann commended Chancel | or Cunni ngham and Presi dent
ad interimFl awn on their efforts to devel op and i npl enent
effective strategies and plans for functioning appropriately
in the post-Hopwood era.

Chai rman Evans pointed out that he was pleased with the ini-
tiatives that are under way but suggested a set of targets/
nmeasures related to affirmative action progranms so that the
Board can assess those initiatives that are successful. He
urged the U T. Systemto beconme nmuch nore aggressive in
recruiting mnorities and expanding financial aid to ensure
t hat hi gher education is accessible and affordable to al
citizens of Texas.

Executive Secretary’s Note: The presentations by Represen-
tative Rangel, M. Farabee, Dr. Cunningham and the U. T.
Austin officials, as well as the related di scussion, were
tape recorded and are on file in the Ofice of the Board of
Regent s.
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OTHER BUSI NESS

U T. Board of Regents: Term nation of Marketing Efforts
Pertaining to Approximately 3.84 Acres of Land and | nprove-
ments Located at 1606 Niles Road (Al so Commonly Known as
#6 N | es Road and/or “Wodl awn”), Austin, Travis County,
Texas; Approval of the Negotiated Sale of the Wodl awn
Property to the State of Texas Acting by and Through the
General Services Comm ssion; and Authorization for the
Executive Vice Chancellor for Business Affairs to Execute
Docunents Rel ated Thereto.--Chai rman Evans reported that
the Board had deferred a decision on this itemfromyester-
day’ s (Novenber 12) Executive Session of the Board and
inquired of the Board as to whether there was any suggested
action fromthe floor at this tine.

Based on representations by |egal counsel for the CGeneral
Servi ces Conm ssion that the Conm ssion has statutory
authority and appropriated funds for the acquisition of
Wodl awn, Regent Lebermann noved that:

a. Mar keting efforts approved by the U T. Board
of Regents at its July 14, 1997 neeting per-
taining to approximately 3.84 acres of |and
and i nprovenents | ocated at 1606 N | es Road,
which is comonly known as #6 Ni|les Road
and/ or “Whodl awn,” Austin, Travis County,
Texas, be term nated and the property wth-
drawn fromthe market inmmediately

b. The actions of The University of Texas System
Real Estate Ofice and the O fice of General
Counsel to negotiate the sale of the Wodl awn
property for the benefit of The University of
Texas at Austin School of Law and The Uni ver -
sity of Texas - Pan Anerican on an “as is”
basis to the State of Texas acting by and
t hrough the General Services Comm ssion be
ratified and approved

C. The Executive Vice Chancellor for Business
Affairs or his del egate 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 mllion and a
closing to occur during the week of
Decenber 15 through 19, 1997
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(2) The Special Warranty Deed in the form
attached as an exhibit to the Rea
Estate Contract prohibiting the sub-
division of the property unless the
i mprovenents known as the “Pease
Mansi on” 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 docunents necessary
or convenient to convey Wodlawn to the
State of Texas follow ng the approval
of such docunents by the O fice of
Busi ness Affairs and the O fice of
General Counsel .

Regent Oxford seconded the notion which carried by unani -
nous vot e.

See Page 2 .

SCHEDULED MEETI NG. - - Chai r man Evans announced that the next
schedul ed neeting of the U. T. Board of Regents would be
hel d on February 11-12, 1998, in Austin, Texas.

ADJOURNMENT. - - There being no further business, the neeting
was adjourned at 12:45 p. m

/sl Arthur H Dilly
Executive Secretary

Novenber 25, 1997
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