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Wednesday, August 9, 2006 Board/Committee
Meetings
COMMITTEE MEETINGS
Audit, Compliance, and Management Review Committee 9-10a.m.
Finance and Planning Committee 10-11a.m.
Facilities Planning and Construction Committee 11 — 11:45 a.m.
A. CONVENE
B. RECESS TO EXECUTIVE SESSION PURSUANT TO TEXAS 11:45 a.m.—1:30 p.m.

GOVERNMENT CODE, CHAPTER 551 (working lunch)

1. Negotiated Contracts for Prospective Gifts or Donations —
Section 551.073

U. T. Dallas: Discussion and appropriate action regarding
negotiated gift with a potential naming feature

2. Consultation with Attorney Regarding Legal Matters or Pending
and/or Contemplated Litigation or Settlement Offers —
Section 551.071

a. U.T. Southwestern Medical Center — Dallas: Discussion
and appropriate action regarding Dispute Resolution for
Thermal Energy Plant - Phase 2 in Settlement of Docket
No. 729-06-0012.CC; TXU Energy Solutions Co., L.P. v. The
University of Texas Southwestern Medical Center at Dallas
(Before the State Office of Administrative Hearings)

b. UT. System Board of Regents: Discussion with Counsel
on pending legal issues

3. Deliberations Regarding the Purchase, Exchange, Lease, Sale, or
Value of Real Property — Section 551.072

4. Personnel Matters Relating to Appointment, Employment,
Evaluation, Assignment, Duties, Discipline, or Dismissal of Officers
or Employees — Section 551.074

a. U.T.System: Discussion and appropriate action
regarding individual personnel matters relating
to appointment, employment, evaluation,
compensation, assignment, and duties of U. T.
System and institutional employees
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b. U.T.System: Discussion and appropriate action
regarding individual personnel matters relating to
appointment, employment, evaluation, compensation,
assignment, and duties of presidents (academic and
health institutions), U. T. System Administration officers
(Executive Vice Chancellors and Vice Chancellors),
other officers reporting directly to the Board
(Chancellor, Counsel and Secretary, and Director of
Audits), and individual personnel aspects of the
operating budget for the year ending August 31, 2007

. RECONVENE IN OPEN SESSION TO CONSIDER ACTION ON 1:25 p.m.
EXECUTIVE SESSION ITEMS

. RECESS FOR COMMITTEE MEETINGS 1:30 p.m.

Student, Faculty, and Staff Campus Life Committee 1:30 — 2:45 p.m.
Health Affairs Committee 2:45 - 3:45 p.m.
Academic Affairs Committee 3:45-5:15 p.m.

RECESS 5:15 p.m.



Thursday, August 10, 2006 Board Meeting Page

RECONVENE IN OPEN SESSION 8:00 a.m.

. APPROVAL OF MINUTES

. CONSIDER AGENDA ITEMS

U. T. System: Presentation on the state of the U. T. System 8:02 a.m.
Report 1
Chancellor Yudof

U. T. System: Presentation and discussion of the draft U. T. System 8:15 a.m.

Strategic Plan and approval to complete and publish the Plan Report/Action 1
Chairman Huffines
Chancellor Yudof

Dr. Malandra
U. T. System: Appropriation of $423.66 million of Permanent 9:00 a.m.
University Fund Bond Proceeds; amendment of the FY 2006-2011 Action 1

Capital Improvement Program and the FY 2006-2007 Capital Budget Dr. Kelley
to add projects; approval of modification of funding for previously

approved projects; appropriation of funds for previously approved

projects in the Capital Budget; appropriation of funds for repair and
rehabilitation projects; resolution regarding parity debt; and

authorization of institutional management for U. T. Southwestern

Medical Center - Dallas North Campus Phase 5 project

U. T. System: Approval of Permanent University Fund Bond 9:15 a.m.
Proceeds allocation for Library, Equipment, Repair and Action 8
Rehabilitation Projects for fiscal year ending August 31, 2007 Dr. Kelley
U. T. System: Approval of the nonpersonnel aspects of the 9:30 a.m.
operating budgets for the fiscal year ending August 31, 2007 Action 11
Chancellor Yudof
Mr. Wallace

U. T. System Board of Regents: Proposed appointment of George  9:45a.m.

Willeford 1ll, M.D., as Regental Representative to U. T. Austin Action 11
Intercollegiate Athletics Council for Men and appointment of Dr. Chairman Huffines
Susan C. Blackwood and reappointment of Mrs. Sylvie P. Crum as

Regental Representatives to Intercollegiate Athletics Council for

Women Effective September 1, 2006

U. T. System Board of Regents: Amendment to the Regents' Rules 9:47 a.m.

and Regulations, Series 10401, related to meetings of the Board Action 13
and Standing Committees to add a new Section 6 related to Ms. Frederick
accessibility

U. T. System Board of Regents: Amendments to the Regents' Rules 9:49 a.m.

and Regulations, Series 20202 (Presidential Cash Compensation) Action 14
including retitling as Cash Compensation for Chief Administrative  Ms. Frederick
Officers Mr. Wallace
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14.

15.

16.

17.

Thursday, August 10, 2006 (continued)

U. T. System Board of Regents: Amendments to the Regents' Rules
and Regulations, Series 20203 (Compensation for Key Executives)

U. T. System Board of Regents: Amendment to the Regents' Rules
and Regulations, Series 20101, Sections 3.4 and 3.9 related to
appointment of officers by the Chancellor

U. T. System Board of Regents: Amendment to the Regents' Rules
and Regulations, Series 20201, Section 4.9 concerning the role of
faculty, staff, and student governance groups, as appropriate, in
the development of an institution's operating procedures

U. T. System Board of Regents: Amendment of the Regents' Rules
and Regulations, Series 60301 related to the development boards;
Series 60302 related to advisory councils; and deletion of Series
60303 related to internal foundations

U. T. System Board of Regents: Approval of the University of Texas
Investment Management Company (UTIMCO) Board
recommendations to (a) amend Exhibit A of the Investment Policy
Statements for the Permanent University Fund (PUF), the General
Endowment Fund (GEF) and the Intermediate Term Fund (ITF)
related to the adoption of a new benchmark for the hedge fund
asset class, effective January 1, 2006, for the PUF and the GEF, and
effective February 1, 2006, for the ITF; and (b) restate and republish
the hedge fund benchmark performance for the period

January through April 2006

U. T. System Board of Regents: Approval of Restated University of
Texas Investment Management Company (UTIMCO) Compensation
Program

U. T. System Board of Regents: Approval of the Annual Budget,
including the capital expenditure budget, and Annual Fee and
Allocation Schedule for The University of Texas Investment
Management Company (UTIMCO)

U. T. Medical Branch - Galveston: Discussion of implementation of
Performance Improvement Plan

U. T. System Board of Regents: Report on the Archer Center,
Washington, D.C.

RECESS FOR MEETINGS OF THE STANDING COMMITTEES AND
COMMITTEE REPORTS TO THE BOARD

RECONVENE AS COMMITTEE OF THE WHOLE

Board Meeting

9:51 a.m.
Action
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Mr. Wallace
9:53 a.m.
Action
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Mr. Wallace

9:55a.m.
Action

Dr. Malandra
Dr. Shine

10:00 a.m.
Action

Dr. Safady
Mr. Burgdorf

10:05 a.m.
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Regent Caven
Mr. Boldt

10:15 a.m.
Action
Regent Caven

10:25 a.m.
Action
Regent Caven
Dr. Kelley

10:35 a.m.
Report
President Stobo
10:50 a.m.

Report
Mr. Shute

11:05 a.m.

11:45 a.m.
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44

52

97
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Thursday, August 10, 2006 (continued)

18. U. T. System: Request to adopt resolution regarding the U. T.

System Police Academy

19. U. T. System Board of Regents: Presentation of certificate of
appreciation to Director of Police Roy R. Baldridge

K. ADJOURN

Board Meetings Page

11:45 a.m.

Action 130
Mr. Baldridge

11:50 a.m.

Action 131

Chairman Huffines
Chancellor Yudof

12:00 noon



1. U. T. System: Presentation on the state of the U. T. System

REPORT

Chancellor Yudof will present a report on the state of The University of Texas System.
This is the first annual report and will precede a series of standard reports at each
guarterly meeting of the Board.

System Board of Regents: Presentation and discussion of the draft
System Strategic Plan and approval to complete and publish the Plan

2. U. T.
U. T.

RECOMMENDATION

Dr. Geri H. Malandra, Associate Vice Chancellor for Institutional Planning and
Accountability and Interim Executive Vice Chancellor for Academic Affairs, Chairman
Huffines, and Chancellor Yudof will outline the key elements of the Strategic Plan final
draft, including the framework and context, strategic directions, priorities and initiatives,
metrics to assess results, implementation steps, and related issues.

BACKGROUND INFORMATION

Board members will receive copies of the PowerPoint presentation, draft Executive
Summary, and draft Plan in a separate mailing in advance of the meeting. At the Board
meeting on May 11, 2006, the Board reviewed the outline for this Plan and a full
preliminary draft was distributed for comment on June 9.

3. U. T. System: Appropriation of $423.66 million of Permanent University
Fund Bond Proceeds; amendment of the FY 2006-2011 Capital
Improvement Program and the FY 2006-2007 Capital Budget to add
projects; approval of modification of funding for previously approved
projects; appropriation of funds for previously approved projects in the
Capital Budget; appropriation of funds for repair and rehabilitation
projects; resolution reqgarding parity debt; and authorization of institutional
management for U. T. Southwestern Medical Center - Dallas North Campus
Phase 5 project

RECOMMENDATION

In accordance with the draft U. T. System Strategic Plan (see Item 2 above), the
Constitutional debt capacity of the Permanent University Fund (PUF), and the passage
of HB 153 by the 79th Legislature that authorized Tuition Revenue Bond (TRB) funding



for U. T. System institutions, the Chancellor, the Interim Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Health Affairs, and the Executive
Vice Chancellor for Business Affairs recommend that the U. T. System Board of
Regents:

a. approve the appropriation of $423,660,000 of PUF Bond Proceeds for
22 capital projects listed in Table 1 on Page 4;

b. amend the FY 2006-2011 Capital Improvement Program (CIP) and the
FY 2006-2007 Capital Budget to add projects as set forth in Table 2 on
Page 5;

C. approve modifications in funding and revised project costs for previously
approved projects in the FY 2006-2007 Capital Budget as set forth in
Table 3 on Page 6;

d. appropriate funds for repair and rehabilitation projects as set forth in
Table 4 on Page 7;

e. resolve in accordance with Section 5 of the Amended and Restated
Master Resolution Establishing The University of Texas System Revenue
Financing System that:

. parity debt shall be issued to pay the projects' cost, including any
costs prior to the issuance of such parity debt;

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

. U. T. Arlington, U. T. Austin, U. T. El Paso, and U. T. San Antonio,
which are "Members" as such term is used in the Master
Resolution, possess the financial capacity to satisfy their respective
direct obligations as defined in the Master Resolution relating to the
issuance by the U. T. System Board of Regents of tax-exempt
parity debt in the amount of $3,000,000, $25,000,000, $3,900,000,
and $2,250,000, respectively.

f. authorize U. T. Southwestern Medical Center - Dallas to manage the total
project budgets, appoint architects, approve facility programs, prepare
final plans, and award contracts for the North Campus Phase 5 project.



BACKGROUND INFORMATION

The U. T. System Strategic Plan 2006-2015, drafted for consideration by the U. T.
System Board of Regents on August 10, 2006, addresses the challenges for higher
education in the 21st century, including 1) global integration and competition;

2) science, technology, and economic gaps in Texas; 3) demographic pressures;

4) the need to balance quality and growth; and 5) the opportunity to capitalize on the
distinctiveness of the U. T. System by leveraging its resources across institutions.

The 26 capital projects to be considered as part of this Agenda Item represent a
significant step forward at all 15 U. T. System institutions in addressing these
challenges, particularly in terms of physical capacity for areas of focus such as science,
technology, engineering, and medicine.

The total project cost of the 26 facilities is $1,622,495,673, and will be financed primarily
by Tuition Revenue Bonds ($848,876,000) reimbursed by the State and Permanent
University Fund Bonds ($423,660,000) paid through distributions from the PUF
endowment. The remainder of the project costs will be financed with Federal Grants
($116,090,673), Revenue Financing System debt ($82,039,000), Gifts ($135,230,000),
and Insurance Proceeds ($16,600,000). Any gift shortfalls will be covered by the
institution.

As of May 31, 2006, the U. T. System's Constitutional debt capacity for the PUF was
$818,400,000. The debt capacity is calculated as 20% of the cost value of the PUF
endowment less PUF debt outstanding and authorized but unissued.

The projects to be added to the CIP include 11 New Construction projects totaling
$735,945,000 and four Repair and Rehabilitation projects totaling $151,500,000 as
itemized in Table 2 on Page 5. Ten existing FY 2006-2011 CIP projects will receive
new PUF funding. Of the 10 projects, four are New Construction and six are Repair and
Rehabilitation. Two existing projects will receive an increase in project cost and PUF
funding. A summary of the adjustments to appropriations is reflected in Table 3 on
Page 6. Projects that are New Construction will receive appropriation of funds at design
development approval.

Repair and Rehabilitation projects will receive appropriation of funds through approval
of this item, as shown in Table 4 on Page 7. The proposed off-cycle projects have been
approved by U. T. System staff and meet the criteria for inclusion in the Capital
Improvement Program. U. T. Southwestern Medical Center - Dallas Facilities
Management personnel have the experience and capability to manage all aspects of
the work for the North Campus Phase 5 project.

In accordance with Regents' Rules and Regulations, Series 80302, selected proposed
projects listed in Table 2 will be reviewed to determine if any are of special interest to
the Board because of proposed building site, historical or cultural significance, proposed
use, or other unique characteristics. (See Item 2 in the Facilities Planning and
Construction Committee on Page 223.)
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4. U. T. System: Approval of Permanent University Fund Bond Proceeds
allocation for Library, Equipment, Repair and Rehabilitation Projects for
fiscal year ending August 31, 2007

RECOMMENDATION

The Chancellor, with the concurrence of the Interim Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, and the
Executive Vice Chancellor for Health Affairs, recommends that the Permanent
University Fund (PUF) Bond Proceeds allocation for Library, Equipment, Repair
and Rehabilitation (LERR) for the fiscal year ending August 31, 2007, be approved.

It is requested that PUF Bond Proceeds in the amount of $66,855,000 be appropriated
to the institutions to fund LERR Projects for Fiscal Year 2007. Of the $66,855,000, it is
requested that $30,000,000 be appropriated directly to U. T. System institutions. This
would authorize the purchase of approved equipment items and library materials and to
contract for repair and rehabilitation projects following standard purchasing and
contracting procedures within approved dollar limits. Substitute equipment purchases
or repair and rehabilitation projects are to receive prior approval by the Chancellor, the
appropriate Executive Vice Chancellor and, where required, the U. T. System Board of
Regents. Transfers by U. T. System Administration of allocated funds to institutional
control or to vendors will coincide with vendor payment requirements. Final approval of
specific repair and rehabilitation projects will be in accordance with procedures for
construction projects established by the U. T. System Board of Regents.

It is also requested that $20,000,000 of PUF Bond Proceeds be appropriated to provide
additional funding to build and enhance research infrastructure to attract and retain the
best qualified faculty known as the Science and Technology Acquisition and

Retention (STARS) Program. Through a competitive proposal process determined by
U. T. System Administration, funds will be distributed for the purpose of recruiting top
researchers.

The remaining $16,855,000 requested is for U. T. System Administration to provide
additional funding for the Shared Services Initiative ($11,900,000), Network
Telecommunications upgrade ($3,160,000), Oracle Infrastructure Licensing update
($1,045,000), and Network Operations Center infrastructure ($750,000). These four
additional requests will benefit all U. T. System institutions by providing the investment
needed for capital improvement at the Shared Services Center, software and hardware
purchases, and equipment to increase network infrastructure used in supporting all

U. T. System institutions.



It is further recommended that LERR appropriations not expended or obligated by
contract or purchase order within six months after the close of Fiscal Year 2007 are to
be available for future System-wide reallocation unless specific authorization to continue
obligating the funds is given by the appropriate Executive Vice Chancellor upon
recommendation of the president of the institution.

BACKGROUND INFORMATION

A supplemental volume of the budget materials titled "Operating Budget Summaries and
Reserve Allocations for Library, Equipment, Repair and Rehabilitation™ is enclosed in
the front pocket of this Agenda Book.

The appropriation of PUF Bond Proceeds will be presented in the Fiscal Year 2007
LERR Budget. The allocation of these LERR funds to the U. T. System institutions was
developed from prioritized lists of projects submitted by the institutions and reviewed by
U. T. System Administration staff.

As required by the Available University Fund (AUF) Spending Policy, a forecast of
revenues and expenses of the AUF for seven years, including the above allocation has
been prepared and is provided on Page 10. The additional appropriation of PUF Bond
Proceeds for this allocation is within the policy as shown in the forecast.
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5. U. T. System: Approval of the nonpersonnel aspects of the operating
budgets for the fiscal year ending August 31, 2007

RECOMMENDATION

The Chancellor, with the concurrence of the Interim Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Executive
Vice Chancellor for Health Affairs, and the presidents of the U. T. System institutions,
recommends that the nonpersonnel aspects of the U. T. System Operating Budgets for
the fiscal year ending August 31, 2007, including Auxiliary Enterprises, Grants and
Contracts, Designated Funds, Restricted Current Funds, and Medical and Dental
Services, Research and Development Plans, be approved.

It is further recommended that the Chancellor be authorized to make editorial

corrections therein and that subsequent adjustments be reported to the U. T. System
Board of Regents through the docket.

BACKGROUND INFORMATION

A supplemental volume of the budget materials titled "Operating Budget Summaries and
Reserve Allocations for Library, Equipment, Repair and Rehabilitation™ is enclosed in
the front pocket of this Agenda Book.

The Chancellor's PowerPoint on the operating budget is being prepared and is not
included in the Agenda materials.

See the Executive Session item related to the personnel aspects of the U. T. System
Operating Budgets (Item 4 on Table of Contents Pages i - ii for Meeting of the Board).

6. U. T. System Board of Regents: Proposed appointment of George
Willeford Ill, M.D., as Regental Representative to U. T. Austin Intercollegiate
Athletics Council for Men and appointment of Dr. Susan C. Blackwood and
reappointment of Mrs. Sylvie P. Crum as Regental Representatives to
Intercollegiate Athletics Council for Women effective September 1, 2006

RECOMMENDATION

Chairman Huffines, with the concurrence of Chancellor Yudof and President Powers,
recommends the following appointments as Regental representatives to the U. T. Austin
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Intercollegiate Athletics Council for Men and the Intercollegiate Athletics Council for
Women each for a four-year term beginning September 1, 2006:

a. Appoint George Willeford Ill, M.D., to replace Mr. Jeffrey M. Heller on the
Intercollegiate Athletics Council for Men

b. Appoint Dr. Susan C. Blackwood to replace George Willeford 1ll, M.D., and
serve the remainder of his term until August 31, 2009, on the
Intercollegiate Athletics Council for Women

C. Reappoint Mrs. Sylvie P. Crum on the Intercollegiate Athletics Council for
Women.

BACKGROUND INFORMATION

The U. T. Austin Intercollegiate Athletics Council for Men is a nine member advisory
group composed of a student, an ex-student, two Regental appointees, and five
members of the University General Faculty. The Regental appointments are for four-
year staggered terms. Mr. Jeffrey M. Heller was appointed to the Council on

August 8, 2002, to serve through August 31, 2006.

Dr. George Willeford would be appointed to replace Mr. Heller and serve a term through
August 31, 2010. Dr. Willeford is a gastroenterologist in private practice in Austin and a
graduate of U. T. Austin and U. T. Southwestern Medical School - Dallas. Dr. Willeford's
appointment will leave a vacancy on the Intercollegiate Athletics Council for Women.

The U. T. Austin Intercollegiate Athletics Council for Women is composed of nine voting
members and one nonvoting member as follows: two students (one nonvoting), an
ex-student, two Regental appointees, and five members of the University General
Faculty. The Regental appointments are for four-year staggered terms. Dr. Willeford
was appointed to the Council in August 1996, reappointed in May 2000, and again in
July 2005 to serve a term to expire on August 31, 2009. Mrs. Sylvie P. Crum was
appointed to the Council on August 8, 2002, to serve through August 31, 2006.

Dr. Susan C. Blackwood is Executive Director of the San Antonio Sports Foundation
and Adjunct Professor at the Incarnate Word University. She was Associate Director of
Athletics at U. T. Austin from 1990-1994, has worked in the private sector with
Oshman’s Sporting Goods, and as Assistant Commissioner for the Southwest Athletic
Conference and Assistant Athletics Director for the University Interscholastic

League (UIL). Dr. Blackwood has worked closely with the U.S. Olympic Committee and
the NCAA and is working in the San Antonio community on a program to involve young
girls in more active lifestyles. Dr. Blackwood holds bachelor’'s, master’s, and doctoral
degrees from the University of Nebraska.
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Mrs. Crum, a well-respected community leader, received a B.A. in Liberal Arts/Romance
Languages in 1974 from U. T. Austin. She is an active supporter of the women's
athletic program, establishing an endowed scholarship in women's volleyball.

Mr. R. Steven Hicks was appointed to the Intercollegiate Athletics Council for Men on
July 8, 2005, for a term to expire August 31, 2009.

7. U. T. System Board of Regents: Amendment to the Regents' Rules and
Reqgulations, Series 10401, related to meetings of the Board and Standing
Committees to add a new Section 6 related to accessibility

RECOMMENDATION

The Chancellor concurs in the recommendation of the Counsel and Secretary to the
Board and the Vice Chancellor and General Counsel that the Regents' Rules and
Regulations, Series 10401 be amended to add Section 6 related to accessibility to
Board meetings as follows in congressional style:

Sec. 6 Accessibility to Board meetings. People with disabilities interested in
witnessing committee and/or Board meetings and requiring communication
or other special accommodations should contact the Office of the Board of

Regents.

BACKGROUND INFORMATION

The proposed amendment to the Regents' Rules and Regulations, Series 10401, is
needed to ensure compliance with HB 2819, codified as Texas Government Code
Section 2054.451 et seq. and Rule 206.70(1)(b) of the Department of Information
Resources that takes effect September 1, 2006, related to accessibility to allow
participation in public meetings. Under the new rule, institutions of higher education
must provide accommodations related to an open meeting in accordance with
Sections 2054.456 and 2054.457 of the Texas Government Code. These sections
require State agencies to provide persons with disabilities comparable access and
use to electronic and other information resources as is available to persons without
disabilities unless doing so would impose significant difficulty or expense.

13



8. U. T. System Board of Regents: Amendments to the Regents' Rules and
Reqgulations, Series 20202 (Presidential Cash Compensation) including
retitling as Cash Compensation for Chief Administrative Officers

RECOMMENDATION

It is recommended that the Regents' Rules and Regulations, Series 20202 (Presidential
Cash Compensation), be retitled as Cash Compensation for Chief Administrative
Officers and be amended as set forth in congressional style on Pages 15 - 20.

BACKGROUND INFORMATION

Proposed changes to the Presidential Cash Compensation Policy, originally approved
by the Board on August 7, 2003, are intended to provide clear guidance concerning the
permissible elements of cash compensation for the institutional presidents and the
Chancellor.

The proposed revisions remove the option of contracted use of university housekeeping
staff in personal residences and discontinue the payment of a separately identified
salary supplement provided as a substitute for a housing allowance. The revisions
specifically authorize the payment of one-time merit pay when appropriate and provide
that all elements of compensation for service as a chief administrative officer are subject
to the guidelines and approval process outlined in the Regents' Rules.

The proposed revisions have been reviewed by the Chancellor, the Interim Executive
Vice Chancellor for Academic Affairs, the Executive Vice Chancellor for Business
Affairs, the Executive Vice Chancellor for Health Affairs, the Vice Chancellor for
Administration, the Vice Chancellor and General Counsel, the Counsel and Secretary
to the Board, and the Associate Vice Chancellor - Controller and Chief Budget Officer
and coordinate with proposed amendments to Series 20101, related to duties of the
Chancellor (see Page 24), and Series 20203, related to compensation for key
executives (see Page 21) and will include a definition of “Chief Administrative Officer”
that covers the positions of Chancellor and President. Following action on these
recommendations, the Counsel and Secretary will work with other staff members to
integrate these policies into a single compensation policy to the extent possible.
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202

1. Title

Presidential Cash Compensation for Chief Administrative Officers

2. Rule and Regulation

Sec. 1

Sec. 2

Purpose. This Rule sets forth the cash compensation structure
authorized for the Chancellor and presidents (chief
administrative officers) of the institutions of The University of
Texas System. It is prospective in nature and application and is
not intended to be applied retroactively. It does not pertain to,
nor affect, benefit programs such as insurance, retirement
benefits, and deferred compensation, which may also be a part
of a chief administrative officer’s president’s overall
compensation package.

Elements of Compensation Structure. In order to attract and to
retain effective, highly skilled and committed chief administrative
officers presidents of the institutions of the U. T. System and to
recognize their professional achievements, it is the policy of the
U. T. System to offer competitive levels of cash compensation
within a compensation structure consistently thatis applied
consistently. This Policy establishes and defines the various
elements for the cash compensation portion of a chief
administrative officer’s the-presidential compensation package.
Compensation packages for the presidents are recommended
by the appropriate Executive Vice Chancellor to the Chancellor,
and then by the Chancellor to the Board of Regents for
approval. The compensation package for the Chancellor is
determined by the Board of Regents and will address issues
related to residence at Bauer House.

2.1 Base Salary. The base salary rate for each chief
administrative officer president shall be set by the U. T.
System Board of Regents following based-en-a review of
state-and national compensation survey data for

respectlve peer institutions. Gempaltable—salaﬁe&&m

2.2  Housekeeping Staff. Each-president-at-his-or-heroption;
. I I I I rwhic! I
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202

2.3

2.4

gse: Each institution, at the institution’s expense, shall
provide appropriate housekeeping and other support
services for business-related functions held at the chief
administrative officer’'s president's residence, but no
housekeeping or other support services will be provided
for personal use at a residence that is not owned by the

Practice Plan Supplement. The bylaws of the physician

practice plans provide that the compensation for the

presidents of the health institutions may be

supplemented by up to 30% of the president’s salary

from practice plan funds. The supplement is contingent

on availability of funds in the practice plan. Practiceplan
I includod | onal  chict

executive-compensation. The practice plan salary
supplement is not a part of the base salary and shall be

reported as a separate element of the health president's
cash compensation because of the special nature of the
source of funding. Practice plan supplements are not
eligible for Teacher Retirement System and Optional
Retirement Program retirement benefits or other
retirement benefits and no employer matching
contributions may be made with respect to practice plan
supplements.



The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202

2.5

Deferred Compensation. Upon approval by the Board,
deferred compensation may be paid pursuant to a
Deferred Compensation Plan originally adopted effective
September 1, 1996, for the benefit of a select group of
employees. The purpose of the plan is to offer those
employees an opportunity to elect to defer the receipt of
compensation pursuant to Section 457(f) of the Internal
Revenue Code of 1987, as amended. Deferred
compensation is not part of the base salary and shall be
reported as a separate element of the chief
administrative officer's cash compensation. Deferred
compensation is not eligible for Teacher Retirement
System and Optional Retirement Program retirement
benefits or other retirement benefits.

One-time Merit Awards. In instances where a chief

administrative officer has made a significant contribution
in a particular year, the Board of Regents may elect to
make a merit award on an annual basis. Merit awards
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202

Sec. 3

are not eligible for Teacher Retirement System and
Optional Retirement Program retirement benefits or other
retirement benefits.

Prohibited Allowances or Adjustments. No allowances or

Sec. 4

adjustments will be provided for the following items:

3.1

Housing Allowance. No separate allowance for housing

3.2

may be paid. Base salary includes compensation
sufficient to purchase or lease a residence.

Housing Maintenance Allowance. {d}-No separate

3.3

allowance for maintenance, utilities, landscaping, or other
expenses attributable to a chief administrative officer’s
personal the-president's residence may be paid. All
personal expenses associated with a chief administrative
officer’'s personal president's residence are intended to
be covered by the base salary supplement. No
University physical plant personnel may be used to
provide personal services related to repair or
maintenance at a residence that is not owned by the

University.

Car Allowance. No separate car allowance may be

provided to a chief administrative officer. Base salary
includes compensation sufficient to purchase or lease a
car. An institution may reimburse a chief administrative
officer for mileage associated with business use of a
personal vehicle in accordance with the latest published
Internal Revenue Service guidelines, the State Travel
Regulations Act (Texas Government Code Chapter 660)
and applicable institutional policies. No vehicle may be
purchased for or assigned to the chief administrative
officer for personal use.

Other Compensation. This rule covers all compensation

Sec. 5

provided for service as a chief administrative officer by the

institution or an external organization that is established to

support the mission of the institution. Compensation for other

service, such as service on outside boards must be pursuant to

approval required by the System-wide policy titled Service on

Outside Boards.

University-Owned Housing. {e)}—Exceptasprovided-in-the

following-sentence,-eachpresident-ofan-institutionforwhich-a
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202

residence-oracquirng-a-personalresidence. If-however. the
Board of Regents makes arrangements that require with the
chief administrative officer president-thatreguire-thepresident to
reside in the institutionally-owned residence or if covenants,
conditions, or restrictions applicable to the institutionally-owned
residence require occupancy by the chief administrative officer
president, then he or she thepresident shall reside in the
institutionally-owned residence. In the absence of such
requirements, each chief administrative officer of an institution,
for which a residence is owned by the U. T. System and is
available, shall have the option of leasing the residence from the
U. T. System.

5.1 (£ Those presidents who either-elect to or are required;
as-previded-in-Section-2-4(e)-abeove; to reside in an
institutionally-owned residence shall enter into a lease

arrangement eftheresidenee-with the U. T. System. The
rental rate to be paid by the president under the lease
shall be based on the current fair market rental value of
that portion of the residence that is used as the
president’s private residence.



The University of Texas System
Rules and Requlations of the Board of Regents Series: 20202
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9. U. T. System Board of Regents: Amendments to the Regents' Rules and
Reqgulations, Series 20203 (Compensation for Key Executives)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Executive Vice Chancellor for Business Affairs, the
Executive Vice Chancellor for Health Affairs, the Vice Chancellor and General Counsel,
the Counsel and Secretary to the Board, and the Vice Chancellor - Controller and Chief
Budget Officer that the Regents' Rules and Regulations, Series 20203, regarding
compensation for key executives, be amended as set forth in congressional style on
Pages 22 - 23.

BACKGROUND INFORMATION

The proposed clarifying amendments to the Regents' Rules and Regulations mention
optional additional elements of compensation to facilitate recruitment of individuals
and delete an unneeded reference to vehicle allowances. The proposed revisions
coordinate with proposed amendments to Series 20101, related to duties of the
Chancellor (see Page 24), and Series 20202, related to cash compensation for chief
administrative officers (see Page 14).
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The University of Texas System
Rules and Requlations of the Board of Regents Series 20203

1.

Title

Compensation for Key Executives

Rule and Regulation

Sec. 1

Sec. 2

Sec. 3

Compensation Philosophy. To attract, retain and motivate the top
talent needed to lead The University of Texas System and accomplish
its mission, and to recognize and reward performance, the Board of
Regents seeks to compensate key executives at levels that are
competitive in the marketplace, cost effective, and, to the extent
possible, internally equitable.

Market Review. To align executive compensation with the relevant
market, the Office of the Board of Regents will oversee the conduct of a
comprehensive survey and analysis to obtain current and reliable
market data on total compensation of key executives in comparable
positions at peer institutions. Market data will be adjusted using cost of
living information related to respondent’s geographic region. The
survey will be conducted every three years. In non-survey years, the
Office of the Board of Regents will obtain information concerning
general changes in executive compensation in the marketplace, and
the comprehensive survey will be adjusted accordingly.

Elements of Compensation. The elements of compensation may
include and are limited to base salary; short and long-term incentive
pay; supplemental retirement plans, such as deferred compensation
plans; one-time merit pay; special provisions necessary to recruit an
individual to a key executive position, such as salary supplement for a
limited time or a one-time relocation payment as necessary and
prudent to recruit the top talent for the position; and perquisites such as
housing,-vehicle-allewance—and memberships, parking privileges, and
provision of or allowance for cell phone and/or other mobile
communications devices as determined necessary for business
purposes and as covered in individual agreements. Key executives
must promptly reimburse the institution for any personal use of a
membership provided by the institution. All compensation set pursuant
to this Rule must comply with all applicable state and federal laws_and
must be approved and documented in budget summaries. All
compensation for service as a key executive is covered by this Series.
Elements of compensation paid on behalf of a chief administrative
officer must be disclosed in the annual report of expenses required by
Series 20205.
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The University of Texas System
Rules and Requlations of the Board of Regents Series 20203

Sec. 4

Sec. 5

Sec. 6

Sec. 7

Peer Institutions. Peer institutions or groups of institutions will be
selected through an interactive, consultative process between the
Chancellor, Executive Vice Chancellors, presidents and the
organization engaged to conduct the comprehensive survey. To the
extent possible, the same institutions will be surveyed during each
comprehensive survey. Peer institutions may be changed based on
sound business decisions; such changes will be fully disclosed to the
Board of Regents. The Executive Vice Chancellors will maintain the list
of peer institutions. Factors to consider in selecting peer institutions
include size, purpose, institutions used in assessing aceessing-U. T.
System performance and those from which U. T. System competes for
key executives.

Approval by Presentationte Board of Regents. All proposed elements
of compensation, including taxable and nontaxable items,

Compensation-data will be presented to the Board of Regents for
approval in advance of the annual budgeting process. Faxable-and

Determining Compensation. In setting a key executive’s initial
compensation, the following factors should be considered: relevant
market data, current compensation, cost of living differences, internal
equity and the U. T. System budget. Where appropriate, U. T. System
may target the 75th percentile of the market rate of a key executive’s
peer institutions.

Factors to consider in making future adjustments to a key executive’s
compensation include market data, key executive performance, the
institution’s progress on key performance indicators, internal equity,
and the U. T. System budget.

The presidents will implement appropriate policies and procedures

concerning executive compensation for the direct reports at each U. T.
System academic and health institution.
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10. U. T. System Board of Regents: Amendment to the Regents' Rules and
Reqgulations, Series 20101, Sections 3.4 and 3.9 related to appointment of
officers by the Chancellor

RECOMMENDATION

It is recommended that the Regents' Rules and Regulations, Series 20101, Sections 3.4
and 3.9 related to appointment of officers by the Chancellor, be amended as set forth in
congressional style on Pages 25 - 27.

BACKGROUND INFORMATION

The proposed revisions to the Regents' Rules and Regulations delete an outdated
reference to nominations by the Chancellor and include specific authorization for
payment of supplemental salary to individuals assuming additional duties. The
proposed revisions coordinate with proposed amendments to Series 20203, related
to compensation for key executives (see Page 21), and Series 20202, related to
cash compensation for chief administrative officers (see Page 14).

The proposed revisions have been reviewed by the Vice Chancellor and General
Counsel and the Counsel and Secretary to the Board of Regents.
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The University of Texas System

Rules and Requlations of the Board of Regents Series: 20101
1. Title

Chancellor
2. Rule and Regulation

Sec. 1 Role. The Chancellor is the chief executive officer of The

Sec. 2

Sec. 3

University of Texas System. The Chancellor reports to and is
responsible to the Board of Regents. The Chancellor heads the
System Administration, which is used by the Board to exercise
its powers and authorities in the governance of the U. T.
System. The Chancellor has direct line responsibility for all
aspects of the U. T. System’s operations.

Appointment. The Chancellor shall be elected by the affirmative
vote of a majority of the Regents in office and shall hold office
without fixed term, subject to the pleasure of the Board.

Primary Duties and Responsibilities. The Chancellor, by
delegation from the Board of Regents, is authorized to exercise
the powers and authorities of the Board in the governance of the
U. T. System. The Chancellor will normally act through the
officers of the U. T. System regarding the matters delegated to
them by the Regents’ Rules and Regulations. The Chancellor,
however, shall not be precluded from any direct participation
and communication with System Administration officers or staff,
institutional officers or staff, faculty members, and groups. The
major duties of the Chancellor include:

3.1 Counseling, Implementing, and Representing.
Counseling the Board with respect to the policies,
purposes, and goals of the System; acting as executive
agent of the Board in implementing Board policies,
purposes, and goals and a system of internal controls;
representing the U. T. System in all other respects as
deemed appropriate to carry out such policies, purposes,
and goals, and interpreting and articulating the U. T.
System's academic, administrative, and developmental
policies, programs, needs, and concerns to the general
public and to other constituencies at the community,
state, regional, and national levels.

3.2  Strategic Planning. Preparing a strategic plan for the

U. T. System for recommendation to the Board of
Regents in consultation with the institutional presidents.
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20101

3.3

The proposed plan should include periodic adjustments
to the mission statement; assessments of the internal
and external environment; and recommendations for

U. T. System goals, priorities, and benchmarks of
progress in academic programs, service, capital
expenditures, and the allocation of financial resources.

Directing. Directing the management and
administration of System Administration and all
institutions of the U. T. System.

the Reaents’ Rules and Reaulations.

Organizing. Reviewing periodically the organization
of the System Administration and the institutions of the
U. T. System and reporting to the appropriate standing
committees of the Board of Regents and to the Board
recommendations for changes in organization,
assignments, and procedures.

Preparing and Approving Recommendations. Preparing
and approving appropriate recommendations to the
Board of Regents and standing committees of the Board
along with the appropriate Executive Vice Chancellor,
Vice Chancellor, or president of an institution.

Budgeting. Preparing and approving annual operating
budgets for the System Administration and the
institutions of the U. T. System and submitting
recommendations to the Board of Regents.

Preparing Legislative Submissions. Preparing and
approving biennial legislative submissions to the
Legislative Budget Board and to the Governor for the
System Administration and the institutions of the U. T.
System for the consideration of the Board of Regents in
accordance with Series 20501 of the Regents’ Rules and
Regulations.

Fund Development. Serving as the chief executive

officer for fund development and as the agent of the
Board of Regents for the discharge of development
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 20101

3.101

3.112

3.123

responsibilities. Defining for the Board, at periodic
intervals, descriptions of current and future needs, as
determined by the presidents and System Administration,
taking into account recommendations from institutions
development boards.

Appointment of Officers. Appointing the Executive Vice
Chancellors and Vice Chancellors and taking
administrative action and terminating employment
regarding these positions. In making such appointments,
the Chancellor shall adhere to the Board's policy on the
compensation of key executives as outlined in Series
20203 of these Rules and Reqgulations. The Chancellor
may also approve the payment of reasonable
supplemental salary for an individual assuming additional
duties including those of an interim appointment.

Nominating Director of Audits. Nominating candidates for
the position of System Director of Audits for appointment
by the Board of Regents, as outlined in Series 20401 of
these Rules and Regulations.

Nominating Compliance Officer. Appointing the System-
wide Compliance Officer, as outlined in Series 20401 of
these Rules and Regulations.

Oversight of UTIMCO. Serving on the Board of Directors
of The University of Texas Investment Management
Company (UTIMCO). Generally overseeing the
operations of UTIMCO and coordinating interaction
between the U. T. System and UTIMCO. Ensuring that
UTIMCO implements the core investment functions
delegated by the Board of Regents in conformance with
the Regents’ Rules and Regulations, the Investment
Management Services Agreement, and the Investment
Policy Statements adopted by the Board. Directing
UTIMCO in areas other than core investment functions
such as relations with the media, intergovernmental
relations, and public disclosure issues. Recommending
to the Board of Regents, in its fiduciary role, an effective
oversight system for the proper management of
UTIMCO, including, but not limited to clear procedures
for the selection of UTIMCO directors; process for budget
review; and periodic review of the Investment
Management Services Agreement.
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11. U. T. System Board of Regents: Amendment to the Regents' Rules and

Requlations, Series 20201, Section 4.9 concerning the role of faculty, staff,

and student governance groups, as appropriate, in the development of an

institution's operating procedures

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Executive Vice Chancellor for Health Affairs, and
the Vice Chancellor and General Counsel that the Regents' Rules and Regulations,
Series 20201, Section 4.9 concerning the role of faculty, staff, and student governance
groups, as appropriate, in the development of an institution's operating procedures, be
amended as follows in congressional style:

Sec. 4

Duties and Responsibilities. Within the policies and regulations of
the Board of Regents and under the supervision and direction of the
appropriate Executive Vice Chancellor, the president has general
authority and responsibility for the administration of that institution.
Specifically, the president is expected, with the appropriate
participation of the staff, to:

4.9

Cause to be prepared and submitted to the appropriate
Executive Vice Chancellor and the Vice Chancellor and General
Counsel for approval, the rules and regulations for the
governance of the institution and any related amendments.
Such rules and regulations shall constitute the Handbook of
Operating Procedures for that institution. Any rule or regulation
in the institutional Handbook of Operating Procedures that is in
conflict with any rule or regulation in the Regents'

Rules and Regulations, is null and void and has no effect. Input
from the faculty, staff, and student governance bodies for the
institution will be sought for all significant changes to an
institution’s Handbook of Operating Procedures.

The proposed Rule will direct the president to consult the faculty, staff, and student
governing groups on changes to the Handbook of Operating Procedures (HOP) that

affect them in general.
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BACKGROUND INFORMATION

The Faculty Advisory Council recommended that Section 4.9 of the Regents' Rules
and Regulations, Series 20201, be clarified concerning the role of faculty governing
groups in the development of and participation in the HOP policies affecting these
groups. The Office of Academic Affairs has been working with the Faculty Advisory
Council to clarify duties and responsibilities of academic presidents and recommends
the revised Rule to cover staff and student groups as well. Drafts of this proposed Rule
were reviewed by members of the Faculty Advisory Council, presidents, and U. T.
System administrators.

12. U. T. System Board of Regents: Amendment of the Regents' Rules and
Regulations, Series 60301 related to the development boards; Series 60302
related to advisory councils; and deletion of Series 60303 related to internal
foundations

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Executive Vice Chancellor for Health Affairs, the
Vice Chancellor for External Relations, and the Vice Chancellor and General Counsel
that the Regents' Rules and Regulations be amended as set forth in congressional style
as follows:

a. Series 60301, related to the development board of an institution, be
amended as set forth on Pages 31 - 34;

b. Series 60302, related to advisory councils of an institution be amended as
set forth on Pages 35 - 38; and

C. Series 60303, related to internal foundations of an institution, as set forth
on Pages 39 - 43 be deleted.

BACKGROUND INFORMATION

In a joint effort, the Office of the Board of Regents, the Office of External Relations,
and the Office of General Counsel have suggested revisions to the Regents' Rules
regarding development boards and advisory councils. The revisions are designed

to enhance each institution's ability to direct the activities of these entities while
maintaining appropriate oversight by U. T. System Administration and the Board of
Regents. These new Rules are structured to work in conjunction with a set of model
bylaws that will function to allow System-wide consistency in the governance of these
entities. The proposed Rules also incorporate any existing internal foundations into an
institution's development board or an appropriate advisory council, thereby eliminating
the need for a separate Rule concerning internal foundations.
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Drafts of these proposed Rules were made available for review by the presidents and
chief development officers at all institutions and, as presented, incorporate input from
the institutions as well as various U. T. System offices.
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1. Title

Development Board of an Institution

2. Rule and Regulation

Sec. 1

Authorization. With the approval of the president of an
institution, the Vice Chancellor for External Relations, the
appropriate Executive Vice Chancellor, the Chancellor, and the
Board of Regents, any each institution may have a development
board dedicated to its own unique interests. Each-institution
development board shall work with the institution’s president
anell t.l'e el'.'EI deuelepmel At-officer-to-determine-Hs-role-n

Sec. 2 Purpose. An institution’s development board shall serve an
institution of the U. T. System by assisting in the development
plans and programs of the institution with an emphasis on
increasing private support.

Sec. 32 Composition efnstitution-DevelopmentBoard. The Unless

otherwise excepted, the institution’s development board shall

consist of members recommended and appointed by the

preS|dent of the |nst|tut|on w&h—ﬁa&l—m&qew—and—apprev&l—ef—the

Relations. Presidents of institutions shall adopt guidelines for
the appointment andferreappeintment of the members of the
institution’s development board. The guidelines shall make
clear each individual's term of office and the expectations and
responsibilities of membership. Consideration shall be directed
to appropriate balance in board membership, including eereerns
relating-te gender, ethnicity, range of experience, geographical
distribution, and the special needs of the institution and the
beard—Institutions-shall-Horward-an-aceurateroster-of
development board membership-te-the-Chanecellorviathe- Vice
Chancellorfor-External-Relations-annually. All terms shall
officially begin on September 1. Officialrosters-ef-board

barshin chall | intained in i i 1l )
Chancellorfor-External-Relations— The president of the

institution and-the-Chancellor{or-his-or-her-delegate) shall be an
ex officio members with voting privileges. Fhe-institution
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Sec. 4

Governance and Bylaws. Consistent with the Regents’ Rules

Sec. 5

and Requlations, the president of each institution shall be

responsible for and have authority over the institution’s
development board. The institution’s president may appoint
from the development board’s membership a chair and such
other officers as appropriate or may choose to allow the
membership to elect such officers.

4.1  Model Bylaws. Subject to the approval of the president
of the institution, each development board shall adopt
bylaws for its internal governance that are consistent with
this Series and that substantially comply with model
bylaws developed by the Office of General Counsel.

Reporting Rosters and Expenses. Institutions shall annually

forward an accurate roster of the development board
membership to the Vice Chancellor for External Relations on a
designated date. In addition, each institution shall maintain
specifically identifiable accounts that document any
development board related revenues and expenses out of the
president’s office or other offices that support development
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board activities. These accounts must be identifiable in an
institution’s annual operating budget.

Sec. 6 Role of Internal Foundations. As used in this Series, the term
“internal foundation” means an entity created by resolution of
the Board of Regents of The University of Texas System for
certain development purposes. An internal foundation is part of
the organizational structure of either a development board or an
advisory council and functions as an administrative and
accounting mechanism that is employed to approach
prospective donors. Internal foundations are not encouraged
and shall not be established or maintained except with the
approval of the president of the institution, the Vice Chancellor
for External Relations, the appropriate Executive Vice
Chancellor, the Chancellor, and the Board of Regents.

Sec. 74 Speeial Campaigns.

7.1  Special Purpose Campaigns. From time to time, special
purpose campaigns for campus-specific objectives (for
example, a significant scholarship fund or faculty
endowment program) may be conducted;-with-er-without
the-assistance-of private-fund-raising-counsel approval by
the Board of Regents. Ne-such-campaigh-shall-be
authorized-or-undertaken-unti-the-campaign-has-been
approved-by-the Board-of Regents. However, special
purpose campaigns regarding prominent buildings and
programs as identified in Series 80307, must be
approved by the Board of Regents.

7.2 Comprehensive Capital Campaigns. All broad-scale,
institution-wide campaigns must be reviewed by the
appropriate Executive Vice Chancellor and the Vice
Chancellor for External Relations before campaign plans
are implemented and consultants retained. Other than
planning efforts necessary for appropriate review, no
such campaign shall be authorized or undertaken until it
is approved by the Board of Regents.

Sec. 85 Ex-Students’ Associations. Not withstanding the provisions

hereof conferring authority upon and placing responsibility with
the Chancellor for fund development and fund raising, it is
understood that ex-students' associations of the U. T. System
institutions may engage in fund raising for their own support
through dues and payments for memberships, both annual and
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Sec. 9

life. However, it is expected that no such ex-students'
association will sponsor or participate in any other organized
fund raising effort without first consulting with and gaining the
approval of the president of the institution and-the-Chanecellor.

Development Activity Reporting. Each institution shall

participate annually in the Voluntary Support of Education (VSE)
survey administered by the Council for Aid to Education (CAE)
and submit the resulting report to the institution’s president and
the Vice Chancellor for External Relations.
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1. Title

Advisory Councils of an Institution

2. Rule and Regulation

Sec. 1

Sec. 2

Establishment-and-Organization Authorization. With the

approval of the president of an institution, the Vice Chancellor
for External Relations, the appropriate Executive Vice
Chancellor, the Chancellor, and the Board of Regents, any
school, college, or other comparable teaching or research unit
may have an advisory council dedicated to its own unique

interests. Sueh—an An adwsory council I-S—FGS-EGHSI-blG—t—h—FGHg—h

prometion-ofsuppertforitsprograms for any subdivision or

small unit such as a department or unit within a college or
school requires specific approval of the president.

Purpose. An advisory council shall promote and support,

Sec. 32

including assistance in increasing private support, a particular
school, college, or other comparable teaching or research unit
with which the advisory council is affiliated in a manner
determined by the dean or the director of the school, college, or
research unit subject to the approval of the institution’s

president.

MembershipComposition. An advisory council shall consist of
members recommended by the dean or director of the school,

college, or other approved unit and appointed by the president

of the |nst|tut|on w&h—ﬁn&l—app#e\al—ef—the—membepsm

Presidents shall, in consultation with the dean or director of the
school, college, or other approved unit, adopt guidelines for the
appointment and/orreappointment of the members of the
institution's advisory council(s). The guidelines shall make clear
each individual's term of office and the expectations and
responsibilities of membership. Consideration shall be directed
to appropriate balance in advisory council membership,

including eencerns+elatingte gender, ethnicity, years of

involvement or experience with the college, school, or unit,
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Sec. 43

geographical distribution, and the special needs of the school,
college, or unit—nstitutions-shal-forward-accurate rostersof

ad%ew—eeuneﬂ—membe#sh&(—sﬂe—the—@haneeﬂemﬂa—th%e

year and the advisory council. All terms shall officially begin on
September 1. Official rosters of advisory council membership
shall-be-maintained-in-the Office-of the Vice Chancellorfor
External Relations: A dean or director shall be an ex-officio
member with voting privileges on the advisory council that
serves the school, college, or unit’'s advisory council he or she
administers. The president of the institution shall be an ex
officio member of with voting privileges of all the institution's
advisory councils.

Officers Governance and Bylaws. Consistent with the Regents’
Rules and Regqulations, the president of each institution shall be
responsible for and have authority over the institution’s advisory
council. An advisory council may will elect a chairman and such
other sueh-officers as are appropriate from among its

membership. The dean-or director,and-the president of the
)
|||_s|t|tut|s.|| o .In_sl o I|.e| delegate-shallbe-ex-oliicio-members

4.1  Model Bylaws. Subject to the approval of the president
of the institution, each advisory council shall adopt
bylaws for its internal governance that are consistent with
this Series and that substantially comply with model
bylaws developed by the Office of General Counsel.
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Sec. 5

Reporting and Budget. Institutions shall annually forward an

Sec. 6

accurate roster of all advisory council memberships to the Vice

Chancellor for External Relations on a designated date. Each
institution shall maintain specifically identifiable accounts that
document any advisory council related revenues and expenses
out of the dean'’s office or other offices that support advisory
council activities. These accounts must be identifiable in an
institution’s annual operating budget. An advisory council’s
budget shall be determined and approved through established
budget procedures.

Role of Internal Foundations. As used in this Series, the term

“internal foundation” means an internal development entity
created by resolution of the Board of Regents of The University
of Texas System for certain development purposes. An internal
foundation is part of an organizational structure of either a
development board or an advisory council and functions as an
administrative and accounting mechanism that is employed to
approach prospective donors. Internal foundations are not
encouraged and shall not be established or maintained except
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with the approval of the president of the institution, the Vice
Chancellor for External Relations, the appropriate Executive
Vice Chancellor, the Chancellor, and the Board of Regents.
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1— Title
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Date
| hehed
TS .

(SchoolofLaw) | 6l27/42

College-of Pharmacy 12/20/52

Department 3/28/52

Foundation 5/29/53

Sosial WorkFoundaton of he Schookof |
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Pate
Foundation Established
Communication- ou ||ela_ tion-oft-the
Selleell_el Gennnulme_ at|e|F| (Ilellllellb tlheF
Journalism-—established-H46/59) 13169
Graduate-School Foundation 3/26/76
| hool of Lil .
Foundation 6120169
College-of Liberal Arts Foundation #11/80
College-of-Natural-SeiencesFoundation 74480
- i il hoolof
Nursing 16/9/87
Longhorn Foundation 12/3/87
I . . ﬁ
M-DB-Andersonr-CancerCenter
I - - : F
i . . F T
Foundation 1/28/67
I . . F
Medical Branch-at Galveston
I . - F ical I
at-GalvestonFoundation 5lele¥
I . . F
atElRaso
I . . ﬁ i
Foundation 29/67
I : . ﬁ i
MinerFoundation 2/13/92
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Pate
Foundation Established
I . . F
at-bPallas
ool i TEY
I - . F
RPan—American
. 7]
. .
”'? UI |||ue|5|t_5, of Ie;_eas
Falcon-Athletic- Club-Foundation 5/41/95
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13. U.T. System Board of Regents: Approval of the University of Texas
Investment Management Company (UTIMCO) Board recommendations to
(a) amend Exhibit A of the Investment Policy Statements for the Permanent
University Fund (PUF), the General Endowment Fund (GEF), and the
Intermediate Term Fund (ITF) related to the adoption of a new benchmark
for the hedge fund asset class, effective January 1, 2006, for the PUF and
the GEF, and effective February 1, 2006, for the ITF; and (b) restate and
republish the hedge fund benchmark performance for the period
January through April 2006

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in the
recommendation of the Board of Directors of The University of Texas Investment
Management Company (UTIMCO) that the U. T. System Board of Regents approve the
adoption of a new benchmark for the Hedge Fund asset class, which requires amending
Exhibit A of the Investment Policy Statements for each of the Permanent University
Fund (PUF), the General Endowment Fund (GEF), and the Intermediate Term

Fund (ITF) and approve restatement and republication of the corresponding benchmark
performance of the MSCI Investable Hedge Fund Index. Amendments to Exhibit A are
detailed in the following:

a. PUF Exhibit A (See Page 46)
b. GEF Exhibit A (See Page 47)

C. ITF Exhibit A (See Page 48)

BACKGROUND INFORMATION

The current benchmarks for the PUF and GEF were adopted by the U. T. System Board
of Regents on August 11 and made effective September 1, 2005. The benchmarks for
the ITF approved by the U. T. System Board of Regents on February 9, 2006, were
made effective as of July 1, 2006. The benchmarks for the directional hedge funds and
the absolute return hedge funds were composites of Standard & Poor's (S&P)
"investable" hedge fund indices.

The integrity and reliability of these indices have been called into question since the
investment manager, PlusFunds, had disputed dealings with Refco in late 2005 and
subsequently filed for bankruptcy in early 2006. On June 28, 2006, S&P announced
that due to the diminishing number of managed accounts and their distribution in the
index as of July 1, 2006, the S&P hedge fund indices would not be representative of the
broad range of strategies that hedge funds employ and therefore would no longer be
published. The S&P has not published final numbers for May 2006, and therefore,
preliminary numbers that were reported for May cannot be verified.
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Due to the elimination of the S&P benchmark, a replacement benchmark is required.
Therefore, UTIMCO staff conducted a thorough review of alternative benchmark
solutions for the portfolio and recommended a new benchmark, the MSCI Investable
Hedge Fund Index, to be used for both the Directional Hedge Funds and the Absolute
Return Hedge Funds. On July 13, 2006, the UTIMCO Board approved use of the
proposed MSCI Investable Hedge Fund Index.

The UTIMCO Board approved the effective date for the new benchmark as

January 1, 2006, for the PUF and GEF and February 1, 2006, for the ITF.

January 1, 2006 is recommended as the effective date for the new benchmark because
this date approximately coincides with Refco's claim against PlusFunds, the catalyst
that created the disruptive developments surrounding the S&P investable indices.

Items | and Il on Pages 49 - 50 demonstrate the effect of the retroactive change for the
period January through April 2006 as a reduction in the PUF and GEF hedge fund asset
class benchmark performance of -0.06%. The effect of the retroactive change for this
four-month period on the policy portfolio benchmark performance for the PUF and GEF
is a reduction of -0.02%.

Item Il on Page 51 demonstrates the effect of the retroactive change for the ITF's
hedge fund asset class benchmark performance for the period February through
April 2006 as a reduction of -0.34%. The effect on the ITF policy portfolio benchmark
performance for this three-month period is a reduction of -0.08%.

The hedge fund benchmark performance reported from January 1 through

April 30, 2006, is not an "error" as defined by the U. T. System Investment Performance
Reporting Error Correction Policy (approved July 8, 2005) since it was not misstated,
miscalculated, or presented incorrectly. The policy does provide, however, that the

U. T. System Board of Regents will make the final determination concerning whether a
proposed restatement and republication should be made in cases where a benchmark
is replaced for reasons other than an actual error. The restatement relates to the hedge
fund benchmark only and does not affect actual investment performance.
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EXHIBIT A

PERMANENT UNIVERSITY FUND
POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Percent of Portfolio
(%0)
Policy Policy
Asset Category Targets Ranges Benchmarks
U.S. Equities 20.0 10 to 30 Russell 3000 Index
Global ex U.S. Equities 17.0 10 to 30
Non-U.S. Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 0to 10 dividends
Hedge Funds 25.0| 15to 27.5 | MSCI Investable Hedge Fund Index*
Directional Hedge Funds 10.0 5t0 15 Hedge Fund-lndexplus-50% S&P
Absolute Return Hedge Funds | 15.0 10 to 20 Driven Hedge Fund-Indexplus 33.3%-S&P.
Arbitrage Hedge Fund-lndex
Private Capital 15.0 510 15 Venture Economics’ Periodic IRR Index
Venture Capital 4.0 0to8
Private Equity 11.0 5to 15
Inflation Linked 13.0 5to 20
REITS 5.0 0 to 10 az\ngones Wilshire Real Estate Securities
" Combination index: 66.7% GSCI minus .5%
Commodities 3.0 0106 | s 33.3% DJ-AIG Commodity Index
TIPS 5.0 0to 10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
Liquidity Reserve 0.0 -1to 10 90 Day T-Bills
Unencumbered Cash
Temporary Cash Imbalance**
Net non-trading receivable
Expected Annual Return (%) 8.34 % of Target Risk
1 year Downside Deviation (%) | -7.6 Upper Risk Bound: 128%
1 year Downside Deviation (%)
Standard Deviation (%) 10.8 Lower Risk Bound: 749
1 year Downside Deviation (%) °

| *Effective date: January 1, 2006

| ** 3 trading days or less
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EXHIBIT A

GENERAL ENDOWMENT FUND
POLICY TARGETS, RANGES AND PERFORMANCE OBJECTIVES

Percent of Portfolio
(%0)
Policy Policy
Asset Category Targets Ranges Benchmarks
U.S. Equities 20.0 10 to 30 Russell 3000 Index
Global ex U.S. Equities 17.0 10 to 30
Non-U.S. Developed Equity 10.0 0to 30 MSCI EAFE Index with net dividends
. . MSCI Emerging Markets Index with net
Emerging Markets Equity 7.0 0to 10 dividends
Hedge Funds 25.0| 15to 27.5 | MSCI Investable Hedge Fund Index*
Directional Hedge Funds 10.0 5t0 15 Hedge Fund-lndexplus-50% S&P
Absolute Return Hedge Funds | 15.0 10 to 20 Driven Hedge Fund-Indexplus 33.3%-S&P.
Arbitrage Hedge Fund-lndex
Private Capital 15.0 510 15 Venture Economics’ Periodic IRR Index
Venture Capital 4.0 0to 8
Private Equity 11.0 5to 15
Inflation Linked 13.0 5to 20
REITS 5.0 0 to 10 IIZr):()j\gXJones Wilshire Real Estate Securities
" Combination index: 66.7% GSCI minus .5%
Commodities 3.0 0106 | s 33.3% DJ-AIG Commodity Index
TIPS 5.0 0to 10 Lehman Brothers US TIPS Index
Fixed Income: 10.0 5to 15 Lehman Brothers Aggregate Bond Index
Liquidity Reserve 0.0 -1to 10 90 Day T-Bills
Unencumbered Cash
Temporary Cash Imbalance**
Net non-trading receivable
Expected Annual Return (%) 8.34 % of Target Risk
1 year Downside Deviation (%) | -7.6 Upper Risk Bound: 128%
1 year Downside Deviation (%)
Standard Deviation (%) 10.8 Lower Risk Bound: 749
1 year Downside Deviation (%) °

| *Effective date: January 1, 2006

| ** 3 trading days or less
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EXHIBIT A

INTERMEDIATE TERM FUND
POLICY TARGETS, RANGES, AND PERFORMANCE OBJECTIVES

Asset Categories Percent of Policy (%) Benchmarks
Policy Policy
Targets Ranges
U.S. Equities 15 51020 Russell 3000 Index
Global ex U.S. Equities 10 0to15
Non - U.S. Developed 5 0to 10 MSCI EAFE Index with net dividends
Equity
Emerging Markets Equities 5 0to 10 MSCI Emerging Markets Index with net dividends
Hédge Funds 25 10to 27.5 MSCI Investable Hedge Fund Index*
Directional Hedge Funds 12,5 5to0 20
A\bsolute Return Hedge Funds 12.5 5t020
Inflation Linked 25 10to 35
REITS 10 0to 15 Dow Jones Wilshire Real Estate Securities Index
Commodities 5 0to 10 Combination Index: 66.7% GSCI minus .5% plus 33.3% DJ-
AIG Commodity Index
TIPS 10 5t0 15 Lehman Brothers US TIPS Index
Fixed Income 25 15to0 40 Lehman Brothers Aggregate Bond Index
Liquidity Reserve 0.0 -11t020 90 Day T-Bills
Unencumbered Cash
Temporary Cash
Imbalance* *
Net non-trading
receivable
Expected Annual Return (%) 7.08 % of Target Risk
1 year Downside Deviation (%) | -5.0 Upper Risk Bound:
. - 127%
1 year Downside Deviation (%)
Standard Deviation (%) 7.5 Lower Risk Bound: 69%
1 year Downside Deviation (%)

* Effective date: February 1, 2006

** 3trading daysor less
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14. U. T. System Board of Regents: Approval of Restated University of Texas
Investment Management Company (UTIMCO) Compensation Program

RECOMMENDATION

The University of Texas Investment Management Company (UTIMCO) Board of
Directors recommends that the U. T. System Board of Regents (Board) approve the
restated UTIMCO Compensation Program as set forth in congressional style on
Pages 59 - 96. The proposed revisions, approved by actions of the UTIMCO Board
of Directors on July 13, 2006, and July 25, 2006, amend and restate the UTIMCO
Compensation Program that was approved by the Board on September 28, 2004, to
be effective for the full Plan Year beginning July 1, 2006, except for specific provisions
required to be effective earlier by IRS Regulations.

BACKGROUND INFORMATION

UTIMCO originally adopted a compensation program effective September 1, 2000.

This program was amended and restated in its entirety effective September 1, 2004,
(the “Prior Plan”) for key investment and operations staff. The salaries and merit
bonuses for employees other than the key investment and operation staff are
determined by Corporation’s management in accordance with the Compensation
Committee Charter of the UTIMCO Board. The proposed FY 2007 UTIMCO budget on
Page 100 includes funding for a discretionary bonus program for employees not eligible
for the Compensation Program.

The Prior Compensation Plan included a two-part structure for determining annual
compensation, base salary, and an annual incentive plan. Changes to the Prior Plan
were approved by actions of the UTIMCO Board on July 13, 2006, and July 25, 2006,
and it has been restated in its entirety as the UTIMCO Compensation Program (the
“Compensation Program”). The effective date of the restatement is July 1, 2006, except
that the provisions relating to Section 409A of the Internal Revenue Code of 1986, as
amended are effective January 1, 2005, and the changes to Section 5.7 are effective
September 1, 2004.

Primary Substantive Changes
The most significant changes to the Prior Plan are

(1) change in Table 1 of Appendix C on Page 94 related to target and maximum
incentive award opportunities (percent of salary). The proposed changes to
Appendix C (see Item 12 on Page 58) increase the maximum potential
performance incentive award opportunities by approximately $1.6 million (39.9%)
to $5.619 million. FYO07 budgeted incentive award funding increased also by
39.9% ($569,000) as a result of the proposed changes. The budget estimates
that 50% of maximum potential incentive awards will be earned, of which 70%
will be paid in the current budget year (30% is deferred and paid over the three
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years following); however, if performance maximum thresholds are achieved,
incentive awards at the maximum potential are payable to eligible participants,
70% paid currently and 30% paid over three successive years.

(2) inclusion of the new Intermediate Term Fund (formed February 1, 2006) in the
basis for measuring entity performance and performance of the asset classes in
determining entitlement to awards

3) requirement of the distribution of nonvested deferred awards immediately after
they became vested due to the addition of Section 409A (409A) to the Internal
Revenue Code of 1986, as amended.

The remaining changes clarify operational provisions of the Compensation Program,
are necessary to conform or exempt the Compensation Program to/from 409A, and
are stylistic.

1. Intermediate Term Fund

The Prior Plan is amended to incorporate the Intermediate Term Fund (“ITF”) as a
measure of entity performance and asset class performance effective July 1, 2006. For
the entity performance portion, the actual total return of the ITF is measured against the
ITF policy portfolio benchmark. For purposes of entity performance, the performance of
the total endowment assets is weighted at 85%, and the performance of the ITF is
weighted at 15%. The weighting was determined by calculating the approximate
percentage of the ITF assets compared to the total of the endowment funds and ITF.
Until June 30, 2009, instead of a three-year historical period, the performance of the ITF
will be measured based on the actual number of years it is part of the Compensation
Program. The benchmarks and performance standards for measuring the ITF are
outlined in Table 4 that has been inserted as Appendix D in the Compensation Program
(Pages 95 - 96).

Summary of Changes Related to Intermediate Term Fund
a. Section 5.8, Performance Measurement Standards, is amended to add
provisions relative to the 15% weighting of the ITF to measure entity performance.

b. Section 5.9, Modification of Performance Standards for Newly Hired
Employees. The title of this section is changed to Modifications of Measurement Period
for Measuring Equity and Asset Class Performance Goals and stylistic changes have
been made. Section 5.9(a) is added regarding the measure that will be used for the ITF
until three years of historical data is available.

C. Section 8, Definition of Terms. Section 8.1, Asset Class Performance
and Section 8.8, Entity Performance, definitions are updated to include references to
the ITF. Section 8.10 adds the definition of ITF. Section 8.22 adds a definition of Policy
Portfolio Return as the benchmark return for the ITF policy portfolio and is calculated by
summing the neutrally weighted index returns (percentage weight for each asset class
multiplied by the benchmark return for the asset class) for the various asset classes in
the Intermediate Term Fund portfolio for the Performance Period.
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2. Continued Investment with UTIMCO of Vested Awards/Compliance with
Internal Revenue Code Section 409A
On October 4, 2004, Congress amended the Internal Revenue Code of 1986, as
amended by adding Section 409A that requires changes in the operation and provisions
of most nonqualified deferred compensation plans. The Prior Plan falls within the
definition of a nonqualified deferred compensation plan for purposes of 409A. The
new rules were effective January 1, 2005, and as of that date, nonqualified deferred
compensation plans (with a few exceptions) must be operated in compliance with 409A
or face significant adverse federal income tax consequences. Failure to comply with
409A subjects plan participants to a penalty tax equal to 20% of the amounts deferred
plus interest. Plan administrators, however, have until December 31, 2006, to amend
plan documents to comply with the new law.

Because of the change in law, it was necessary to delete the provision in the Prior Plan
that had been added on September 1, 2004, that permitted participants to continue to
invest with UTIMCO their Nonvested Deferred Awards after the award became vested
(and continue to be credited or debited for the net returns of the endowment assets)
(the “Vested Award”). Continued investment with UTIMCO of the Vested Award would
have violated the 409A rules relating to permissible payment times for nonqualified
deferred compensation. Because counsel for UTIMCO and U. T. System were aware
that amendments to the Prior Plan might be needed to delete this provision at the time
the Prior Plan was rolled out to employees, this option was never made available to
employees and no employees had Vested Awards that would have been eligible for
continued investment with UTIMCO. As such, the deletion of the provision is made
effective September 1, 2004, the effective date of the Prior Plan. As amended, all
Nonvested Deferred Awards will be distributed to participants upon vesting as provided
in the original plan in effect from September 1, 2000 to August 31, 2004.

Other provisions of the Prior Plan also required modification to conform to 409A or,
alternatively, to exempt the plan from the 409A rules. These provisions are proposed
to be effective January 1, 2005.

Proposed regulations pertaining to 409A were issued by the IRS in 2005 and the IRS is
expected to issue final regulations in September 2006. All plan documents must be
amended to conform to the new law by December 31, 2006. Although final guidance
has not yet been issued, it is the opinion of UTIMCO counsel and U. T. System counsel
that changes beyond those incorporated into the Compensation Program to conform to
the new law are unlikely.
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Summary of Changes related to Internal Revenue Code Section 409A

a. Section 5.6, Form and Timing of Payouts of Performance Incentive
Awards. A deadline for distribution of Performance Incentive Awards has
been added to conform to the definition of short-term deferrals in 409A
and is intended to exempt the Compensation Program from the provisions
of 409A.

b. Section 5.7, Nonvested Deferred Awards. Section 5.7(c)-(e) regarding
Vested Deferred Awards has been deleted to eliminate the option
permitting continued investment of Awards even after the award is vested
as required by 409A. Section 5.7(b)(4) adds a deadline for distribution of
Vested Awards to conform to the definition of short-term deferrals in 409A
and is intended to exempt the Compensation Program from the provisions
of 409A.

C. Section 5.10, Termination Provisions. Section 5.10(a) provision regarding
distribution of Vested Deferred Awards is deleted because the provisions
regarding continued investment of Vested Deferred Awards were deleted
to comply with 409A. Section 5.10(c) regarding payment of Nonvested
Deferred Awards due to death or disability has been amended to add a
deadline for distribution of such awards to conform to the definition of
short-term deferrals in 409A and is intended to exempt the Compensation
Program from the provisions of 409A. Section 5.10(d), language is added
to clarify that Nonvested Deferred Awards will continue to vest and be paid
as provided in the Compensation Program when a Participant is out on a
Compensation Committee-approved leave of absence.

d. Section 8, Definition of Terms. Section 8.5, definition of “disability” has
been added to conform to the definition required by 409A.

Additional Changes

1. Title. Language has been added on the cover page to identify the restatement of
the Compensation Program: “Restated effective July 1, 2006".

2. Table of Contents. The Table of Contents has been adjusted to conform to new
Compensation Program format.

3. Section 1, Program Structure. The title of this section has changed to
“Compensation Program Structure and Effective Date.” The first paragraph has been
added to clarify the purposes of the two sections of the Compensation Program, the
base salary portion and the annual performance incentive plan portion. The second
paragraph, relocated from Section 5.1(b), has been added explaining the effective date
of the original and restated Compensation Program.
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4. Section 3, Total Compensation Program Philosophy. Stylistic changes have
been made in this section.

5. Section 4, Base Salary Administration. Section 4.2 has been amended to
provide that the base salary for the President and CEO will be determined by the
UTIMCO Board and the base salary of all other eligible employees will be determined
by the UTIMCO Compensation Committee. Stylistic changes have also been made in
this section.

6. Section 5, Performance Incentive Plan.

Section 5.1(b) has been moved to Section 1, with a modification to address the
restated Compensation Program.

Section 5.3, Eligibility and Participation. The Compensation Program is modified
to clarify how positions become approved eligible positions annually and how
participants filling the eligible positions are reported each year to the UTIMCO Board for
approval. UTIMCO staff has been updating the eligible positions each year for UTIMCO
Board approval and has been providing the UTIMCO Board with the individuals filling
the eligible positions for approval. The modified language explains the steps that
UTIMCO staff is already performing to keep the UTIMCO Board apprised of the eligible
positions and the participants. Also, the time period in which the UTIMCO Board will
approve the eligible positions and designate the participants was changed from 60 days
after the start of the performance period to 90 days after the start of the performance
period, a revision which was approved by the UTIMCO Board on September 14, 2005.

Section 5.4, Performance Goals. Stylistic revisions and cross-references have
been added. In Section 5.4(d), the Compensation Program is amended to permit the
UTIMCO Compensation Committee to adjust the assigned weighting for a performance
goal upon a determination that weighting is inappropriate for a participant because of
his or her length of service, tenure in position, or prior work experience and to provide
that weightings for the Performance Goals for each Performance Period are subject to
approval by the UTIMCO Board.

Section 5.5, Incentive Award Opportunity Levels and Performance Incentive
Awards. Section 5.5(a) is amended to clarify that the incentive award opportunity is
determined by the UTIMCO Compensation Committee for the eligible position rather
than for the participant, subject to approval by the UTIMCO Board. Section 5.5(b) is
revised to remove Table 1 to Appendix C and provide that it will be revised each
Performance Period as soon as administratively practicable after the relevant
information (e.g., eligible positions, weightings, incentive award opportunities for each
eligible position) is approved by the UTIMCO Board. Section 5.5(e) is revised to
reference Appendix A, which outlines the methodology for calculating Incentive Award
Opportunities and Performance Incentive Awards (prior reference contained in
Section 5.5(f)) and provide that Performance Incentive Awards will be interpolated in a
linear fashion between threshold and target as well as between target and maximum.
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Section 5.5(f) is amended to add that the Performance Incentive Award calculations
submitted to the UTIMCO Compensation Committee for review will be based on
certification of its advisors. Section 5.5(g), miscellaneous stylistic revisions were made.

Section 5.7, Nonvested Deferred Awards. Section 5.7(a)-(b) is clarified regarding
the creation and crediting of a hypothetical account on UTIMCOQO'’s books for each
participant for the Nonvested Deferred Awards and provides for the forfeiture of the
Nonvested Deferred Award if the participant is not employed by UTIMCO on the date
the Nonvested Deferred Award would be credited to the participant’s account.

Section 5.8, Performance Measurement Standards. The table in this Section 5.8
is identified as Table 2 for the period 7/1/04 through 8/31/05. Table 3 is added to
identify benchmarks for each asset class as well as threshold, target, and maximum
performance standards for the Performance Period 9/1/05 through 6/30/06. Language
is added to provide that similar information for the Performance Period beginning
July 1, 2006, will be set forth in Table 4, which is attached as Appendix D and that
revised tables for future Performance Periods will be updated as soon as
administratively practicable after the benchmarks and standards are set and will be
attached as Appendix D.

Section 5.10, Termination Provisions. Section 5.10(e) is added to clarify how an
award is calculated and prorated when a participant ceases to be a participant prior to
the end of a Performance Period.

7. Section 6, Plan Authority and Responsibility. The title of this section is changed
to Compensation Program Authority and Responsibility. Section headers have been
added to provide clarification. Section 6.2 has been amended to provide that in addition
to the powers necessary or advisable to administer the Compensation Program, the
UTIMCO Board has all powers specifically vested in the Compensation Program plan
document necessitating deletion of Sections 6.2(3) and (4) because these powers are
already stated in other sections of the plan document or have been vested in the
UTIMCO Compensation Committee.

8. Section 7, Performance Incentive Plan Interpretation. The title of this section is
changed to Compensation Program Interpretation and “Plan” is replaced by
“Compensation Program” throughout this section to conform to the change in title.
Section 7.3, Recordkeeping and Reporting, incorporates a revision approved by the
UTIMCO Board on September 14, 2005, to be effective September 1, 2005, changing
the responsibility for the review of relative performance data and calculations from the
investment consultant to UTIMCO's external auditor. Section 7.9 is amended to clarify
the effect of the restatement of the Compensation Program on the Prior Plan.

9. Section 8, Definition of Terms. Section 8.16, Definition of Peer Group, is
amended to incorporate a definition of peer group, approved by the UTIMCO Board on
September 14, 2005.
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10.  Appendix A. Appendix A is changed to reflect the calculation of awards
considering the Intermediate Term Fund and updated tables.

11. Appendix B. Stylistic changes have been made.

12.  Appendix C. Appendix C is added to include Table 1 of updated eligible
positions, weightings, and incentive award opportunities for each eligible position for the
Performance Period beginning July 1, 2006. Under the Prior Plan, the maximum bonus
calculated based on current eligible participants is $4,016,000; under the restated Plan,
the maximum bonus potential calculated based on current eligible participants is
$5,619,000. This is an increase of 39.9% and a total budget impact of $569,089 or
1.1%, based on 70% payout of an estimated 50% potential earned.

13. Appendix D. Appendix D is added to include Table 4, Benchmarks for Asset
Class, Threshold, Target, and Maximum Performance Standards for Performance
Periods beginning on or after July 1, 2006, and Performance Standards for Intermediate
Term Fund for Performance Periods beginning on or after July 1, 2006.
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1. COMPENSATION PROGRAM STRUCTURE_AND EFFECTIVE
DATE

The UTIMCO Compensation Program (“Compensation Program” or “Plan’) consists of
two elements;: base salary and an annual incentive plan (the “Performance Incentive Plan”
er~Plan”):

Base Performance Total
Salary Incentive Compensation

The base salary portion of the Compensation Program sets forth a structure and
idelines for establishing an justing th lari f kev investment an ration

staff employees. The Performance Incentive Plan portion of the Compensation
Program sets forth the criteria for calculating and receiving annual incentive awar

for key investment and operations staff who are eligible Participants in the
Performance Incentive Plan. Provisions of the Compensation Program relating solely
to the base salary portion of the Compensation Program are described in Section 4.
Provisions of the Compensation Program relating solely to the Performance Incentive
Plan portion of the Compensation Program are described in Section 5. Sections 1, 2, 3,
6, 7, and 8 of the Compensation Program relate t th th lar rtion and th

Performance Incentive Plan portion except where otherwise specified in _any such
Section.

Effective Date: The original Compensation Program was effectiv tember 1, 2000.
It was amended and restated in its entirety effective September 1, 2004. This

ment amen nd restates th mpensation Program with an “Effective Date” of
July 1, 2006, except that (i) provisions of the Performance Incentive Plan relating to
the further deferral of Nonvested Deferred Awar fter th me_vested ar
eliminated effective September 1, 2004, and (ii) provisions of the Performance
Incentive Plan that ar let r modified t nform to, or exempt the plan
from, section 409A of the Internal Revenue Code (Sections 5.6(a), 5.7(b)(4), 5.10(c), and

8.5) are effective January 1, 2005.
2. COMPENSATION PROGRAM OBJECTIVES

UTIMCO’s Compensation Program serves a number of objectives:

= To attract and retain key investment and operations staff of outstanding competence
and ability.

= To encourage key investment staff to develop a strong commitment to the
performance of the assets for which UTIMCO has been delegated investment
responsibility.

= To motivate key investment staff to focus on maximizing real, long-term returns for
all funds managed by UTIMCO while assuming appropriate levels of risk.
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= To facilitate teamwork so that members of UTIMCO operate as a cohesive group.

3. TOTAL COMPENSATION PROGRAM PHILOSOPHY

UTIMCO aspires to attract and retain high caliber employees from nationally recognized
peer institutions and the investment management community in general. UTIMCO strives to
provide a total compensation program that is competitive nationally, with the elements of
compensation evaluated relative to comparably sized Universityuniversity endowments,
foundations, in-house managed pension funds, and for-profit investment management firms
with a similar investment philosophy (e.g., externally managed funds).

UTIMCQO’s total Compensation Program is positioned against the competitive market as
follows:

= Base salaries are targeted at the market median (e.g., 50th percentile).

= Target total compensation (salary plus target Incentive Award Opportunity) is
positioned at the market median.

=  Maximum total compensation (salary plus maximum Incentive Award Opportunity)
is targeted at the market 75th percentile if performance is outstanding. (For this
purpose, 0 is the lowest point and 100 is the highest.)

Although base salaries, as well as target and maximum total compensation, have a targeted
positioning relative to market, an individual employee’s actual total compensation may vary
from the targeted positioning based on the individual’s experience, education, knowledge,
skills, and performance as well as UTIMCQO’s investment performance as described in this
document. Except as provided in SectionSections 5.8_and 5.9 for purposes of determining
the length of historical performance, base salaries and Incentive Award Opportunities (as
well as the actual Performance Incentive Awards) are not determined based on seniority at
UTIMCO.

4. BASE SALARY ADMINISTRATION
4.1. Salary Structure

(@) Base salaries are administered through a Salary Structure as set forth in this
Section 4.1. Each employment position has its own salary range, with the
midpoint set approximately equal to the market median base salary for
employment positions with similar job content and level of responsibility. In
most cases, the salary range will be from 20% below the midpoint to 20%
above the midpoint.

(b) The salary range midpoints will be determined by the Compensation
Committee based on consultation with an outside compensation consultant
and with UTIMCO management.  Salary range midpoints for key
management, investment, and operations positions will be updated at least
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every three years based on a salary benchmarking study conducted by a
qualified compensation consultant selected by the Compensation Committee.
In years in which the Compensation Committee does not commission a
formal salary survey, the base salary midpoints may be adjusted at the
Compensation Committee’s discretion based on expected annual salary
structure adjustments as reported in one or more published compensation
planning surveys.

4.2. Salary Adjustments

(@)

(b)

Individual-employees™base—salaries—areThe base salary of the President
and CEOQ is determined by the Board,_and the base salaries of the other

key investment and operations employees are determined by the
Compensation Committee. Base salaries will be set within the salary range
for each employment position. An individual’s base salary within the range
may be higher or lower than the salary range midpoint based on his or her
level of experience, education, knowledge, skills, and performance. On an
exception basis, the Board may set individual base salaries outside of the
salary range if an individual either substantially exceeds or does not meet all
of the market criteria for a particular position (e.g., recent promotion).

Individuals may receive an annual adjustment (increase or decrease) of their
base salaries at the discretion of the Compensation Committee or, in the
case of the President and CEO, at the discretion of the Board. Base salary
adjustments, if any, will be determined based on each PRarticipantindividual
employee’s experience, education, knowledge, skills, and performance.
Employees are not guaranteed an annual salary increase.
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5. PERFORMANCE INCENTIVE PLAN

5.1. Purpose of the Performance Incentive Plan and-EffectiveDate

{a)—The purpose of the Performance Incentive Plan is to provide an—annual

Performance Incentive AwardAwards to eligible Participants based on specific

objective criteria relative to UTIMCQO’s and each Participant’s performance. The
primary objectives of the Performance Incentive Plan are outlined in Section 2.

5.2. Performance Period

(@) For purposes of the Performance Incentive Plan, the “Performance Period”
begins on July 1 of each year and ends the following June 30.

(b) Except as otherwise provided under SectionSections 5.8 and Seetien-5.9,
performance for agach year in the historical performance period will be
measured between July 1 and the following June 30 of the applicable year for
gauging achievement of the Entity and Asset Class Performance Goals.

5.3. Eligibility and Participation

(@ Each employee (and-only—such—an—-employee)-wheof UTIMCO will be a
“Participant” in the Performance Incentive Plan for a Performance
Period if (and only if) he or she is_both (i) employed by UTIMCO in an
employment position that is designated as an “Eligible Position” for that
Performance Period and (ii) selected by the Board as eligible to participate
in the Performance Incentive Plan will-become—a—Participant"for that
Performance Period. “Eligible Positions” for a Performance Period
include senior management, investment staff, and other key positions as
dete#mmed—frem—ﬁme%%medeagnated by the Pre3|dent and CEO—sub}eet

Wl%hm—the—mst—égﬂayts and aggroved b¥ the Board as Ellglble Posmon
for that Performance Period. An employment position that is an Eligible

Position _in_one Performance Peri is_not automatically an Eligibl
Position in_any subsequent Performance Period, and each Eligible
Position_must nfirm r_reconfirm the Boar ing _an
“Eligible Position” for the applicable Performance Period. Similarly, an
mpl who is eligible t rticipate in the Performance Plan in on

Performance Period is not automatically eligible to participate in any
subsequent Performance Period (notwithstanding that such employee
may be emploved in an Eligible Position in that subsequent Performance
Period), and each employee must be designated or redesignated by the
Board as being eligible to participate in the Performance Incentive Plan
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(b)

(©

for the applicable Performance Period. The Board will confirm the
Eligible Positions an ignate the eligible empl who will m

Participants for a Performance Period within the first 90 days of the
Performance Peri r, if later n ministratively feasible after
the start of the Performance Period. The Board in its discretion may also
desrgnate the emgloxment Qosmon of a neWIy hired or promoted employee

in—any—serbseqeem—rlerfermanee—lleriod n “Eligible P iti n”
ignat h newly hir r_promot mpl ligibl

participate in the Performance Incentive Plan for a Performance Period
r remainder of a Performance Peri within f h hir

Qromotion or, if later, as soon as administratively feasible after such hire
r_promotion. A list of Eligible Positions for the—2004/2005each

Performance Period is set forth en-thetable—in-Section-55(b)—in Table 1,
which is attach Appendix Table 1 will revi h

Performance Period to set forth the Eligible Positions for that
Performan Peri n ministrativel racti I fter

confirmation of such Eligible Positions by the Board for such
Performance Peri n h revi Table 1 will ttach

Appendix C.

An employee in an Eligible Position who has been selected by the Board to
participate in the Performance Incentive Plan will become a Participant
the-Plan-on the latestlater of (i) the date he or she is employed in an Eligible
Position;_or (ii) the date he or she is selected by the Board to participate in

the Performance Incentive Planor(i)-any-taterdate-as-designated-by-the
Board; provided, however, that an-employee-may-not-commenceparticipation
. | | firct | o luring the | i he of

PerformancePeriodthe Board in its discretion may designate any earlier
or later date (but not earlier than such employee’s date of hire and not
later _than such employee’s date of termination of employment) upon
which such employee will become a Participant, and such employee will
instead become a Participant on such earlier or later date. The

preceding notwithstanding, except when compelling individual
circumstances justify a shorter period of time and such circumstances are

recorded in the minutes of a meeting of the Board—H, an employee may not
commence participation in the Performance Incentive Plan and first
become a Participant during the last six months of any Performance Period,
and, if an employee has—beenis selected by the Board to participate in the
Performance Incentive Plan or becomes employed in an Eligible Position
during_the last six_months of any Performance Period, participation of
such employee in the_Performance Incentive Plan will be delayed until the
first day of the next Performance Period (assuming such employee is
employed by UTIMCO in an Eligible Position on such date).

An employee will cease to be a Participant in the Performance Incentive
Plan on the earliest to occur of: (i) the date such employee is no longer
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(d)

employed in an Eligible Position; (ii) the date of termination of such
employee’s employment with UTIMCO for any reason (including voluntary
and involuntary termination, death, and disability); (iii) the date of
termination of the Performance Incentive Plan; (iv) the date such employee
commences a leave of absence; (v) the date such employee begins
participation in any other UTIMCO incentive program; (vi) the date the
Board designates that such employee’s employment position is not an

Eligible Position_(or fails to designate the employee’s employment
position as an Eligible Position with respect to a Performance Period); or

(vii) any date designated by the Board as the date on which such employee is
no longer a Participant.

Except as provided in Sections 5.10(b), (c), and (d), only individuals who
are Participants on the last day of a Performance Period are eligible to
receive Performance Incentive Awards under the Performance Incentive Plan
for that Performance Period.

5.4. Performance Goals

(@)

(b)

Within the first 60 days of each Performance Period, the President and CEO
will recommend goals (“Performance Goals”) for each Participant (other than
the Performance Goals for the President and CEO, which are determined as
provided in Section 5.4(c), and the Performance Goals for employees who are
hired or promoted later during a Performance Period) subject to approval by
the Compensation Committee within the first 90 days of the Performance
Period. The President and CEO will also recommend Performance Goals for
employees who are hired or promoted during the Performance Period and
become Participants {at _the time those employees are designated as

Participants (with such Performance Goals subject to confirmation by the
Compensation Committee)—at—the—time—those—employees—are—designated-as
Participants_as soon as administratively feasible after such Performance
Goals are recommended).

There are three typescategories of Performance Goals:

(1) Entity Performance (ke—performance—of—the—Total—Endowment
Assetsdescribed in Section 5.8(a))

(2) Asset Class Performance (e-g—US—publicequity—international-equity;

privatecapitalfixed-inecomeete-described in Section 5.8(b))
(3) Individual Performance_(described in Section 5.8(c))

Except for the President and CEO, Individual Performance Goals will be
defined jointly by each Participant and his or her supervisor. These
Individual Performance Goals will be measurablemeasured and subject-te

approvalapproved by the President and CEO as-weH-assubje subject to approval
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5.5.

(©)

(d)

by the Compensation Committee. Individual Performance Goals may be
established in one or more of the following areas:

= Leadership
= |mplementation of operational goals
= Management of key strategic projects

= Effective utilization of human and financial resources

The President and CEQO’s Performance Goals will be determined and
approved by the Board.

Each Performance Goal is—assigned—a—wetght-as—tHustrated—in—thetable—in

Section—5-5(b),—which—shows—the—weightings—for each Eligible Position is
assigned a weight for the—2004/2005 Performance Period. For each

Performance Period, the Compensation Committee will approve (or adjust

as it deems appropriate) the weightings of the Performance Goals at the
same time it approves the Performance Goals. _The weightings for each

Eligible Position are set forth in Table 1, which is attached as Appendix
Table 1 will revi h Performance Period t t forth th

weightings for the Eligible Positions for that Performance Period as soon
ministrativel racti le after h weightin r rov

the Compensation Committee for such Performance Period.
Notwithstanding the identified weighting for an Eligible Position, th

Compensation Committee may adjust the weightings (up or down) for

Participant for Performan Peri where it nsiders th

assigned weighting for a Performance Goal to be inappropriate for such
Participant f his or her length of with UTIM hi

her tenure in the respective Eligible P03|t|on! or_his or her prior work
experience. The weightings for the Performance Goals for each

Performance Period are subject to approval by the Board.

Incentive Award Opportunity Levels and Performance Incentive Awards

(@)

(b)

At the beginning of each Performance Period, each ParticipantEligible
Position is assigned an “Incentive Award Opportunity” for each Performance

Goal—TFhe_for the Participants in that Eligible Position. Each Incentive
Award Opportunity is determined by the BeardCompensation Committee

(and subject to approval by the Board) and is expressed as a percentage of

base salary earned during the Performance Period. The Incentive Award
Opportunities include a threshold, target, and maximum award for achieving
commensurate levels of performance of the respective Performance Goal.

Incentive Award Opportunities for the—2004/2005each Performance Period

are set forth in the-foHewing-table-Table 1, which is attached as Appendix
C. Table 1 will be revised each Performance Period to set forth the
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(©)

(d)

(€)

(f)

Incentive Award Opportunities for that Performance Period as soon as
ministrativel racti | fter approval of the Incentive Awar

Opportunities by the Board for such Performance Period, and such
revised Table 1 will ttach ndix

Actual “Performance Incentive Awards” are the amounts that are actually
awarded to Participants for the respective Performance Period. Actual
Performance Incentive Awards will range from zero (if a Participant
performs below threshold on all Performance Goals) to the maximum
Incentive Award Opportunity (if a Participant performs at or above maximum
on all Performance Goals) depending on performance relative to objectives.
Awards are capped at maximum levels regardless of whether a Participant
exceeds the stated maximum Performance Goals.

Following the end of each Performance Period, the Compensation Committee
will review the actual performance of each Participant against the
Performance Goals of the respective Participant and determine the
Participant’s level of achievement of his or her Performance Goals. The
Compensation Committee will seek, and may rely on, the independent
confirmation of the level of Performance Goal achievement from an external
investment consultant to evaluate Entity Performance and Asset Class
Performance. The President and CEO will submit a written report to the
Compensation Committee, which documents the Participant’s performance
relative to the Participant’s Performance Goals set at the beginning of the
Performance Period, and upon which the Compensation Committee may rely
in evaluating the Participant’s performance. The Board will determine the
President and CEO’s level of achievement relative to the President and
CEQ’s Performance Goals.

Performance Incentive Awards will be calculated for each Participant based
on the percentage achieved of each Performance Goal, taking into account
the weightingweightings for the Participant’s Entity Performance, Asset
Class Performance, and Individual Performance Goals and each Participant’s

Incentive Award Opportunlty The Gempe#saﬂen—@emmﬁteewm—mwewau

methodolog;g for calculating Incentive Award Opportunities and
Performance Incentive Awards is presented on Appendix A.

Performance Incentive Awards will be interpolated in a linear fashion
between threshold and target as well as between target and maximum.

%mm&mmmmmmw%wnhm 150 da¥
following the end of a Performance Period, the Compensation

Committee will review all Performance Incentive Award calculations

based on the certification of its advisors, and make any changes it deems
appropriate. The Compensation Committee will _submit _its
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recommendations to the Board for approval. Subject to the provisions of
tion 7.1, the Board will rove Performance Incentive Awar

(@) {h)-Following the approval of a Performance Incentive Award;_by the Board
wi-promptly—netify, each Participant_will be notified as to the amount, if
any, of thehis or her Performance Incentive Award as well as the terms,
provisions, conditions, and limitations of the Nonvested Deferred Award;—

any_portion of such Performance Incentive Award.

5.6. Form and Timing of Payouts of Performance Incentive Awards

5.7.

Approved Performance Incentive Awards will be paid as follows:

(@)

(b)

Seventy percent of the Performance Incentive Award will be paid to the
Participant (“Paid Performance Incentive Award”) within 150 days of the
completion of the Performance Period_(and in no event later than the 15th
day of the third month following the later of (i) the last day of the
lendar r in which the Performance Incentive Award is determin
or (ii) the last day of the fiscal year of UTIMCO in which the

Performance Incentive Award is determined), and

Thirty percent of the Performance Incentive Award will be treated as a

“Nonvested Deferred Award” subject to the terms of Section 5.7 and paid in
accordance with that Section.

Nonvested Deferred Awards

(@)

Nenvested—Deferred—Awards—wil—be—credited—toFor each Performance
Period, a hypothetical account on UTIMCO’s books in—the—individual

Participants™names-(“Nonvested Deferred Award Account{s)=}-as”) will be
established for each Participant. As of the date that the corresponding Paid

Performance Incentive Awards—are—transmitted—to—Participants—For
eachAward is paid to the Participant, each Participant’s Nonvested

Deferred Award for a Performance Period—a_will be credited to his or her

Nonvested Deferred Award Account M#b&es%abmheel—fer—eaelceparuerp&m

fer—sueh—Perfermeeee—PeHed—establlshed for that Performance Perlod

provided, however, that, in the case of any Participant who is not

employed by UTIMCO on the date such Nonvested Deferred Award
would be so credited to his or her Nonvested Deferred Award Account
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(b)

such Nonvested Deferred Award will not be credited to such
Participant’s Nonvested Deferred Award A nt but will inst

forfeited. The Nonvested Deferred Award Accounts will be credited (or
debited) monthly with an amount equal to the net investment returns of the
Total Endowment Assets (“Net Returns”) for the month multiplied by the
balance of the respective Participant’s Nonvested Deferred Award
Account(s) as of the last day of the month. When the Nonvested Deferred
Award is initially credited to the Nonvested Deferred Award Account, the
Nonvested Deferred Award Account will be credited (or debited) with Net
Returns for the month of the initial credit of a Nonvested Deferred Award,
but the Net Returns will be prorated to reflect the number of days of the
month during which the amounts were credited to the Nonvested Deferred
Award Account. Participants are not entitled to their Nonvested Deferred
AwardsAward Accounts unless and until they become vested in those

nts in rdance with Section 5.7

Assuming and_contingent upon_continued employment with UTIMCO,
except as provided in Section 5.10(c), a_Participant will become vested in,

and entitled to payment of, his or her Nonvested Deferred AwardsAward
Account for each respective Performance Period will—vest—and-become

payable-according to the following schedule:

(1) On the first anniversary of the endlast day of the Performance Period
for which the Nonvested Deferred Award was earned, one third of the
Nenvested—Deferred—Award—Aceountamount then credited to the
Participant’s__Nonvested Deferred Award Account for that
Performance Period will be vested and paid to the Participant.

(2) On the second anniversary of the end of the Performance Period for
which the Nonvested Deferred Award was earned, one half of the

amount then credited to the Participant’s Nonvested Deferred Award
Account then-credited-to-theParticipantfor that Performance Period

will be vested and paid to the Participant.

(3) On the third anniversary of the end of the Performance Period for which
the Nonvested Deferred Award was earned, the remaining amount then
credited to the Participant’s Nonvested Deferred Award Account for

that Performance peried-then-credited-to-theParticipantPeriod will be

vested and paid to the Participant.
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(4) Nonvested Deferred Award Accounts payable under the above
paragraphs of this Section 5.7(b) will be paid as soon as

administratively practicable after the applicable portion of any
such Nonvested Deferred Award Account becomes vested and in no
event later than the 15th day of the third month following the later
of (i) the last day of the calendar vear in which the applicable
portion of such Nonvested Deferred Award Account becomes
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vested or (ii) the last day of the fiscal year of UTIMCO in which the
li I rtion of h Nonvested Deferred Award A nt

becomes vested.

5.8. Performance-StandardsPerformance Measurement Standards

(@) Entity Performance

1)

(2)

Q)

Entity Performance for purposes of the Performance Incentive Plan is
the performance of the Total Endowment Assets—Entlty—Pe#ermanee

hﬁteneal—pe#epmanee— weli hted at 85% and the Intermedlat
Term Fund (weighted at 15%).

The performance of the Total Endowment Assets is measured

based on the TEA’s performance relative to the Peer Group. The
Board’s chosen investment advisor will determine the performance of

the Peer Group annually for the Performance Period. Performance of

the Total Endowment Assets is measured net of fees, meaning
rformance is m r fter factoring in all administrativ

n
other fees incurred for managing the Total Endowment Assets. The
Board’s investment advisor will calculate a percentile rank for Entity
Performaneeth rforman f the Total Endowment A

relative to the Peer Group, with the 100" percentile representing the
highest rank, the 50" percentile representing the median, and the 0"
percentile representlng the Iowest rank. Ihteshetd—aw&rds—nnu—be

The performance of the Intermediate Term Fund will be measured

based on the performance of the ITF relative to the Policy Portfolio
Return (benchmark). The performance standards related to the

Intermediate Term Fund for the Performance Period beginning

July 1, 2006, are reflected in Table 4 on Appendix D. Performance
standards related to the ITF for each Performance Period

beginning after June 30, 2007, will be set forth on a revised table
for each such Performance Period and set forth on Appendix D as

soon _as administratively practicable after such standards are
determined. Performance of the Intermediate Term Fund is

measured net of fees, meaning performance is measured after
factoring in all administrative and other fees incurred for

managing the ITF.
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(4)

1)

Except as provided in Section 5.9, performance of the Total
Endowment Assets and the Intermediate Fund will m r

based on a three-year rolling historical performance of each such
fund.

(b) Asset Class Performance

Exeept-as—provided—in-subparagraphAsset Class Performance is the
performance of specific asset classes within the Total Endowment
Assets and the Intermediate Term Fun h li i

private capital, etc.) based on the standards set forth in this Section
5.8(b). Except as provided in paragraph (2) below and Section 5.9,

Asset Class Performance will be measured relative to the appropriate

benchmark based on 3three-year rolling historical performance.

Performance standards for each asset class will vary depending on the

ability to outperform the respective benchmark. TFhe—foHewing

tableTable 2 below identifies the benchmarks for each asset class as

well as threshold, target, and maXImum performance standards—
e A\A

for the Performance Perlods endlng June 30, 2003! 2004! and 200
incl lv 2 nd A t 2005. Tabl low identifi

the benchmarks for each asset class as well as threshold, target, and
maximum rforman tandar innin tember 1, 2

through the Performance Period ending June 30, 2006. The
nchmarks for h t cl well threshold, target

maximum performance standards for the Performance Period
beginning July 1, 2006, will be set forth in Table 4, which is
attached as Appendix D. The benchmarks for each asset class as
well as threshold, target, and maximum performance standards for
Performance Periods beginning after June 30, 2007, will be set
forth in a revised table for each such Performance Period as soon as
administratively practicable after such benchmarks and standards
are set, and such revised table will be attached as Appendix D.
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TABLE 2 (7/1/04 through 8/31/0

Policy Portfolio
Weights Performance Standards

Asset Class Benchmark (% of Portfolio)  Threshold Target Maximum
Entity: Peer goup Peer group (Endowments w/ >$ 1 B assets) n/a 40th %ile 60th %ile 75th %ile
US Public Equity Russell 3000 20.0% +0 bps +31 bps +62 bps
International Equity MSCI All Country World Index, Ex US 17.0% +0 bps +52.5 bps +105 bps
Fixed Income Lehman Brothers Aggregate Bond Index 10.0% +0 bps +12.5 bps +25 bps
Private Capital Roll up of Private Equity & Venture Capital 15.0%

Private Equity Venture Economics Private Equity Database - +0 bps +100 bps +200 bps

Venture Capital Venture Economics Venture Capital Database - +0 bps +112.5 bps +225 bps
Absolute Return Hedge Funds ~ 91-Day T-Bill 15.0% +300 bps +350 bps +400 bps
Equity Hedge Funds 91-Day T-Bill 10.0% +400 bps +465 bps +530 bps
Inflation Hedge Roll up of Commodities, TIPS & REITS 13.0%

Commodities Goldman Sachs Commodity Index 3.0% -100 bps -15 bps +0 bps

TIPS Lehman Brothers US TIPS Index 5.0% +0 bps +2.5 bps +5 bps

REITS Dow Jones Wishire Real Estate Securities Index 5.0% +0 bps +37.5 bps +75 bps
Cash 91-Day T-Bill 0.0% +0 bps +0 bps +0 bps
Short Intermediate Term Fund  SITF Policy Statement - +0 bps +5 bps +10 bps

TABLE 3 (9/1/05 through 6/30/06)

Policy Portfolio
Weights Performance Standards
Asset Class Benchmark (% of Portfolio) Threshold Target Maximum
Entity: Peer Group Peer group (Endowments w/>$1 B assets) n/a 40th %ile 60th %ile 75th %ile
US Public Equity Russell 3000 Index 20% +0 bps +31 bps +62 bps
Non-US Developed Equity MSCI EAFE Index with net dividends 10% +0 bps +37.5 bps +75 bps
Emerging Markets Equity MSCI Emerging Markets Index with net dividends 7% +0 bps +75 bps +150 bps
Directional Hedge Funds Combination index: 50% S&P Event-Driven Hedge 10% +0 bps +65 bps +130 bps
Fund Index plus 50% S&P Directional/Tactical
Hedge Fund Index
Absolute Return Hedge Funds Combination index: 66.7% S&P Event-Driven 15% +0 bps +50 bps +100 bps
Hedge Fund Index plus 33.3% S&P Arbitrage
Hedge Fund Index
Private Equity Custom Benchmark Created from Venture 11% +0 bps +103.5bps  +207 bps
Economics Database
Venture Capital Custom Benchmark Created from Venture 4% +0 bps +103.5bps  +207 bps
Economics Database
REITS Dow Jones Wilshire Real Estate Securities Index 5% +0 bps +37.5 bps +75 bps
Commodities Combination index: 66.7% Goldman Sachs 3% +0 bps +17.5 bps +35 bps
Commodity Index minus .5% plus 33.3% DJ-AIG
Commodity Index
TIPS Lehman Brothers US TIPS Index 5% +0 bps +2.5 bps +5 bps
Fixed Income Lehman Brothers Aggregate Bond Index 10% +0 bps +12.5 bps +25 bps
Cash 90 day t-bills 0% +0 bps +0 bps +0 bps
Short Intermediate Term Fund SITF Policy Statement - +0 bps +5 bps +10 bps

)

Performance for the private capital asset class is calculated differently
thanfrom other asset classes due to its longer investment horizon and
illiquidity of assets. Performance of the private capital asset class is
determined based on the performance of partnership commitments
made by the current private capital team since 2001 based on internal
rates of return (IRR’s) relative to the respective Venture Economics
benchmarks.
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59, Meckenbeon———o Doclononee Coodbene e Pleare e
EmployeesMadifications of Measurement Period for Measuring Equity and

(¢) Individual Performance

Individual Performance of each Participant will be measured based on that
ition

Participant’s performance of th ties of his or her employment
during the Performance Period.

Asset Class Performance Goals

Although generally Entity Performance and most Asset Class Performance are

measured based on three-year rolling historical performance, newly hired

Participants will be phased into the Performance Incentive Plan so that Entity
Performance and Asset Class Performance are measured over a period of time

consistent with each Participant’s tenure at UTIMCO. This provision ensures that

Participantsarea Participant is measured and rewarded over a period of time

consistent with the period during which theyhe or she influenced the performance
of the entity or a particular asset class. In the Performance Period in which a
Participant begins participation in the Performance Incentive Plan, the Entity
Performance and Asset Class Performance esmpenentcomponents of the Incentive
Award Opportunity will be based on one full year of historical performance (i.e., the
performance for the Performance Period during which the Participant commenced
Performance Incentive Plan participation). During a Participant’s second year of

Performance Incentive Plan participation, the Entity Performance and Asset Class
Performance eempenentcomponents of the Incentive Award Opportunity will be
based on two full years of historical performance. In the third year of a Participant’s
Performance Incentive Plan participation and beyond, the Entity and Asset Class
Performance eempenentcomponents of the Incentive Award Opportunity will be
based on the three full years of rolling historical performance. This provision will
apply to Participants who are eurrent-UTIMCO employees-and-were hired after July
1, 2001.

(a)

For purposes of measuring the Intermediate Term Fund component of
Entity _and Asset Class Performance, the three-year historical
performance cycle will not be utilized until the Intermediate Term Fund
has three years of historical performance as part of the Performance
Incentive Plan and, until that time, the actual years of historical

performance will be used as the measurement period. The Intermediate
Term Fund was formed on February 1, 2006, and is added as a

measurement of performance under the Performance Incentive Plan
effective July 1, 2006. Therefore, as of June 30, 2007, the ITF will have
one vear of historical performance that will be measured for purposes of
determining Equity and Asset Class Performance; as of June 30, 2008,
the ITF will have two consecutive years of historical performance that
will be measured for purposes of determining Equity and Asset Class
Performance; and as of June 30, 2009, and for each Performance Period

thereafter, three consecutive years of historical performance will be
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utilized for purposes of measuring the ITF prong of Equity and Asset
Class Performance.

5.10. Termination Provisions

()

(b)

(©

Except as otherwise provided in this Section 5.10, any Participant who ceases
to be a Participant (either because of termination of employment with
UTIMCO or for any other reason stated in Section 5.3(c)) prior to the end of
a Performance Period will not be eligible to receive payment of any
Performance Incentive Award for that or any subsequent Performance
Periods. In addition, a Participant will only continue to vest in Nonvested
Deferred Awards while he or she is employed with UTIMCO and will forfeit
any Nonvested Deferred Awards at termination of employment Wlth

If a Participant ceases to be a Participant in the_Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because his or
her employment position is no longer an Eligible Position (but such employee
continues to be employed with UTIMCO), such Participant’s Performance
Incentive Award for the current Performance Period, if any, will be
calculated on a prorated basis from the first day of the Performance Period to
the Performance Measurement Date immediately preceding or, if applicable,
coinciding with the date the Participant ceases to be in an Eligible Position,
and such individual will not be entitled to any Performance Incentive Awards
for any Performance Period thereafter (unless he or she again becomes a
Participant in accordance with Sections 5.3(a) and (b)). All Nonvested
Deferred Awards continue to vest and be paid subject to the provisions of
Section 5.7(b).

If a Participant ceases to be a Participant in the_Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because his or
her employment with UTIMCO terminates due to death or disabitity—{(as
defined-in-the-tnternal Revenue-Code-§22(e}{3))Disability, the Participant’s
Performance Incentive Award for the Performance Period in which
termination occurs will be paid at target on a prorated basis from the first day
of the Performance Period to the Performance Measurement Date
immediately preceding or, if applicable, coinciding with the date of the
Participant’s death or disabHityDisability, and such individual will not be
entitled to any Performance Incentive Awards for any Performance Period
thereafter (unless he or she again becomes a Participant in accordance with
Sections 5.3(a) and (b)). All Nonvested Deferred AwardsAward Accounts

will vest immediately and be paid_as soon as administratively practicable
after such termination and in no event later than the 15th day of the

third month following the later of (i) the last day of the calendar year in

which such termination occurs or (ii) the last day of the fiscal vear of
UTIMCO in_which such termination occurs. Payments under this
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(d)

provision will be made to the estate or designated beneficiaries of the
deceased Part|C|pant or to the dlsabled Part|C|pant as appllcable—m

If a Participant ceases to be a Participant in the Performance Incentive Plan
under Section 5.3(c) prior to the end of a Performance Period because he or
she commences a Compensation-Committee-approved-leave of absence, such
Participant’s Performance Incentive Award for the current Performance
Period, if any, will be calculated on a prorated basis from the first day of the
Performance Period to the Performance Measurement Date immediately
preceding or coinciding with the date the Participant commences such leave
of absence, and such individual will not be entitled to any Performance
Incentive Awards for any Performance Period thereafter (unless he or she
again becomes a Participant in accordance with Sections 5. 3(a) and (b)). All
Nonvested Deferred Awar ntinue to vest an i t to th

provisions of Section 5.7(b).

In_the case of any Participant who ceases to be a Participant in the
Performance Incentive Plan prior to the end of Performance Peri n

is entitled to a Performance Incentive Award or a prorated Performance
Incentive Awar nder thi tion 5.1 h Performance Incentiv

Award will be calculated at the time and in the manner provided in
tion 5.5 and Appendix A an id in accordance with tion 5.6 an

will not be calculated or paid prior to such time.

6. PEANCOMPENSATION PROGRAM AUTHORITY AND
RESPONSIBILITY

6.1. Board as Plan Administrator

{a)—Except as otherwise specifically provided in this Compensation Program with
respect to powers, duties, and obligations of the Compensation Committee, the
Compensation Program will be administered by the Board.

Powers of Board

{b}—The Board has all powers ifically vested herein
necessary or advisable to administer the PlanCompensation Program as it
determines in its discretion, including, without limitation, the authority to:

(1) Establish the conditions for the determination and payment of compensation
by establishing the provisions of the Performance Incentive Plan.
(2) Select the employees who are eligible to be Participants_in the Performance
Incentive Plan.
UTIMCO Compensation Program Page 17
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(3) {(5)Delegate to any other person, committee, or entity any of its ministerial
powers and/or duties under the PlanCompensation Program as long as any
such delegation is in writing and complies with the UTIMCO Bylaws.

7. PERFORMANCEANCENTHVEPEANCOMPENSATION PROGRAM
INTERPRETATION

7.1.

7.2.

Board Discretion

(@) Consistent with the provisions of the PlanCompensation Program, the
Board has the discretion to interpret the RPlanCompensation Program and
may from time to time adopt such rules and regulations that it may deem
advisable to carry out the PlanCompensation Program. All decisions made
by the Board in selecting the Participants approved to receive Performance
Incentive Awards, including the amount thereof, and in construing the
provisions of the Plan—erCompensation Program, including without
limitation the terms of any Performance Incentive Awards, are final and
binding on all Participants.

(b) Notwithstanding any provision of the PlanCompensation Program to the
contrary and subject to the requirementsrequirement that the approval of
Performance Incentive Awards that will result in an increase of 5% or more
in the total Performance Incentive Awards ealeulatingcalculated using the
methodology set out #on Appendix A must have the prior approval of the
U.T. System Board of Regents, the Board shal-havehas the discretion and
authority to make changes in the terms of the PlanCompensation Program
in determining a Participant’s eligibility for, or amount of, a Performance
Incentive Award for any Performance Period whenever it considers that
circumstances have occurred during the Performance Period so as to make
such changes appropriate in the opinion of the Board, provided, however,
that any such change shalwill not deprive or eliminate a—\/ested-Deferred
Awardan award of a Participant_after it has become vested and that such
circumstances are recorded in the minutes of a meeting of the Board.

Duration, Amendment, and Termination

The Board shal—havehas the right in its discretion to amend the
PlanCompensation Program or any portion thereof from time to time, to suspend
it for a specified period, or to terminate it entirely or any portion thereof.
However, if the Performance Incentive Plan is suspended or terminated during a
Performance Period, Participants will receive a prorated Performance Incentive
Award based on performance achieved and base salary earned through the
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Performance Measurement Date immediately preceding such suspension or
termination. The Plan—shalHCompensation Program will be in effect until
suspension or termination by the Board; provided, however, that if the Board so
determines at the time of any suspension or termination_of the Performance
Incentive Plan, Nonvested Deferred Awards credited to Participants’ Nonvested
Deferred Award Account(s) as of the effective date of such suspension or
termination will continue to be administered under the terms of the Performance
Incentive Plan after any suspension or termination, except as the Board otherwise
determines in its discretion at the time of such suspension or termination.

7.3. ReecerdKeepingRecordkeeping and Reporting

(@) All records for the Compensation Program shahlwill be maintained by the
Managing Director of Accounting, Finance, and Administration at UTIMCO.
Relative performance data and calculations shahlwill be reviewed by
UTIMCO’s external investment—eensultantauditor before Performance
Incentive Awards are finalized and approved by the Board.

(b) UTIMCO will provide all Participants with a comprehensive report of the
current value of their respective Nonvested and—\/ested-Deferred Award
Account balances, including a complete vesting status of those balances, on
at least a quarterly basis.

74 Continued Employment

Nothing in the adoption of this-Planthe Compensation Program or the awarding
of Performance Incentive Awards shalwill confer on any employee the right to
continued employment with UTIMCO or affect in any way the right of UTIMCO
to terminate his or her employment at any time.

+5—1.5. Non-transferability of Awards
Except for the rights of the estate or designated beneficiaries of Participants to
receive payments, as set forth herein, Performance Incentive Awards under the
PlanPerformance Incentive Plan, including both the Paid Performance
Incentive Award portion and the Nonvested Deferred Award portion, are non-
assignable and non-transferable and are not subject to anticipation, adjustment,
alienation, encumbrance, garnishment, attachment, or levy of any kind. The

preceding notwithstanding, the Plar—will—pay—a—Vested—Deferred

AwardCompensation Program will pay any portion of a Performance
Incentive Award that is or becomes vested in accordance with an order that

meets the requirements of a “qualified domestic relations order” as set forth in
Section 414(p) of the Internal Revenue Code and Section 206(d) of ERISA.

7#-6--1.6. Unfunded Liability

(@) Neither the establishment of this—Planthe Compensation Program, the
awardingaward of_any Performance Incentive Awards;—the—creation—of
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(b)

Nenvested-Deferred-Awards-Aeecounts, nor the creation of MestedNonvested
Deferred Awards Accounts shaHwill be deemed to create a trust. The Plan
shaHCompensation Program will constitute an unfunded, unsecured
liability of UTIMCO to make payments in accordance with the provisions of
the Plan—Compensation Program. Any amounts set aside by UTIMCO to
assist it in the payment of Performance Incentive Awards or other benefits
under the PlanCompensation Program, including without limitation,
amounts set aside to pay for Nonvested Deferred Awards—and—ested
Deferred-Awards—shaH, will be the assets of UTIMCO, and no Participant
shaHwill have any security or other interest in any assets of UTIMCO or the

U.T. System Board of Regents ef Fhe-University-of Fexas-System-by reason
of the PlanCompensation Program.

Nothing contained in the Plan-shaHCompensation Program will be deemed
to give any Participant, or any personal representative or beneficiary, any
interest or title to any specific property of UTIMCO or any right against
UTIMCO other than as set forth in the PlanCompensation Program.

++-1.7. Compliance with State and Federal Law

No portion of the Plan-shalHCompensation Program will be effective at any time
when such portion violates an applicable state or federal law, regulation, or
governmental order or directive.

7-8-1.8. Federal, State, and Local Tax and Other Deductions

All Performance Incentive Awards under the Plan-shalCompensation Program
will be subject to any deductions (1) for tax and withholding required by federal,
state, or local law at the time such tax and withholding is due (irrespective of
whether such Performance Incentive Award is deferred and not payable at such
time) and (2) for any and all amounts owed by the Participant to UTIMCO at the
time of payment of the Performance Incentive Award. UTIMCO shaHwill not be
obligated to advise an employee of the existence of the tax or the amount that
UTIMCO will be required to withhold.

+9-7.9. Prior Plan

(@)

(b)

Fro—Perosramen—mernin Pl el nl el Do s
Plan-Except as provided in the following paragraphs of this Section 7.9,

this restatement of the Compensation Program amends and supersedes
ny prior version of th mpensation Program (“Prior Plan™).

All nonvested deferred awards under thea Prior Plan will retain the vesting
schedule definedin effect under the Prior Plan—Hewever at the time such

wards were allocated to the r tive Participant’ nt. In all
other respects, as of the Effective Date, those nonvested deferred amounts
will (1) be credited or debited with the Net Returns over the remaining
deferral period in accordance with Section 5.7(a)—MNenvested—deferred
balanees-earned-under-the-PriorPlan-wit_and (2) be subject to the terms and
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set forth in this restated document.
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8. DEFINITION OF TERMS

8.1. Asset Class Performance is the performance of specific asset classes within the
Total Endowment Assets and the Intermediate Term Fund (such as US public
equity, private capital, etc.) based on the standards set forth in Section 5.8(b)(%).

8.2. Board is the UTIMCO Board of Directors.

8.3. Compensation Committee is the Compensation Committee of the UTIMCO
Board of Directors.

8.4. Compensation Program is defined in Section 1.

8.5. Disability means a condition whereby a Participant either (i) is unable to
engage in any substantial gainful activity by reason of a medicall
terminable physical or mental impairment that is expect ither to result

in death or to last for a continuous period of not less than 12 months or (ii) is,

n of a medicall terminable physical or mental impairment that i

expected to last for a continuous period of not less than 12 months, receiving
income replacement benefits for ri f not less than three months under

a disability plan maintained or contributed to by UTIMCO for the benefit of
ligible empl

S =

6. 8.5-Effective Date is defined in Section 5-1{b}.1.
8-6-Eligible Position is defined in Section 5.3(a).

8+—Entity Performance represents the performance of the Total Endowment
Assets and the Intermediate Term Fund (based on the measurement standards
set forth in Section 5.8(a)).

88— ncentive-Award-Opportunity-is-defined-in-Section-5.5(a)- Incentive Award
Opportunity is defined in Section 5.5(a).

8.10. Intermediate Term Fund or ITF is The University of Texas System (“U.T.
System™) Intermediate Term Fund established by the U.T. System Board of
Regents as a pooled fund for the collective investment of operating funds and
other intermediate and long-term funds held by the U.T. System institutions
and U.T. System Administration. Performance of the Intermediate Term
Fund is measured net of fees, meaning performance is measured after

factoring in all administrative and other fees incurred for managing the
Intermediate Term Fund.

Co
©

Co
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8.11. 8:9—Net Returns is the investment performance return of the Total Endowment
Assets, net of fees. Net of fees factors in all administrative and other fees for
managing the Total Endowment Assets. The net investment return will be
calculated as follows:

Permanent University Fund Beginning Net Asset Value XX  Permanent University Fund Net Investment Return
Total Endowment Beginning Net Asset Value

Plus

General Endowment Fund Beginning Net Asset Value XX  General Endowment Fund Net Investment Return
Total Endowment Beginning Net Asset Value

.12. 8:10—-Nonvested Deferred Award is defined in Section 5:6:5.6(b).

OO

Co

.13. 811 —Nonvested Deferred Award Account is defined in Section 5.7(a).

Co

14. 8:-12-Paid Performance Incentive Award is defined in Section 5.6(a).

co

.15. 8-13-Participant is defined in Section 5.3(a).

8.16. 8-14--Peer Group is a peer group of endowment funds maintained by the Board’s
external investment advisor that is eempesedcomprised of all endowment funds
with assets greater than $1 billion aton the beginninglast day of each of the three

immediately preceding Performance PeriedPeriods and-is set forth on Appendix
Bas-such-Appendix-B-is-amended-from-time-to-time—;_provided, however, that
Harvard University’s endowment fund, Yale University’s endowment fund, and
Total Endowment Assets are excluded from thispeergreupthe Peer Group. The

peer—groupPeer Group will be updated anrnually—at—the—beginning—of—each

Perfermance-Periedfrom time to time as deemed appropriate by the Board, and
Appendix B will be amended accordingly.

17. 845-Performance Goals are defined in Section 5.4.

co

co

18.

CO

8-16-Performance Incentive Award is the component of a Participant’s total
compensation that is based on specific performance goals and awarded as current
income or deferred at the end of a Performance Period in accordance with Section
5 and Appendix A.

OO

19. 8. 17-Performance Incentive Plan is as defined in Section 1 and described more

fully in Section 5.

8.20. 8-18-Performance Measurement Date is the close of the last business day of the
month.

21. 819-Performance Period is defined in Section 5.2.

co

co

.22. Policy Portfolio Return is the benchmark return for the Intermediate Term

Fund policy portfolio and is calculated by summing the neutrally weighted
index returns (percentage weight for each asset class multiplied by the

benchmark return for the asset class) for the various asset classes in the
Intermediate Term Fund portfolio for the Performance Period.
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8.23. 8:20-Prior Plan is the UTHMCOPerformance—Compensation—Plan—effective
September-1,-2000.defined in Section 7.9.

8.24. 8:21-Salary Structure is described in Section 4.1.

8.25. 8:22-Total Endowment Assets_.or TEA means the combination of the Permanent
University Fund and the General Endowment Fund, but does not include any other
endowment funds monitored by UTIMCO such as the Separately Invested Fund.
Performance of the Total Endowment Assets is measured net of fees, meaning
performance is measured after factoring in all administrative and other fees
incurred for managing the Total Endowment Assets.
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Appendix A
Ll ampmamenton Dpoapans
Performance Incentive Award Methodology
(for Performance Periods beginning on or after July 1, 2006)

l. Determine “Incentive Award Opportunities” for Each Participant?

1-Step 1. Identify the weights to be allocated to each of the three Performance Goals
for each Participant’s Eligible Position. The weights vary for each Eligible
Position each Performance Period and are set forth en-the-chart-in-Section

55(b)—FeFexancrple—fePtk}e—PFeslde¥H—aneLGE@ n Table 1 on Appendix
C for the applicable Performance Period. The total of the weights
to the three Performan Is must % for each
Particigant. For example, Table 1 on Appendix C ma¥ reflect for a
Performance Period for the President and CEQO that the weight
allocated to the Entity Performance Goal is 70%, the weight allocated to the
Asset Class Performance Goal is 0%, and the weight allocated to the

Individual Performance Goal is 30%. Fhe-tetal-efthe-weights-aseribed-to

2—Step 2. lIdentify the percentage of base salary for the Participant’s Eligible
Position that determines the Performance Incentive Award for achievement
of the Threshold, Target, and Maximum levels of the Performance Goals.
The percentages vary for each Eligible Position each Performance Period

and are set forth in the-chartin-Seetion-5-5(b)Table 1 on Appendix C for
the applicable Performance Period. For example, Table 1 on

Appendix C may show that for a Performance Period the applicable
percentages for determining the Performance Incentive Award for the

President and CEO isare 18% of his or her base salary for achievement of
Threshold level performance of all three Performance Goals, 90% of his or
her base salary for achievement of Target level performance of all three
Performance Goals, and 180% of his or her base salary for achievement of
Maximum level performance of all three Performance Goals.

3—Step 3. Calculate the dollar amount of the potential Threshold, Target, and
Maximum awards_(the “Incentive Awar rtunities”) for each
Participant by multiplying the Participant’s base salary for the Performance
Period by the applicable percentage #(from Step #2 above). For example,
assuming the President and CEO has a base salary of $450,000forthe
year495,000 for a Performance Period, based on the assumed

! These Incentive Award Opportunities represent amounts that each Participant will be awarded if he or
she achieves his or her Performance Goals at varying levels and are calculated at the beginning of each
Performance Period_or, if later, th h Participant commen rticipation in the Performan
Incentive Plan.
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Performance Incentive Award Methodology

percentages set forth in Step 2 above, the President and CEO will be
eligible for-an-award-of a total award of $81,00089,100 (18% of his or her

base salary) if he or she achieves Threshold level performance of all three
Performance Goals, $405,000445,500 (90% of his or her base salary) if he
or she achieves Target level performance of all three Performance Goals,
and $810,060891,000 (180% of his or her base salary) if he or she achieves
Maximum level performance of all three Performance Goals.

4-Step 4. Because a Participant may achieve different levels of performance in
different Performance Goals and be eligible for different levels of awards
for that achievement (e.g., he or she may achieve Target performance in the
Entity Performance Goal and be eligible to receive a Target award for that
goal and achieve Maximum performance in the Individual Performance
Goal and be eligible to receive a Maximum award for that Performance
Goal), it is necessary to determine the delarameunt-{the“Incentive Award
Opportunity>} of the Threshold, Target, and Maximum award for each

separate Performance Goal_(and, because achievement of the Equity
Performance Goal is determined in part by achievement of the Total
Endowment Assets and in part hievement of the Intermediat
Term Fund, a Threshold, Target, and Maximum Incentive Award

Opportunity separately for the TEA and the ITF must be determined).
This is done by multiplying the dollar amount of the Threshold, Target, and

Maximum awards for the performance of all three Performance Goals
calculated in Step #3 above for the Participant by the weight allocated for
that Participant to the particular Performance Goal—Fer—example—as

coborpnbaod e Slon S oo Lo Peocidonl e DT ol L ocpenion o

(and, further, by multiplying the
Incentive Award Opportunity for the Equity Performance by the
weight ascribed to achievement of the Total Endowment Assets (85%)

and by the weight ascribed to achievement of the Intermediate Term
Fund (15%)).

5-Step 5. After Step+#Steps 3 and 4 above isare performed for each of the three
levels of performance for each of the three Performance Goals, there will
be ninel2 different Incentive Award Opportunities for each Participant.
For example, for the President and CEO (based on a—Base—Salary—of

$450,000-for-the-year)—the-ninean assumed base salary of $495,000, the
assumed weights for the Performance Goals set forth in Step 1 above,

A2
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Performance Incentive Award Methodology

and the assumed percentages of base salary for the awards set forth in
Step 2 above), the 12 different Incentive Award Opportunities for
achievement of the Performance Goals for the Performance Period are as

follows:

Incentive Award Opportunities for President and CEO

n m lary of $4
Performance Goal AAeight Weight Threshold Level Target Level Maximum Level
Award Award Award
Entity (70%TEA v. Peer 5% (.85 x $56,70053,015 | $283,500265,07 | $567,000530,145
Group) .70) 3
Entity (ITE v. Policy 10.5% (.15 X $9,356 46,77 $93,555
Portfolio Return) .20)
Asset Class {0%) 0% $0 $0 $0
Individual {36% 30% $24.30026,730 $421;500 $243;000267,300
133,650

Total-{106%) 100% $81,00089,100 | $405,000445,50 | $816,000891,000

(18% of salary) 0 (180% of salary)

(90% of salary)
A3
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Performance Incentive Award Methodology

1. Calculate Performance Incentive Award for Each Participant

6——DetermineStep 6. ldentify the achievement percentagespercentiles or
achieved basis points that divide the Threshold, Target, and Maximum

levels for each Performance Goal. These divisions are-set-ferth-in-the-chart
-Seection-5-8(b)}{1)-for_the level of achievement of the Entity and Asset
Class Performance Goals—Fer—examper—as—s—hewn—en—the—ehaFP

uader—that—llamelpan{—s—mvesmqem—een#el are set forth in the table for
the applicable Performance Period (i.e., Table 2, Table 3, Table 4, or

later table set forth on Appendix D, as applicable). The
measurement for the level of achievement (i.e., Threshold, Target, or
Maximum) for the Individual Performance Goal is initially determined each
Performance Period by the Participant’s supervisor, if any, and then is
approved (or adjusted) by the Compensation Committee as it deems
appropriate in its discretion. If the Participant has no supervisor, the
measurement for the level of achievement for the Individual Performance
Goal is determined each Performance Period by the Compensation
Committee._The Board will determine the President and CEQ’s level of
achievement relative to the President and CEQO’s Performance Goals.

7—Step 7. Determine the percentile or basis points achieved effor each ef-the
Performance GealsGoal for each Participant using the standards set forth in
Sections 5.5 and 5.8 of the PlanCompensation Program, as modified in
the case of new hires in Section 5.9. Determine the level of

achievement of each Participant’s Individual Performance Goal.




late the amount of h Participant’s award attri

Performan I identifving the Incentive Awar rtunit
amount for each Performance Goal (e.g., as assumed and set forth for
the President an EO in the table in St v mmensurat

with the Participant’s level of achievement for that Performance Goal
(determined in Steps 6 and 7 above). An award for achievement

percentiles in between the stated Threshold, Target, and Maximum levels is
determined by linear interpolation. For example, if the 5465th percentile

of the Total Endowment Assets portion of the Entity Performance Goal
has been achieved, #that percentile is between the Fhreshold{40Target
(60™ percentile) and the Farget{60Maximum (75" percentile) levels—Fo,

so_to determine the amount of the award attributable to a-54the 65"
percentile achievement_of the TEA portion of the Entity Performance
Goal, perform the following steps: (i) subtract the difference between the
dollar ameuntamounts of the Thresheld—and—Target_and Maximum
Incentive Award Opportunities for the Participant (e.g., for the President
and CEO, as illustrated in the abeve-table;_in Step 5, the difference is
$226,800($283,500-—$56,700265,072 ($530,145-$265,073)); (ii) d|V|de
145 (the percentile difference between the FhresholdTarget level of 4060"
percentile and the attained level of 5465™ percentile) by 2015 (the

percentile difference between the Fhreshold—level—and—the—Target
levehTarget level and Maximum level) to get the fraction 5/15 to

determine the pro rata portion of the difference between Target and
Maximum actually achieved; (iii) multiply the amount determined in the
preceding Step (i) by the percentagefraction determined in the preceding
Step (ii);($265,072 x 5/15 = $88,357); and (iv) add the amount determined
in the preceding Step (iii) to the—Thresheld_Target Incentive Award
Opportunity for the Participant to get the actual award for the Participant

attributable to each Performance Goal-_($88,357 + $265,073 = $353,430).

Step 9. In determining the award attributable to the Equity Performance
Goal, achievement of the Total Endowment Assets portion of the Entity
Performance Goal (and the commensurate award) is weighted at 85%
(and then multiplied by the weight assigned to the Entity Performance
Goal for the Participant), and achievement of the Intermediate Term
Fund portion of the Equity Performance Goal (and commensurate
award) is weighted at 15% (and then multiplied by the weight assigned
to the Entity Performance Goal for the Participant). For example,

assuming a base salary of $495,000, if the President and CEQO achieved
the Target level (60th percentile) of the Total Endowment Assets
portion of the Entity Performance Goal and achieved the Maximum
level (+65 bps) of the Intermediate Term Fund portion of the Entit

Performance Goal, he or she would have earned an award of $358,628
for his or her level of achievement of the Equity Performance Goal as
follows: $265,073 for Target level of achievement of the TEA portion of
the Equity Performance Goal (.85 x .70 x $445,500); plus $93,555 for
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Performance Incentive Award Methodology

Maximum level of achievement of the ITF portion of the Equity
Performan 1 (15 x.70x 891

10--Step 10. No award is given for an achievement percentile below Threshold, and
no award above the Maximum award is given for an achievement percentile

above the MaX|mum level. Fer—example—#—the%8 qeereenme@f—the%nmy

11— AddSt ] i justment in St
the awards determlned in Step—# tegs 8 and/erStep+# 9 above for each
Performance Goal (as modified by Step 10) together to determine the
total amount of the Participant’s Performance Incentive Award for the
Performance Period.

12. In_th f _any Participant wh m Participant in th
Performance Incentive Plan after the first day of the applicable
Performance Peri h Participant’s Performance Incentive Awar
determined in Step 11) will be prorated to reflect the actual portion of
the Performance Period in which he or she w. Participant. In th
case of a Participant who ceases to be a Participant prior to the end of

Performance Peri his or her entitlement to any Performan
Incentive Award is determined under Section 5.10 and, in the case of
h entitlement h Participant’s Performance Incentive Award, if

any, will be prorated and adjusted as provided in Section 5.10.
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ARPPENDIXAppendix B

UTIMCO PEER-GROUPPeer Group

Brown University

California Institute of
Technology

Case Western Reserve
University

Columbia University
Cornell University
Dartmouth College

Duke University

Emory University
Grinnell College

Johns Hopkins University

Massachusetts Institute of
Technology

New York University
Northwestern University

Ohio State University and
Foundation

Princeton University
Purdue University
Rice University
Stanford University

The Rockefeller University

The Texas A&M University
System and Foundations

UNC at Chapel Hill and
Foundations

University of California
University of Chicago
University of Michigan

University of Minnesota and
Foundation

University of Notre Dame
University of Pennsylvania
University of Pittsburgh
University of Rochester

University of Southern
California

University of Virginia
University of Washington
Vanderbilt University
Washington University
Wellesley College
Williams College

Source: Cambridge Associates. Represents University endowments (excluding Harvard, Yale, and
Total Endowment Assets) with total assets in excess of $1 billion as of each fiscal year end June
2003-2003, 2004, 2005.
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Appendix C

Eligible Positions
Weightings

Incentive Award Opportunities for each Eligible Position
for h Performance Peri

g



TABLE 1 (2005/2006 Performance Period)

Weighting
Asset Incentive Award Opportunity (% of Salary)
Eligible Position Entity Class Individual < Threshold Threshold Target Maximum
Investment Professionals
President, CEO & CIO 70% 0% 30% 0% 18% 90% 180%
Deputy CIO & MD of Marketable Alt. Invest. 40% 40% 20% 0% 13% 65% 130%
Risk Manager 70% 0% 30% 0% 12% 60% 120%
MD, Public Markets Invest. 20% 60% 20% 0% 12% 60% 120%
MD, Inflation Hedging Assets 20% 60% 20% 0% 12% 60% 120%
Co-MD, Non-Marketable Alt Inv (n=2) 30% 50% 20% 0% 12% 60% 120%
Manager of Operating Fund Investments 20% 60% 20% 0% 10% 50% 100%
Portfolio Manager, Equity Invest. 20% 60% 20% 0% 10% 50% 100%
Sr. Portfolio Mgr., Fixed Income Invest. 20% 60% 20% 0% 10% 50% 100%
Portfolio Manager, Fixed Income Invest. 20% 60% 20% 0% 10% 50% 100%
Analytical Support-Investment 20% 60% 20% 0% 5% 25% 50%
Analytical Support-Risk Management 70% 0% 30% 0% 5% 25% 50%
Operations/Support Professionals
MD, Accounting, Finance & Admin. 20% 0% 80% 0% 10% 50% 100%
MD, Information Technology 20% 0% 80% 0% 10% 50% 100%
Manager, Finance & Administration 20% 0% 80% 0% 5% 25% 50%
Manager, Investment Reporting 20% 0% 80% 0% 5% 25% 50%
Manager, Portfolio Accounting & Ops. 20% 0% 80% 0% 5% 25% 50%

UPDATED TABLE 1 (For the Performance Periods beginning after June 30, 2006)

Weighting
Asset Incentive Award Opportunity (% of Salary)
Eligible Position Entity Class Individual < Threshold Threshold Target Maximum
Investment Professionals
President, CEO & CIO 70% 0% 30% 0% 20% 100% 200%
Deputy CIO & MD of Marketable Alt. Invest. 40% 40% 20% 0% 18% 90% 190%
Risk Manager 70% 0% 30% 0% 18% 90% 190%
MD, Public Markets Invest. 20% 60% 20% 0% 18% 90% 190%
MD, Inflation Hedging Assets 20% 60% 20% 0% 18% 90% 190%
MD, Non-Marketable Alt Inv 30% 50% 20% 0% 18% 90% 190%
Sr. Portfolio Mgr., Fixed Income Invest. 20% 60% 20% 0% 10% 50% 140%
Portfolio Manager, Fixed Income Invest. 20% 60% 20% 0% 10% 50% 140%
Director, Public Markets 20% 60% 20% 0% 8% 40% 80%
Director, Marketable Alternative 20% 60% 20% 0% 8% 40% 80%
Director, Inflation Hedging Assets 20% 60% 20% 0% 8% 40% 80%
Director, Non-Marketable Alternative 20% 60% 20% 0% 8% 40% 80%
Director, Risk Management 70% 0% 30% 0% 8% 40% 80%
Associate, Public Markets 20% 60% 20% 0% 6% 30% 70%
Associate, Marketable Alternative 20% 60% 20% 0% 6% 30% 70%
Associate, Inflation Hedging Assets 20% 60% 20% 0% 6% 30% 70%
Associate, Non-Marketable Alternative 20% 20% 60% 0% 6% 30% 70%
Associate, Risk Management 70% 0% 30% 0% 6% 30% 70%
Analyst, Public Markets 20% 60% 20% 0% 6% 30% 50%
Analyst, Marketable Alternative 20% 60% 20% 0% 6% 30% 50%
Analyst, Inflation Hedging Assets 20% 60% 20% 0% 6% 30% 50%
Analyst, Non-Marketable Alternative 20% 20% 60% 0% 6% 30% 50%
Analyst, Risk Management 70% 0% 30% 0% 6% 30% 50%
Operations/Support Professionals
MD, Accounting, Finance & Admin. 20% 0% 80% 0% 10% 50% 140%
MD, Information Technology 20% 0% 80% 0% 10% 50% 140%
Manager, Finance & Administration 20% 0% 80% 0% 8% 40% 80%
Manager, Investment Reporting 20% 0% 80% 0% 8% 40% 80%
Manager, Portfolio Accounting & Ops. 20% 0% 80% 0% 8% 40% 80%
Manager, Client Services 20% 0% 80% 0% 8% 40% 80%
C-2




Appendix D

Benchmarks for Asset Class
Threshold, Target, and Maximum Performance Standards
(for Performance Periods beginning on or after July 1, 2006)

Performance Standards for Intermediate Term Fund
for Performance Peri inning on or after July 1, 2
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TABLE 4 (7/1/06 through 6/30/07)

Policy Portfolio Weights

Performance Standards

Total
Endowment ITF
Assets
IAsset Class Benchmark (% of Portfolio) (% of Portfolio) Threshold Target Maximum
Entity: Peer Group (Total Endowment Funds) Z:;rlg)"’“p (Endowments w/>$1 B nia nla 40th %ile  60th %ile 75th %ile
Entity: Benchmark (Intermediate Term Fund) Policy Portfolio n/a n/a +0 bps +32.5bps +65 bps
US Public Equity Russell 3000 Index 20% 15% +0 bps +31bps  +62 bps
Non-US Developed Equity MSCI EAFE Index with net dividends 10% 5% +0bps +37.5bps +75bps
Emerging Markets Equity MSCI Emerging Markets Index with net 7% 5% +0 bps +75bps  +150 bps
dividends
Directional Hedge Funds Combination index: 50% S&P Event- 10% 12.5% +0 bps +65 bps  +130 bps
Driven Hedge Fund Index plus 50%
S&P Directional/Tactical Hedge Fund
Index
/Absolute Return Hedge Funds Combination index: 66.7% S&P Event- 15% 12.5% +0 bps +50 bps  +100 bps
Driven Hedge Fund Index plus 33.3%
S&P Arbitrage Hedge Fund Index
Private Equity Custom Benchmark Created from 11% +0 bps +103.5 bps +207 bps
Venture Economics Database 0%
Venture Capital Custom Benchmark Created from 4% +0 bps +103.5 bps +207 bps
Venture Economics Database 0%
REITS Dow Jones Wilshire Real Estate 5% ) +0 bps +37.5bps +75bps
Securities Index 10%
Commodities Combination index: 66.7% Goldman 3% 5% +0 bps +17.5bps +35bps
Sachs Commodity Index minus .5%
plus 33.3% DJ-AIG Commodity Index
TIPS Lehman Brothers US TIPS Index 5% 10% +0bps +2.5bps  +5bps
Fixed Income Il_nedhegan Brothers Aggregate Bond 10% 25% +0 bps +12.5bps +25 bps
Cash 90 day t-bills 0% 0% +0 bps +0 bps +0 bps
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15. U. T. System Board of Regents: Approval of the Annual Budget, including
the capital expenditures budget, and Annual Fee and Allocation Schedule
for The University of Texas Investment Management Company (UTIMCO)

RECOMMENDATION

The University of Texas Investment Management Company (UTIMCO) Board of
Directors recommends that the U. T. System Board of Regents approve the proposed
Annual Budget as set forth on Page 100, the capital expenditures budget as set forth on
Page 103, and the Annual Fee and Allocation Schedule for the fiscal year ending
August 31, 2007, as set forth on Page 104.

BACKGROUND INFORMATION

A proposed Annual Budget of $56.7 million for Fiscal Year 2007 was approved by
actions of the UTIMCO Board on July 13, 2006, and July 25, 2006. The proposed
Budget is an increase of $8.1 million or 16.8% from the approved Fiscal Year 2006
Budget. The majority of the increase relates to a budgeted increase in external
management fees. The capital expenditures budget totaling $167,000 is presented
separately with the total Annual Budget. The proposed Budget includes increased
budgeting for incentive performance award opportunities approved by the UTIMCO
Board on July 25, 2006.

The proposed Annual Fee and Allocation Schedule on Page 104 allocates proposed
budgeted expenses among U. T. System funds, to be paid quarterly.

Background materials prepared by UTIMCO President, Chief Executive Officer, and
Chief Investment Officer Bob Boldt are on Pages 99 - 103.

The U. T. System Investment Oversight staff Fiscal Year 2007 UTIMCO Budget

Review is on Pages 105 - 119 and the Total Investment Management Cost Analysis
is on Pages 120 - 123.
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Budget materials prepared by
UTIMCO
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UTIMCO Budget Analysis and Recommendation

The Investment Management Services Agreement between the U. T. Board of Regents and
UTIMCO requires that UTIMCO submit its annual operating budget, capital budget and
management fee schedule to the Board of Regents for approval. The Total Operating Budget
consists of UTIMCO’s management fee (the UTIMCO Services Budget) plus the budget for the
direct expenses to the Funds, the Direct Funds Budget.

As indicated above, the UTIMCO related operating budget for management of the endowment and
operating funds is comprised of two distinct elements. The “UTIMCO Services Budget” provides
for all expenses directly associated with UTIMCO operations including staff compensation and
benefits, general operating expenses such as travel and computer equipment, office expenses,
and professional fees including general legal and accounting expenses. The “Direct Funds
Budget" provides for all expenses directly related to the external management of assets of the
endowment and operating funds. These expenses include external management fees, custodian
fees, analytical resources expenses, general consulting expenses (including Cambridge
Associates), and individual investment related legal and accounting expenses. The sum of the
UTIMCO Services Budget and the Direct Funds Budget equals the Total Budget for the August
2007 fiscal year. Fiscal year 2007's budget reflects a full year of expenses related to the
Intermediate Term Fund, the new investment pool created to manage U. T. System’s operating
funds.

UTIMCO management has direct control of the UTIMCO Services budget and expenses. The
Services budget is developed through a decentralized process with each Managing Director having
some level of budgetary responsibility. Actual expense performance relative to the budget is an
element of the qualitative performance compensation review for each Managing Director and
Manager at UTIMCO.

In contrast, because the Direct Funds expenses are affected significantly by price changes in the
capital markets and by the level of activity in external manager accounts operating under full
discretion, UTIMCO management has only limited control of the Direct Funds Budget and
expenses. UTIMCO control is limited to selecting the types of external managers to be hired
(active versus passive or partnership versus agency account, for example) and negotiating the best
and most advantageous contract terms. Although the performance of actual Direct Fund expenses
relative to budget is not a part of qualitative incentive compensation considerations for UTIMCO
management, because all Services and Direct Funds expenses reduce the net returns earned by
the endowment and operating funds, UTIMCO management has clear incentive to manage Direct
costs so as to maximize net investment returns. Note that this does not necessarily mean that
attempting to minimize Direct (or Services) costs is the best approach. What is important both to
UTIMCO management and the funds is maximizing net returns.

In addition, UTIMCO is required to submit annually its capital expenditures budget. This is a new
requirement added to the Master Investment Management Services Agreement between the U. T.
System Board of Regents and the UTIMCO Board of Directors. The amount of the capital
expenditures budget is included in the annual budget amount but is provided separately.
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On July 13, 2006, the UTIMCO Board of Directors unanimously approved the proposed UTIMCO'’s
2006-2007 Operating Budget, Capital Budget, and Management Fee Schedule, with the
acknowledgment that the bonus compensation of the UTIMCO Services Budget would be further
reviewed by the UTIMCO Board at a special called meeting. This special called meeting was held
July 25, 2006, and the proposed budget includes the effect of the UTIMCO Board's approval of the
bonus compensation at its July 25, 2006 meeting. These recommended Fiscal Year 2006-2007
UTIMCO Services and Direct Funds Budget totals are presented below:

Fiscal Year Fiscal Year
Budget Comparisons 2006-2007 2005-2006 Increase
Budget Budget (Decrease) | % Change
UTIMCO Services $ 13,272,068 | $ 11,434,302 | $ 1,837,766 16.1%
Direct Costs to Funds 43,419,269 37,111,691 6,307,578 17.0%
Total Proposed Budget $ 56,691,337 | % 48,545,993 $ 8,145,344 16.8%
As a Percent of Assets Managed 0.293% 0.277% 0.016%

With this overview of the recommended budgets, the following sections focus on the UTIMCO
Services and Direct Funds Budgets separately. In addition, a new section related to the capital
budget request is included.

UTIMCO Services Budget

The primary items affecting the increase in the UTIMCO Services budget are salary increases for
existing staff and new additions to the staff and lease costs.

Salary Increases for Existing Staff: UTIMCO’s compensation policy is to pay competitive base
salaries. Competitive base salaries are defined to be salaries within a plus or minus 20% band
centered on the market median salary for a similar position in an endowment fund or investment
management organization. UTIMCO's Compensation Committee selected Mercer Human
Resource Consulting (Mercer) as UTIMCO’s compensation consultant. The Compensation
Committee hired Mercer to provide competitive compensation information for key management,
investment, and operations positions based on a benchmarking study. Salary levels for other staff
positions are based on local competition in similar organizations. Overall staff salaries increased
by 4.6%. However, the Mercer survey indicated that potential incentive compensation at UTIMCO
lagged those of its competition, and adjustments were warranted. As a result of these
adjustments, budgeted incentive compensation increased 39.9% versus the calculations under the
prior plan. The Compensation Committee of the UTIMCO Board reviewed and approved the staff
salaries of the eligible compensation plan participants and potential incentive awards included in
the budget request. The UTIMCO Board considered and approved the recommended salary for
the President and Chief Executive Officer of UTIMCO.

-2-
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New Additions to Staff: Four new positions were added to the staff. Two staff positions are
being added to the Public Markets area. One is an analyst for assisting with the research,
analysis, and recommendation of active managers and investment ideas that will facilitate the
growth and success of the Intermediate Term Fund. The second position is a senior quantitative
analyst dedicated to specifically research, synthesize, and structure potential internally managed
investments on behalf of the U. T. endowments. Two additional staff positions are being added to
the Accounting, Finance and Administration area. One position is devoted to compliance. This
position was recommended by the U. T. System Audit Office and the duties and responsibilities
include updating of the investment risk assessment and testing, development and updating of
compliance policies, monitoring compliance of investment policies and investment guidelines, and
compliance with external manager contracts. These functions are currently performed by
accounting staff in addition to their full time accounting responsibilities. The second position is an
administrative assistant position to provide advance word processing and computer skills
necessary to prepare and maintain the various accounting and performance reports, including the
financial statements for the funds.

Although the budgeted headcount has increased substantially since the ebb in Fiscal Year 2000,
current and projected assets managed per staff are near the long term average indicated by the
dashed line in the figure below:

65 $700,000,000

55 $600,000,000
Average 50
Assets Managed
Per Staff

UTIMCO Staff Headcount

98-99 99-00 00-01 01-02  02-03 03-04 04-05 05-06  06-07

|- Budget BB Actual —O— Assets Per Budgeted Staff —O— Assets Per Actual Staff |

The increase in staff count from 2000 is due to two factors: first, 2000 was an artificially low starting
point, the staff was dangerously thin after the loss of the Private Capital team, necessitating a
multimillion dollar payment to Cambridge Associates to monitor existing investments; and second,
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our current high return potential, specialist structure requires both a more experienced and larger
team to monitor the more sophisticated investments we need to make to earn high value added
returns.

Lease Fees: Lease fees increased due to the lease costs in the new facility, where we had limited
lease costs in the current fiscal year because we negotiated free occupancy in the new lease
agreement.

Direct Funds Budget

The details of the Direct Funds Budget are shown below:

) Fiscal Year Fiscal Year
Direct Funds Budget 2006-2007 2005-2006 Increase

Budget Budget (Decrease) |% Change
External Base Management Fees $ 16,847,098 | $ 20,421,000 | $ (3,573,902) -17.5%
External Performance Management Fees 20,585,849 10,391,371 10,194,478 98.1%
Total External Management Fees 37,432,947 30,812,371 6,620,576 21.5%
Custodian Fees 1,260,072 2,356,175 (1,096,103) -46.5%
Performance Measurement 530,599 621,169 (90,570) -14.6%
Analytical Tools 386,700 289,570 97,130 33.5%
Risk Measurement 850,000 803,121 46,879 5.8%
Total Custodian and Analytical Costs 3,027,371 4,070,035 (1,042,664) _25 6%
Consultant Fees 1,356,000 1,100,000 256,000 23.3%
Auditing 205,000 213,920 (8,920) -4.2%
Controls Assessment (Sarbanes Oxley) 124,000 136,500 (12,500) -9.2%
Printing 182,250 150,665 31,585 21.0%
Bank fees - 6,000 (6,000) -100.0%
Legal Fees 985,000 555,000 430,000 77.5%
Background Searches & Other 106,700 67,200 39,500 58.8%
Total Other Expenses 2,958,950 2,229,285 729,665 32.7%
Total Direct Costs to Funds $ 43,419,267 ] $ 37,111690 | $ 6,307,576 172.0%

As a Percent of Average Assets 0.224% 0.211% 0.013%

As indicated earlier in the overview of the entire budget, the total Direct Funds Budget is expected
to expand 17.0% on a dollar basis and increase slightly as a percentage of Assets Managed.
Other key points to note:

The increase in the External Management fees of $6,620,576 is more than the total
increase of the direct costs. The increase is related to three factors: 1) The budgeted
amount has increase because of the ITF’s existence for the full budget year. The prior
budget only had a partial year estimate for these expenses; 2) With the departure of the
REITS Internal Manager, an external manager was hired, resulting in a management fee
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increase of approximately $2.4 million; and 3) The methodology of estimating the
performance-based external manager fees has been enhanced that results in a higher,
though more accurate, estimate of these performance fees.

A cost reduction of $1,042,664 has occurred in the Custodian and Analytical Costs.
Custodian fees and performance measurement fees decreased as a result of the
custodian service review and the pooling of the marketable alternative investments.

$729,665 or 12% of the increase in Total Other Expenses is mainly the result of two
factors: 1) Consultant fees increased due to the addition of a proposed Risk Consultant
and an advisor to the Marketable Alternatives Staff, and 2) Legal fees have increased as a
result of more complex transactions, increasing the cost per investment and the number of
investment opportunities has increased significantly.

Capital Expenditures Budget

The detail of the Capital Expenditures Budget is as follows:

Capital Expenditures for 2006-2007

Computer Server Replacements and Related Software Licenses $ 75,000
Staff Computer and Monitor Replacements 15,000
Phones and Related Equipment 6,000
Software License Upgrades (Primary SQL and Exchange) 10,000
Allowance for Office Artwork and Framing 15,000
Allowance for Computers - 4 new staff 16,000
Additional Furniture Purchases 30,000

Total Capital Expenditures $ 167,000

Allocation of Expenses Across Funds

The final step in the budgeting process is to equitably allocate the budgeted expenses across the
Funds. The UTIMCO Services Budget has traditionally been allocated on the basis of a
combination of relative asset value of the Funds and total staff time dedicated to the management
of each Fund. Budgeted expenses for 2006-2007 were allocated as follows: Permanent University
Fund 46%, Long Term Fund 28%, Permanent Health Fund 6%, and Intermediate Term Fund 20%.
These allocations are very similar to prior fiscal year allocations.

Direct Funds expenses are charged to each fund on the basis of costs actually incurred. Only
those Direct costs associated solely with the PUF, PHF, LTF, and ITF are charged against those
Funds.
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FY 2007 UTIMCO BUDGET REVIEW
. EXECUTIVE SUMMARY

NOTE: A material change to the budget that the BOR previewed at the July 13, 2006, joint
board meeting was approved by the UTIMCO Board and shared with Investment Oversight
staff on July 25, 2006. This review reflects the change that increased budgeted bonuses by
$569,000 (39.9% higher than presented on July 13, 2006; 61% higher than projected actual
bonuses in FY06).

The UTIMCO budget consists of UTIMCO Services and Direct Costs to Funds. (“Funds” refer to the
PUF, GEF and ITF). Table 1 below summarizes FY06 budget and projected actual expenses, and the
proposed FYO7 budget. Refer to Exhibit A for detailed FY06 and FY07 data and Exhibit C for five-
year trends for FY03-FYO07.

Table 1
UTIMCO FYO06 Projected Actual and FYO07 Budget Overview
FY06 FYo7
% Change $ Change | % Change | % Change
Projected vs FY06 vs FY06 vs FY06 vs FY06
$ Budget | $Actual * Budget $Budget | Projected | Projected Budget
UTIMCO Services 11,434,302 | 10,510,004 -8.1% 13,272,069 | 2,762,065 26.3% 16.1%
Direct Costs to Funds | 37,111,691 | 43,356,325 16.8% 43,419,269 62,943 0.1% 17.0%
Total Budget 48,545,993 | 53,866,329 11.0% 56,691,338 | 2,825,009 5.2% 16.8%

* Projections based on actual UTIMCO Services and Direct Costs to Funds expenses through May 31, 2006.

FYO06 Projected Actual versus Budget: UTIMCO estimates that actual FY06 expenses will be
approxmately $53.9 million or $5.3 million (11%) over the total budget of $48.5 million.
UTIMCO Services corporate expenses are projected to be under budget by $924k (8%), mainly
due to unfilled positions and reduced bonus expectations, offset by legal and professional fees
that exceed budget by about $160Kk.
= Direct Costs to Funds overall are projected to be over budget by $6.2 million (17%).
o External management and performance fees are projected to exceed the budget by more than
$7.4 million (24%).
o Direct legal costs are projected to be 38% over budget (170% over budget in FY05).
o Custodial, risk measurement, analytical and performance measurement costs, on the other
hand, are projected at almost $1.1 million under budget (27%).

FYO7 Proposed Budget: The proposed total UTIMCO budget for FY07 is $56.7 million, a 5%

increase from FY06 projected actual expenses overall and a 17% increase from FY06 budget.

= UTIMCO Services FY07 budget is an increase of 26% over FY06 projected actual expenses,
primarily due to increases in compensation, staffing costs, and lease expenses.

= Direct Costs to Funds in total are budgeted consistent with actual costs forecast for FY06.

= Total Compensation is budgeted to increase more than 31% from FYO06 projected actual, with
Bonus Compensation budgeted to increase almost 61%.

= Direct legal costs continue to escalate, budgeted to increase 29% over FYQ06 projected actual.

Centralized Management of Operating Funds: The new ITF launched centralized management of
operating funds on February 1, 2006, two months later than the budgeted December 1 start date, and
was fully invested within policy asset allocation ranges within one month. Economies of scale
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should be possible with approved asset allocation targets achieved. Refer to Exhibit B for a detailed

analysis of actual incremental costs for staff salaries and direct costs to funds.

= For the seven months of FY06, incremental costs are projected at $4.2 million, 43% lower than
the budgeted amount of $7.4 million. On an annualized basis, incremental costs would have been
approximately $7.3 million.

= FYO07 budgeted incremental costs of $7.4 million are estimated to be approximately 0.17% of
centralized operating funds (ITF and STF), not including incremental employee benefits or bonus
compensation related to additional staffing.

Lease expenses are lower in FY06 on a cash basis compared to prior fiscal years as a result of the 10
months of deferred rent credit provided by the landlord for the Frost lease during FY06. From FYQ07
forward, however, lease expenses will be significantly higher than in previous years.

Shift to Private Investments: The ongoing shift to complex private investments throughout the
portfolios is evidenced by escalating legal costs and third party management and performance fees.
Private investments throughout the portfolios require more due diligence, documentation, and
monitoring. (Refer to discussion of “Base and Performance Management Fees” on page 8.) External
management and performance fees will be further analyzed in a separate update of total costs.

Risk Management: Data from private investments for analysis in the risk model, particularly hedge
funds, is slower to materialize than anticipated. The FY07 budget contemplates increased expenses
for expanded contractual resources which should result in more complete risk measurement data.

UTIMCO Proposed Fee Schedule: UTIMCO Services expenses are allocated to U. T. System
Funds based on detailed “bottom up” analysis of staff time and specific costs; direct costs to funds
are paid directly by each fund as much as possible. The proposed formula for FY07 allocates 20% of
budgeted UTIMCO Services expenses to the ITF; the compensation program, on the other hand,
weights the ITF 15% for entity performance targets. At 0.09% of total assets as of February 28,
2006, UTIMCO Services expenses allocated to the ITF are the highest of the funds. For the full year
FY06, 15% of UTIMCO Services expenses were allocated to the ITF.

Distribution: Last fall $4 million in surplus UTIMCO corporate reserves were distributed back to
the U. T. System Funds. A review of the most recent UTIMCO balance sheet available as of this
writing (February 28, 2006) indicates that an additional distribution this year is not necessary.

1. Investment Management Total Costs

UTIMCO budgeted costs that are examined in this report include UTIMCO Services costs for
corporate operations and Direct Costs of
Sl Lol ManagemenF '!'otal Costs Funds, or fees and expenses paid directly by
FYO0S - $215 Million the funds for third party services. The chart
illustrates that the $44 million in UTIMCO

Diri%t[;m budgeted costs in FY05 represented only 21%
of the $215 million in actual total costs (1.25%
of average total assets under management).

UTIMCO

Services
5%

Investment management total costs are updated

External Fees separately in an addendum to this report.
Ne“ﬁzgom Partnership, hedge fund, mutual fund, and

Other Cost 270% other private investment fund fees and
er Costs

2%

3
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expenses are netted from reported investment results (net asset values). Since these expenses are not
paid directly by U. T. System Funds, they are not budgeted. These expenses in FY05 were 77% of
the investment management total costs. Other expenses budgeted by the U. T. System (2% of total
costs) are fees for education and endowment compliance (LTF only), investment oversight, and
internal audit.

I11.  FY 2007 Budget Trends Overview

UTIMCO proposes a total budget for FY07 of $56.7 million. The chart titled “FY 2007 UTIMCO
Budget Components” shows the

FY 2007 UTIMCO Budget Components breakdown of the total budget. The

$56.691 million UTIMCO Services operating budget

— accounts for 23% of the total, with

— er Directs Cfamgee,?sfaittlson personnel costs the largest component.

Csofzs lS%General Direct Costs to Funds inc_lude e?<ternal

Custodian & Operating management fees paid directly,

A”g'ytica' 3% custodial, consulting, legal, analytical,

fve Professional and other direct costs.  External

N Fees& management fees paid directly,

'”Sj[)/aume including related performance fees,

dominate the total budget (66%).

Lease & UTIMCO retains external managers

External Depreciation for 82% of the $20 billion in assets
Management/ 2% . . .

Foos I_% managed including operating funds, up

66% JTIMEO services from approximately 75% in June

2005, partly due to the shift to external
Direct Costs to Funds management of the REIT portfolio.

Table 2 shows the trend of Direct
Costs to Funds and UTIMCO Services costs as a percent of total funds under management, including
operating funds, since FY02. Active management of the centralized operating funds is resulting in
slightly higher relative costs as a percent of total assets beginning in FY06.

Table 2
UTIMCO Budgeted Investment Management Cost Trends ($ Millions)
Actual Projected| Budget
FY02 | FY03 | FY04 | FYO5 | FY06 | FYO07
Average Total Assets Under Management (AUM) * [ 13,716 | 14,034 | 15,470 | 17,245 | 20,185 | 21,187
% Change in AUM -8% 2% 10% 11% 17% 5%
UTIMCO Services 5.0 7.6 8.8 10.2 10.5 13.3
UTIMCO Services % of AUM 0.04% | 0.05% | 0.06% | 0.06% | 0.05% [ 0.06%
Direct Costs to Funds 20.1 16.0 25.5 33.8 43.4 43.4
Direct Costs to Funds % of AUM 0.15% | 0.11% | 0.16% | 0.20% | 0.21% [ 0.20%
Total Budgeted Costs 25.1 23.7 34.3 44.0 53.9 56.7
Total Budgeted Costs % of AUM 0.18% | 0.17% | 0.22% | 0.26% | 0.27% | 0.27%

* Total average funds managed were calculated for FY 2003-2005 using beginning and ending FY totals as of
August 31 and dividing by two. The averages for FY06 and FYQ7 are based on UTIMCO estimates.
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(AVA UTIMCO Services

FY06 UTIMCO Services are projected to be under budget by $760k excluding depreciation, and

$924k (8%) overall. Highlights are:
Three unfilled budgeted positions saved approximately $656k, and some positions (including the
Manager for Centralized Operating Funds) were filled at below budgeted salaries.

= Projected performance bonuses expect to save an additional $118k because one eligible position
remains unfilled and performance FY06 year-to-date (YTD) has not achieved budget
expectations.

= General operating, lease expense and insurance costs are consistent with budgeted amounts.

= Lease expenses are lower on a cash basis compared to prior fiscal years as a result of the 10
months of deferred rent credit provided by the landlord for the Frost lease during FY06.

= Professional fees (mainly legal) should exceed the budgeted amount by $160k.

= Depreciation is below budget by about $165k due to a change in prior year treatment of
anticipated deferred rent in budgeting for depreciation. Projected actual depreciation for FY06 is
in line with budgeted capital expenditures.

» FYO07 UTIMCO Services budget is more than 26% higher than projected FY06 actual expenses.

Staffing and Personnel Costs: Nearly 75% of the FY07 UTIMCO Services budget (18% of the total

budget) is directly related to personnel including employee benefits. Trends in staffing and total

compensation are shown in Table 3. Compensation since FYO03 has significantly outpaced both

growth in managed assets and the increase in number of employees:

=  UTIMCO staff has grown 51% from 37 in FY03 to a budgeted 56 in FY07, while funds managed
also increased 51%;

= Bonus compensation has increased 145% based on the FYO07 proposed budget;

= Total compensation has more than doubled in the aggregate;

= Average total compensation per employee has increased 34% to more than $150k budgeted in
FYO07; and

= Funds managed per employee is projected in FY07 to decline to the lowest level since FY03.

Table 3
UTIMCO Compensation and Headcount — FY03-FYO07

FY03 FY04 FY05 FY06 FY07 | Growth Rate

Actual Actual Actual | Projected [ Budget* | Since FY03
Employees 37 38 42 49 56 51%
AUM ($ millions) 14,034 15,470 17,245 20,185 21,187 51%
AUM per Employee 379,299 | 407,113 | 410,590 | 411,934 378,348 0%
Salaries and Wages 3,102,883 | 3,773,961 | 4,203,100 | 4,807,446 | 5,815,449 87%
Bonus Compensation 1,089,333 | 1,858,653 | 2,094,447 | 1,661,284 | 2,670,927 145%
Total Compensation 4,192,216 | 5,632,614 | 6,297,547 | 6,468,730 | 8,486,376 102%
Total Compensation per Employee 113,303 | 148,227 | 149,942 | 132,015 151,542 34%
Bonus as % of Salaries and Wages 35% 49% 50% 35% 46%
Bonus as % of Total Compensation 26% 33% 33% 26% 31%

* For FY0O7 bonus compensation, UTIMCO assumes 50% of the maximum incentive award opportunity will be
earned under UTIMCO’s compensation program, of which 70% is budgeted to be paid in the fiscal year. The
remaining 30% of bonuses earned in FYO7 would be deferred, budgeted, and paid over the next three fiscal years.
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Salaries and Wages are projected to be approximately $656k (12%) under budget in FY06 because of
delays in hiring and filling some positions at below budgeted salaries. Last year the budget was
based on staffing of 52 employees; actual staffing is projected to be 49 employees by fiscal year end
2006. Refer to Exhibit D for a list of the unfilled budgeted and proposed new positions for FY06 and
FYO07. Three budgeted, unfilled positions have been open since FYO05; one position (the portfolio
manager for REITS) is deleted from the FY07 budget.

The FY07 budget for total compensation represents 64% of the total UTIMCO Services budget and
proposes to increase $2.0 million (31%) to $8.5 million from a projected $6.5 million in FY06.
Salaries proposed in the FYO07 budget include increased salaries for three unfilled positions, four
proposed new positions (approximately 20% of the increase), and an average 4.6% base salary
increase for existing employees.

Actual bonuses paid for FY05 were on average 50% of salaries and wages, including positions not
filled. In FY06 UTIMCO budgeted for 35% of the incentive award opportunity to be paid under the
compensation program and 50% of discretionary bonuses for employees outside of the program.
Based on performance YTD, bonus compensation for FY06 (including deferred bonuses earned in
prior years and related investment income) is forecast to be $118k under budget and on average 35%
of salaries and wages.

For FY07 UTIMCO assumes 50% of the maximum incentive award opportunity will be earned by
eligible key employees (on average 46% of total salaries and wages), of which 70% is budgeted and
would be paid in the fiscal year. The remaining 30% of bonuses earned in FY07 would be deferred,
budgeted, and paid over the next three fiscal years. The FYO07 budget also includes $592k of
deferred bonuses earned by employees in prior years, related investment income, and nearly $112k
budgeted for a discretionary bonus pool up to 15% of salaries for employees not eligible to
participate in the formal incentive plan.

Employee Benefits budgeted for FYQ07 cost roughly 18% of proposed base compensation, which is
slightly lower than U. T. System Administration averages because of UTIMCQO’s higher average
salary levels. Employee Benefit costs are expected to be under budget in FY06 by $107k (11%) due
to unfilled existing positions. UTIMCO pays a portion of the cost of employee group health, dental,
life, short term disability, and long term disability insurance, and contributes on behalf of
participating employees to a 403(b) retirement savings plan. UTIMCO’s portion of Employee
Benefits costs is budgeted to increase 23% to $1.0 million in FYO7, reflecting higher costs for
existing staff and new employees. We have recommended that UTIMCO should evaluate whether
cost savings may be gained from participating in self-insured benefit plans like the U. T. System’s.

General Operating Expenses are on target with the budgeted amount for FY06 of $1.6 million. The
FY07 budget proposes a slight increase, primarily due to increased on-line data and contract services
and travel, offset by reduced recruiting and relocation expenses.

Lease Expense: UTIMCO’s move to 70% larger space in the Frost Bank Tower, with 14 months of
deferred rent starting in October 2005, reduced total lease expenses on a cash basis in FY06 to 49%
below FY05. The majority of the $308k projected actual lease expense in FY06 was for final months
of occupancy in the Chase building. At budgeted staffing of 56 employees in FYQ7, the space allows
an average of approximately 500 square feet per employee; however, the increase in leased space is
intended to accommodate staffing growth over the 11-year term of the lease.
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The Frost Bank lease is less expensive on a per square foot basis but more expensive on a dollar basis
than the previous Chase building lease due to the increase in leased space, higher parking expense,
and higher operating expenses passed through. Table 4 below illustrates that cost savings in FY06
will be offset by increased lease costs in FY07 and beyond. Lease expenses of $810k budgeted for
FYO07 (allowing for the final two months of deferred rent) are 163% higher than actual FY06
expenses and 35% higher than FY05 (54% higher on a full year basis).

Lease expense presented here on a cash basis excludes the accrual of amortization of $1.8 million in
deferred rent expense which will be amortized ratably over the life of the 132 month lease. Deferred
rent expense includes allowances for leasehold improvements and free rent that are expensed over
the life of the lease so that lease expense on an accrual basis will be the same each month.

Table 4
Lease Expense Analysis
Chase Frost Bank Tower
Actual / Projected FYO05 FYO06 FYO07 FYO08 FYO09 FY10 FY11
Parking Expense 62,362 71,500 | 90,600 93,318 96,118 99,001 101,971
Misc. Lease Expense* 4,432 3,775 4,500 4,500 4,500 4,500 4,500
Property Lease 362,010 150,838 | 425,409 493,274 493,274 493,274 493,274
Lease Operating Expense | 171,789 81,874 | 289,230 345431 355,794 366,468 377,462
Total 600,593 307,987 | 809,739 936,523 949,686 963,243 977,207

* Storage. Note also that parking and lease operating expenses are assumed to increase 3% annually, starting in FY08.

Capital Expenditures associated with the office move to the Frost Bank Tower were approximately
$2.7 million through FY06, of which $1.6 million was refunded by the landlord as an allowance for
leasehold improvements. Total capital expenditures budgeted for office relocation, including
information technology (IT) upgrades and a portion of leasehold improvements expenditures that
were incurred during the end of FY05, are projected to be approximately 14% under budget. Capital
expenditures of $1.4 million associated with the office move (excluding moving costs) and IT

planned upgrades, and related increases in depreciation of approximately $236k are explained in
Table 5.

Table 5
Capital Expenditures and Depreciation

Budget | Projected Budget

FYO06 FYO06 Variance| FYO07
Leasehold Improvements (net) 786,452 637,811 -19% 0
Furniture 485,000 499,461 3%|( 30,000
IT Upgrades 366,000 267,506 -27%| 137,000
Total Capital 1,637,452 | 1,404,778 -14%| 167,000
Change in Depreciation/amortization 264,900 235,771 -11%| 39,333
Total Depreciation/amortization 535,900 371,387 -31%| 410,720
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Projected depreciation expense for leasehold improvements and the purchase of new furniture and
equipment associated with the office move in FY06 is anticipated to be about 31% below budget
because of a change in prior year treatment of anticipated deferred rent in budgeting for depreciation.
The FYOQ7 budget adjusts for this change with $411k budgeted for depreciation, reflecting an increase
of $39k above projected FY06 to account for $167k in proposed capital expenditures, summarized in
Table 6. Total new furniture costs of nearly $530k average of nearly $9,500 per employee, and new
staff computers are budgeted at $4k each.

Table 6
Capital Budget FYQ07
Computer server replacements and related software licenses 75,000
Software license upgrades (primary SQL and exchange) 10,000
Staff computer and monitor replacements 15,000
Computers for four new staff 16,000
Phones and related equipment 6,000
Allowance for office artwork and framing 15,000
Furniture 30,000
Total Capital Budget $ 167,000

Professional Fees are expected to be $385k in FY06, 71% higher than the budgeted amount of
$225k. Compensation Consultant fees are projected at $65k from a budgeted $25k; and Accounting
Fees increased from a budgeted $25k to nearly $48k. Legal expenses are projected to be over budget
by $80k in FY06, and budgeted to decrease 24% in FY07 to $195k. (See discussion of “Legal
Expenses” below.) Total Professional Fees are budgeted to decrease 30% to a $270k in FY07.

V. Direct Costs to Funds

Direct Costs to Funds for FY06, including centralized management of operating funds, are projected
to be $43.4 million or 17% over a budgeted $37.1 million. The FYO07 budget will increase only
slightly (0.1%) from projected FY06 actual expenses.

Base and Performance Management Fees paid to external managers under agency agreements
represent approximately 86% of Direct Costs to Funds and continue to increase in both dollar terms
and as a percentage of assets. In FY06, these fees are expected to be approximately $38.2 million or
24% over a budgeted total of $30.8 million. REIT assets were shifted to third party management
upon the departure last year of UTIMCO’s REIT portfolio manager. As a result, an estimated $2.4
million in unanticipated base management fees were incurred for PUF and GEF REIT holdings. The
FYO7 budget includes approximately $4.6 million (not including performance fees) for external
management of REIT assets for all three funds.

Incremental external management fees for centralized operating funds were budgeted at an estimated
$5.7 million and are currently projected to be only $3.4 million, which means fees for the PUF and
GEF are over budget by nearly 40%. During the budget review last summer, UTIMCO projected
that FYQ5 direct external management costs would be $3.1 million (13%) over budget; actual costs
turned out to be $5.6 million (24%) over budget.

The 2% budgeted decrease in FY07 from the FY06 projected actual external management fees may
not be realistic, given the increase in actively managed assets with the ITF fully invested for a full
year in FY07 vs. seven months in FY06. Direct external management costs overall could level off,
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however, if assets continue to shift to private investments whose fees and expenses are netted from
asset values, not budgeted or paid directly.

Custodial and performance measurement costs have increased significantly since FY05 because
of daily valuations by the custodian and increasing assets. Due in part to more competitive fees as a
consequence of the RFP process, Mellon custodial fees in FY06 are projected to be $1.8 million, well
under a budgeted $2.4 million. The FYQ7 budget anticipates a further decrease of nearly 29% to $1.3
million. Performance measurement expenses in FY06, projected to be 15% below budget at $526k,
are budgeted in FYQ7 to increase slightly to a proposed $531Kk.

Timely independent verification of performance and asset allocation information and close
monitoring of internal derivative positions are critical to support UTIMCO's active management
style. Internal derivatives positions of approximately $5.575 billion gross-weighted (28% of all U. T.
System total assets as of April 30, 2006) require detailed reporting of underlying collateral and net
asset values to mark-to-market positions for accurate performance reporting and risk measurement.
To maintain minimal cash portfolio targets, accurate and timely trade (vs. settlement date) accounting
is also necessary to accurately clear and match all current trading activities.

Risk Management System expenses charged to the funds in FY06 are expected to be more than
55% ($444k) under budget. U. T. System oversight staff are concerned that FYO06 projected
expenditures are significantly lower than budgeted amounts because availability of data on holdings
of external hedge funds and other private investments has been delayed and still is not complete.

This area of analysis is critically important, especially given internal derivatives exposure and the
lack of transparency with hedge fund positions. In the absence of actual position data, UTIMCQO’s
risk model uses “proxies” to simulate the hedge fund and private capital components of the portfolio
risk profile. The recent demise of the S&P Hedge Fund Index highlights concerns about relying on
these benchmarks for risk assessment.

UTIMCO signed a 12-month contract for $250k with IFS (International Fund Systems) effective
October 1, 2005, and reported recently in Board materials that the contract is being renewed for an
annual fee of $400k for the risk management system. Additionally, IFS receives and analyzes
individual investment positions from some hedge fund managers and reports the risk factor exposures
to UTIMCO. IFS charges a fee of $15k per hedge fund annually for managers who agree to disclose
holdings to IFS ($7,500 for hedge funds already reporting to IFS). Some managers do report
holdings to IFS, but fees for analysis of individual hedge fund holdings have been delayed while IFS
completes the system configuration.

For FYO7, risk system costs are budgeted to be $400k for the traditional portfolio and an additional
$450k for 31 hedge funds (14 existing, 17 new) for a total of $850k. The total FY07 budget for
direct costs of the risk management system is nearly 6% higher than the FY06 budgeted level, and
137% above projected actual FY06 expenses.

Controls Assessment expenses in FY06 were budgeted for full Sarbanes-Oxley controls assessment
certifications for the UTIMCO corporation and U.T. System Funds, but full implementation
occurred only for the corporation and PUF. As a result, related expenses are currently estimated at
$122k this fiscal year, about 11% under budget. The FY07 budget expects these costs to increase
slightly to $124k to fund U. T. System Audit Office and Ernst & Young fees for scheduled controls
assessment certifications for the corporation, PUF, GEF, LTF, and PHF. Certification for the ITF is
expected to occur in FY08.
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Leqal fees: Total legal fees for management of U. T. System Funds, including UTIMCO corporate
services and direct legal expenses charged to the funds, have escalated since FY2004 as shown in the
chart below.

Legal Expenses
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$1,200,000 \ /.
$1,000,000
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$600,000 \//
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The trend to higher legal fees is expected to continue with the shift to complex private investment
funds throughout the portfolios. The spike in 2005 was attributed to disclosure issues related to
private capital investments and analysis of centralization options. Legal fees paid directly by U. T.
System Funds in FY06 are projected to be approximately 38% over budget at $764k. This increase is
related to new private capital investments, other private investment funds, and hedge funds, many of
which are domiciled outside the U.S. and require more due diligence and documentation. The FY07
budget proposes a further increase of almost 29% to $985k.
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Exhibit A

UTIMCO Operating Expenses/Budgets
FY06-FYO07

Change from Change from Change from
8/31/2006 2006 Budget 8/31/2007 2006 Projected 2006 Budget
Budget YTD* Projected $ % Budget $ %

UTIMCO Services

Salaries and Wages + Vacation 5,463,555 3,571,374 | 4,807,446 (656,109)] -12.0%| 5,815,449 1,008,003  21.0%
Bonus Compensation + Interest 1,778,784 1,347,394 1,661,284 (117,500)]  -6.6%| 2,670,927 1,009,643 60.8%
Total Compensation 7,242,339 | 4,918,768 6,468,730 (773,609) -10.7%]| _ 8,486,376 2,017,646 | 31.2%]

Total Payroll taxes 345,516 226,809 302,412 (43,104)| -12.5% 379,877 77,465 |  25.6%]
403(b) Contributions 415,102 283,254 377,672 (37,430) -9.0% 426,313 48,641 12.9%
Group Health, Dental, AD&D, Life, LTD 531,079 346,991 462,654 (68,425)] -12.9% 610,877 148,223 32.0%
Employee Benefit Services 6,000 3,216 4,950 (1,050)] -17.5% 4,715 (235) -4.7%

Employee Benefits 952,181 633,461 845,276 (106,905)| -11.2% 1,041,905 196,629 | 23.3%]
On-Line Data & Contract Services 779,086 597,833 787,428 8,342 1.1% 881,212 93,784 11.9%
Recruiting and Relocation Expenses 171,000 186,250 225,000 54,000 31.6% 49,500 (175,500) -78.0%
Travel 300,488 188,531 265,000 (35,488)] -11.8% 349,320 31.8%
Phone Equipment and Charges 42,750 28,112 40,483 -5.3% 32,250 -20.3%
Computer & Office Supplies 78,325 68,135 85,405 7,080 9.0% 85,325 -0.1%
Employee Education 51,410 15,108 27,450 (23,960)| -46.6% 51,175 86.4%
Repairs/Maintenance 62,850 44,965 59,950 (2,900) -4.6% 82,950 38.4%
BOD Meetings 37,500 41,419 42,500 13.3% 37,500 -11.8%
Other Operating Expenses 41,045 24,474 35,821 -12.7% 41,995 17.2%

Total General Operating 1,564,454 1,194,827 1,569,037 0.3% 1,611,227 2.7%)]

Total Lease Expense 307,212 283,255 307,987 0.3% 809,739 162.9%]
Invest., Hiring & Board Consultants 0 12,500 17,500 N/A 17,500 0.0%
Legal Expenses 175,000 164,231 255,000 45.7% 195,000 (60,000) -23.5%
Compensation Consultant 25,000 35,750 65,000 160.0% 12,500 (52,500) -80.8%
Accounting fees 25,000 43,681 47,500 90.0% 45,000 (2,500) -5.3%

Total Professional Fees 225,000 256,162 385,000 71.1% 270,000 (115,000)] -29.9%|
Property/Liability Package 15,700 11,685 15,700 0.0% 15,750 50 0.3%
Umbrella Policy 6,000 4,312 5,950 -0.8% 5,950 0 0.0%
\Workers Compensation 11,600 7,134 11,250 -3.0% 12,250 1,000 8.9%
Business Auto 800 472 775 -3.1% 775 0 0.0%
Commercial Bonding Policy 44,000 28,019 45,000 2.3% 45,000 0 0.0%
Prof., D&O & Emp. Practices Liability 183,600 136,050 181,500 (2,100) -1.1% 182,500 1,000 0.6%

Total Insurance 261,700 187,672 260,175 (1,525) -0.6% 262,225 2,050 | 0.8%|

Depreciation of Equipment 535,900 252,163 371,387 (164,513)] _-30.7% 410,720 39,333 | 10.6%]

Total UTIMCO Services 11,434,302 7,953,117 10,510,004 (924,298) -8.1%| 13,272,069 2,762,065 | 26.3%]

Direct Costs to Funds

External Management Fees 20,421,000 11,072,574 14,998,239 (5,422,761)| -26.6%]| 16,847,098 1,848,859 12.3%
External Mgt. Fees-Performance Fees 10,391,371 18,519,402 23,241,813 12,850,442 | 123.7% 20,585,849 (2,655,964)| -11.4%

External Management Fees 30,812,370 29,591,976 38,240,052 7,427,681 24.1%)| 37,432,947 (807,104) -2.1%

Custodian Fees and Other Direct Costs 2,356,175 1,286,717 1,762,217 (593,958)| -25.2% 1,260,072 (502,145)| -28.5%
Performance Measurement 621,169 368,638 526,138 (95,031)] -15.3% 530,599 4,462 0.8%
Analytical Tools 289,570 253,723 336,095 46,525 16.1% 386,700 50,605 15.1%
Risk Measurement 803,121 152,000 358,667 (444,454)| -55.3% 850,000 491,333 | 137.0%

Custodian and Analytical Costs 4,070,034 2,061,077 2,983,116 (1,086,918)] -26.7% 3,027,371 44,256 1.5%

Consultant Fees 1,100,000 619,666 808,666 (291,334)| -26.5% 1,356,000 547,334 67.7%
Auditing 213,920 140,000 212,000 (1,920) -0.9% 205,000 (7,000) -3.3%
Controls Assessment (Sarbanes Oxley) 136,500 97,110 122,110 (14,390)|] -10.5% 124,000 1,890 1.5%
i 150,666 0 163,790 13,124 8.7% 182,250 18,460 11.3%

6,000 14,606 18,006 12,006 | 200.1% 18,500 494 2.7%
Rating Agency Fees 0 10,646 10,646 10,646 N/A 0 (10,646)| -100.0%
Legal Fees 555,000 594,173 764,483 209,483 37.7% 985,000 220,517 28.8%
Background Searches & Other 67,200 24,956 33,456 (33,744)] -50.2% 88,200 54,744 | 163.6%

Other Directs Total 2,229,286 1,501,158 2,133,158 (96,128) -4.3% 2,958,950 825,792 38.7%
Total Direct Costs to Funds 37,111,691 33,154,210 43,356,325 6,244,635 16.8%| 43,419,269 62,943 0.1%
Total Costs 48,545,993 41,107,327 53,866,329 5,320,337 11.0%| 56,691,338 2,825,009 5.2%

* Actual UTIMCO Services and Direct Costs to Funds expenses as of 05/31/2006
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Exhibit B
Centralized Operating Fund Expenses
FYO06 Annual v. Budget FYOQ7 Budget v. FY06 Annual
Budget FY06 YTD® Projected Annualized ® $ % Budget $ %

Centralized Fund Positions:
Client Services Manager &
Manager Core Fund Investments
Risk Management Associate
Core Fund Analyst
Operating Funds Sr Accountant
Operations Associate
UTIMCO Services Salaries ¥ 470,833 121,792 215,792 494,929 24,096 5.1% 453,333 (41,596) -19.3%
Direct Costs to Funds:
External Manager Fees 5,708,281 1,875,025 3,402,843 5,833,446 125,165 2.2% 5,956,381 122,935 3.6%
Custodian Fees 647,057 124,478 217,478 372,820 (274,237) -42.4% 332,416 (40,403) -18.6%
Performance Measurement 117,419 48,000 84,000 144,000 26,581  22.6% 156,650 12,650 15.1%
Analytical Tools 0 33,675 61,133 104,799 104,799 N/A 58,005 (46,794) -76.5%
Risk Measurement 157,121 0 68,889 118,095 (39,025) -24.8% 127,500 9,405 13.7%
Cambridge Fees 200,000 33,332 58,331 99,996 (100,004) -50.0% 203,400 103,404 177.3%
Auditing 52,731 0 7,000 12,000 (40,731) -77.2% 41,498 29,498 421.4%
Printing 5,250 0 0 0 (5,250) -100.0% 5,000 5,000 N/A
Legal Fees 15,000 37,450 62,950 107,914 92,914 619.4% 72,750 (35,164) -55.9%
Background Searches & Other 21,000 4,709 5,984 10,258 (10,742) -51.2% 10,930 672 11.2%
Direct Costs to Funds 6,923,859 2,156,669 3,968,607 6,803,327 (120,532) -1.7% 6,964,530 161,203 4.1%
Total Operating Fund Expenses  $7,394,692  $3,326,803 $4,184,399  $7,298,256  ($96,436) -1.3% $7,417,863  $119,607 2.9%
Net Asset Value ($ millions) © 3,700.0 4,317.4 4,317.4 4,317.4 4,462.4
UTIMCO Services (% of NAV) 0.013% 0.003% 0.005% 0.011% 0.010%
Direct Costs (% of NAV) 0.187% 0.050% 0.092% 0.158% 0.156%
Total Expenses (% of NAV) 0.200% 0.053% 0.097% 0.169% 0.166%

(1) FY06 YTD actuals through May 31, 2006.
(2) FY06 annualized expenses are the estimated full year expenses based on the 7 month FY06 projected expenses and includes unfilled positions.

(3) Position is currently unfilled.

(4) The difference between FY06 budget and projected amounts are the result of the start date of the ITF and for each individual. When centralization
was pushed back to February 2006 from December 2005, these positions were not filled until later in the fiscal year.

(5) The net asset value for centralized operating funds includes both the STF and ITF. FY06 projected/annualized and FY07 budget values are based

on UTIMCO estimates.
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Exhibit C

UTIMCO Operating Expenses/Budgets
FYO03-FYO07

Change from Change from

2006
8/31/2003  8/31/2004  8/31/2005 8/31/2006 2006 Budget  g/39/2007  Projected
Actual Actual Actual Budget Projected % Budget %

UTIMCO Services

Salaries and Wages + Vacation 3,102,883 3,773,961 4,203,100 5,463,555 4,807,446 | -12.0% 5,815,449 21.0%
Bonus Compensation + Interest 1,089,333 1,858,653 2,094,447 1,778,784 1,661,284 -6.6% 2,670,927 60.8%
Total Compensation 4,192,216 5,632,614 6,297,547 7,242,339 6,468,730 [ -10.7% 8,486,376 31.2%

Total Payroll taxes 195,076 206,777 313,637 345,516 302,412 | -12.5% 379,877 25.6%
403(b) Contributions 219,898 280,400 304,359 415,102 377,672 -9.0% 426,313 12.9%
Group Health, Dental, AD&D, Life, LTD 201,090 259,932 315,457 531,079 462,654 | -12.9% 610,877 32.0%
Employee Benefit Services 4,490 4,984 3,949 6,000 4,950 | -17.5% 4,715 -4.7%

Employee Benefits 425,478 545,316 623,765 952,181 845,276 | -11.2% 1,041,905 23.3%
On-Line Data & Contract Services 417,995 598,504 677,346 779,086 787,428 1.1% 881,212 11.9%
Recruiting and Relocation Expenses 359,917 2,513 35,600 171,000 225,000 31.6% 49,500 -78.0%
Travel 109,138 138,855 170,069 300,488 265,000 | -11.8% 349,320 31.8%
Phone Equipment and Charges 41,990 45,660 39,340 42,750 40,483 -5.3% 32,250 | -20.3%
Computer & Office Supplies 73,887 58,934 68,431 78,325 85,405 9.0% 85,325 -0.1%
Employee Education 14,424 20,244 21,814 51,410 27,450 | -46.6% 51,175 86.4%
Repairs/Maintenance 39,453 45,576 56,434 62,850 59,950 -4.6% 82,950 38.4%
BOD Meetings 29,811 17,541 27,552 37,500 42,500 13.3% 37,500 | -11.8%
Other Operating Expenses 25,554 57,082 48,357 41,045 35,821 -12.7% 41,995 17.2%

Total General Operating 1,112,169 984,909 1,144,943 1,564,454 1,569,037 0.3% 1,611,227 2.7%

Total Lease Expense 606,013 599,047 600,593 307,212 307,987 0.3% 809,739 | 162.9%
Invest., Hiring & Board Consultants 2,000 0 17,500 0 17,500 N/A 17,500 0.0%
Legal Expenses 500,823 183,102 579,720 175,000 255,000 45.7% 195,000 | -23.5%
Compensation Consultant 45,200 108,397 33,650 25,000 65,000 | 160.0% 12,500 [ -80.8%
Accounting fees 6,870 12,910 30,135 25,000 47,500 90.0% 45,000 -5.3%

Total Professional Fees 554,893 304,409 661,005 225,000 385,000 71.1% 270,000 | -29.9%
Property/Liability Package 15,009 16,657 28,797 15,700 15,700 0.0% 15,750 0.3%
Umbrella Policy 6,756 7,521 6,720 6,000 5,950 -0.8% 5,950 0.0%
\Workers Compensation 14,109 18,227 17,419 11,600 11,250 -3.0% 12,250 8.9%
Business Auto 175 186 469 800 775 -3.1% 775 0.0%
Commercial Bonding Policy 39,138 42,879 28,849 44,000 45,000 2.3% 45,000 0.0%
Prof., D&O & Emp. Practices Liability 158,881 173,208 171,959 183,600 181,500 -1.1% 182,500 0.6%

Total Insurance 234,068 258,678 254,213 261,700 260,175 -0.6% 262,225 0.8%

Depreciation of Equipment 286,176 261,894 272,836 535,900 371,387 | -30.7% 410,720 10.6%
Total UTIMCO Services 7,606,089 8,793,644 10,168,539 11,434,302 10,510,004 -8.1%| 13,272,069 26.3%

Direct Costs to Funds

External Management Fees 10,699,801 12,715,126 14,217,736 20,421,000 14,998,239 | -26.6%| 16,847,098 12.3%
External Mgt. Fees-Performance Fees 4,467,459 9,165,879 14,898,389 10,391,371 23,241,813 | 123.7%| 20,585,849 -11.4%

External Management Fees 12,314,265 21,881,005 29,116,125 30,812,370 38,240,052 24.1%| 37,432,947 -2.1%

Custodian Fees and Other Direct Costs 1,351,899 1,043,993 1,506,759 2,356,175 1,762,217 -25.2% 1,260,072 -28.5%
Performance Measurement 261,625 463,238 487,976 621,169 526,138 | -15.3% 530,599 0.8%
Analytical Tools 218,172 284,050 289,570 336,095 16.1% 386,700 15.1%
Risk Measurement 335,172 120,000 267,500 803,121 358,667 | -55.3% 850,000 | 137.0%

Custodian and Analytical Costs 1,948,696 1,845,403 2,546,285 4,070,034 2,983,116 | -26.7% 3,027,371 1.5%

Consultant Fees 1,477,800 900,000 900,000 1,100,000 808,666 | -26.5% 1,356,000 67.7%
Auditing 168,202 205,000 158,309 213,920 212,000 -0.9% 205,000 -3.3%
Controls Assessment (Sarbanes Oxley) 0 136,500 122,110 -10.5% 124,000 1.5%
i 99,583 111,431 132,196 150,666 163,790 8.7% 182,250 11.3%

7,605 12,036 5,332 6,000 18,006 | 200.1% 18,500 2.7%
Rating Agency Fees 21,508 22,008 21,992 0 10,646 N/A 0 | -100.0%
Legal Fees 343,849 517,868 932,525 555,000 764,483 37.7% 985,000 28.8%
Background Searches & Other 1,540 11,490 23,481 67,200 33,456 -50.2% 88,200 | 163.6%

Other Directs Total 2,120,087 1,779,833 2,173,835 2,229,286 2,133,158 -4.3% 2,958,950 38.7%
Total Direct Costs to Funds 16,048,173 25,506,242 33,836,245 37,111,691 43,356,325 16.8%)| 43,419,269 0.1%
Total Costs 23,654,262 34,299,886 44,004,784 48,545,993 53,866,329 11.0%] 56,691,338 5.2%
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Exhibit D

Staffing Analysis
Budgeted but unfilled positions as of June 30, 2005
* Positions filled during FY06
Managing Director (Inflation Hedging)
Client Services Manager
Senior Associate (Non Marketable Alternatives) *
Analyst (Public Markets) *
Analyst (Inflation Hedging)

Salary

Total

Proposed Positions Approved for FY06 Budget
* Positions filled during FY06

Manager of Core Fund Investments (Public Markets) *

Associate (Risk Management) *

Analyst of Core Fund Investments (Marketable Alternatives) *

Sr. Accountant (Accounting & Operations) *

Associate (Accounting & Operations) *

555,000

Salary

Total

Budgeted but Unfilled Positions as of June 28, 2006
3 unfilled positions
Managing Director (Inflation Hedging)
Client Services Manager
Analyst (Inflation Hedging)

345,833

Salary

Total

New Proposed Positions for FY07 Budget
4 proposed positions
Sr. Analyst (Public Markets)
Analyst (Public Markets)
Compliance Officer (Accounting & Operations)
Admin. Assistant (Accounting & Operations)

405,000

Salary

Total
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ADDENDUM to FY2007 UTIMCO Budget Review
Total Investment Management Costs and UTIMCO Value Added

. EXECUTIVE SUMMARY

NOTE: A material change to the budget that the BOR previewed at the July 13™ joint board
meeting was approved by the UTIMCO Board and shared with Investment Oversight staff on
July 25, 2006. This review reflects the change that increased budgeted bonuses by $561,000
(39.9% higher than presented on July 13™; 61% higher than projected actual bonuses in FY06).

This report summarizes the analysis of the cost effectiveness of UTIMCO'’s investment management of the
U. T. System assets, comparing value added and total costs for fiscal years 2002-2005 and providing a
forecast for FY2006 and FY2007, based on data provided by UTIMCO. Highlights are:

1. UTIMCO performance added nearly $1.3 billion in value for the PUF and the GEF during the five
fiscal years ending August 31, 2005, net of all investment management costs. While value added for
FYO06 is not finalized, zero value added is estimated based on actual performance through June 30, 2006.
This could change, with two months remaining in the fiscal year and lags in some managers’ reporting.

2. Centralized management of operating funds expands opportunities to add value and should result in
higher costs. Costs decreased slightly in FY06, however, despite substantial UTIMCO and external
resources dedicated to the startup of the ITF. YTD results for the ITF show positive value added relative
to its policy portfolio.

3. Total costs have increased significantly over the past five years, both in dollar terms and as a percent
of assets managed:

a. From nearly $91 million in FY02 to $213 million projected in FY06. More than $289 million is
budgeted/estimated for FYQ7.

b. From 0.66% of average annual assets under management in FY02 to a high of 1.25% in FYO05;
1.05% projected based on YTD FYO06; estimated 1.36% in FY07.

4. Projected total cost increases of 36% in FYQ7 are attributed mainly to higher base and performance
fees netted from asset values by third party managers, reflecting the shifting investment strategy to more
expensive “alternative” asset classes, active management style, and performance-based fees.

5. Cumulative total investment management costs of approximately $798 million during the past five
fiscal years (estimated for FY06 based on actual costs through May 31, 2006 and assuming zero valued
added YTD) were recovered by a factor of 1.6 X.

Data presented in this report is from the following sources:

1. Value added by UTIMCO was estimated by Cambridge Associates, measuring UTIMCO performance
relative to BOR approved policy portfolio benchmarks for the System funds from FYO01 through FYQ05.
Bruce Meyers’ memo dated December 7, 2005 summarizing this analysis is available upon request.

2. Cost data provided by UTIMCO represents actual reported expenses through FY05; FY06 forecasts full
fiscal year expenses based on nine months of actual reported expenses (through May 31, 2006); and
FYQO7 UTIMCO Services and Direct Costs to Funds are the budget as approved by the UTIMCO Board
on July 25, 2006.

3. Estimates for FY07 of external management fees and performance fees netted from asset values are
provided by UTIMCO staff. Other Fees and Expenses for FYO07 are budgeted by the U. T. System.

1. Value Added: FY02 - FY06
Table 1 below shows UTIMCQ’s value added for the PUF and the GEF in dollar terms and as a multiple of

both total costs and performance fees paid to third party managers. More than half of the total value of
approximately $1.3 billion was added in FY03. Value added estimates for FY06 will not be final until this
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fall, but performance YTD indicates value added may be zero, excluding the ITF. Performance fees at 40%
of total costs cumulatively during the five year period were recovered by a factor of 4.0 X; however, there
does not appear to be a smooth correlation between value added and performance fees or total costs. (See
discussion of “Performance Fees” below.)

Table 1
UTIMCO Value Added versus Performance Fees and Total Costs FY02-FY06
$;Mi||ions_ '_I'imes Va_lue Added
Value Total | Performance Total Performance

Fiscal Year Added Costs Fees Costs Fees
Projected FY06 0 213 86 0.0 X 00 X
FY05 458 215 105 2.1 X 43 X

FY04 206 157 66 1.3 X 31 X

FY03 701 123 48 57 X 145 X

FYo02 (66) 91 16 (0.7) X 4.2) X
Five-Year Cumulative 1,299 798 322 1.6 X 40 X

1. Total Investment Cost Trends: FY02 - FY06

The chart below illustrates that budgeted costs including UTIMCO services, direct costs to funds, and other

Total Investment Management Costs
$213 Million Projected FY06

Direct Cost
20%

UTIMCO
Services
5%

Other Costs

2%

S External
Mgt. Fees
43%

Performance
Fees
30%

U. T. System fees and expenses represent about 27%
of projected total costs in FY06. UTIMCO Services
costs support internal UTIMCO staff management of
about 18% of the total assets ($3.6 billion); selection
and monitoring of external managers for 82% of the
assets ($16.4 billion); and client reporting and
administration for all System funds.

UTIMCO does not budget for fees and expenses that
are netted against asset values for investments in
mutual funds, partnerships, and hedge funds managed
by third parties. This practice is typical for
institutional investors because performance and
related costs are impossible to predict. These
expenses comprise nearly three-quarters of total
investment management costs. Table 2 provides

details and Table 3 summarizes cost trends in the following categories:

=  UTIMCO Services - direct expenses incurred by UTIMCO operations.

= Direct Costs to Funds - external management and performance fees, custody, legal, audit, consulting, risk
management system, and other expenses paid directly by the funds.

= External asset management fees (excluding performance fees) netted from reported asset values for
investments in third party mutual funds, partnerships, and hedge funds.

= Performance fees netted from asset values by third party managers for performance exceeding
benchmarks tailored to their individual investment objectives and asset mixes.

= Other Fees and Expenses paid to U. T. System Administration and Institutions — education fee,
endowment compliance fee, investment oversight, and audit expenses.

Tables 2 and 3 present actual cost data for four fiscal years ending August 31, 2005; projected costs for FY06
based on nine months of actual costs reported through May 31, 2006; and budgeted/estimated FYQ7 costs.
Average total assets under management (AUM) include operating funds for all years; FY06 and FY07 AUMs
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are based on UTIMCO estimates. Centralized operating fund expenses are reflected during FY06 and FYO07;
expenses and asset values associated with PUF West Texas Lands are not included. Private capital
partnership expenses that are netted from asset values include management fees and other partnership

expenses, but performance fees and carried interests are not reported here.

Table 2
U. T. System Total Investment Cost Summary
Five- Budget/
Proj.  Year Estimate
($ millions) FY02 FY03 FY04 FY05 FY06 Cum. FY07
AVERAGE TOTAL ASSETS UNDER MANAGEMENT (AUM) 13,716 14,034 15,470 17,245 20,185 21,187
UTIMCO BUDGETED EXPENSES:
UTIMCO Services Expenses 4.97 7.61 8.79 10.17 10.51 42 13.27
UTIMCO Services % of AUM 0.04% 0.05% 0.06% 0.06%  0.05% 0 0.06%
Direct Costs to Funds 20.10 16.05 25.51 33.84 4336 139 43.42
Direct Costs to Funds % of AUM 0.15% 0.11% 0.16% 0.20% 0.21% 0.20%
Total UTIMCO Budgeted Expenses Paid Directly 25.07 23.65 34.30 44.00 53.87 148 56.69
Total UTIMCO Budgeted Expenses Paid Directly % of AUM|  0.18%  0.17%  022% _ 0.26% _ 0.27% 0.27%
EXTERNAL MANAGEMENT FEES NETTED FROM ASSET VALUES:
Non-Marketable Alternative Assets - Private Capital 36.00 32.10 36.50 38.60 4420 187 54.60
Marketable Alternative Assets - Hedge Funds 11.80 16.40 20.30 30.50 2150 101 57.70
Public Markets Assets - - - 2.90 15.60 19 23.40
Mutual Fund Assets - Management Fees 2.80 4.20 5.70 4.50 10.20 27 9.00
Total External Mgmt. Fees Netted from Asset Values 50.60 52.70 62.50 76.50 9150 334 144.70
Total External Mgmt. Fees Netted from Asset Values % of AUM] 0.37% 0.38% 0.40% 0.44% 0.45% 0.68%
Total Direct Expenses & Netted External Mgmt. Fees w/o Perf. 75.67 76.35 96.80 12050 145.37 515 201.39
Total Direct Expenses & Netted External Mgmt. Fees w/o Perf. % of AUM] 055% 054% 0.63% 0.70% 0.72% 0.95%
PERFORMANCE FEES NETTED FROM ASSET VALUES:
Marketable Alternative Assets - Performance Fees 12.00 44.00 56.90 90.50 5200 255 62.70
Public Markets Assets - Performance Fees - - - - 11.00 11 19.90
Total Performance Fees Netted from Asset Values 12.00 44.00 56.90 90.50 63.00 266 82.60
Total Performance Fees Netted from Asset Values % of AUM] 0.09% 031% 0.37% 052% 0.31% 0.39%
TOTAL UTIMCO COSTS INCLUDING PERFORMANCE FEES 87.7 120.4 153.7 211.0 208.4 781 284.0
Total UTIMCO Costs including Performance Fees % of AUM] 0.64% 086% 0.99% 1.22%  1.03% 1.34%
U. T.SYSTEM FEES AND EXPENSES:
Education Fee (LTF Only) 0.55 0.54 0.67 0.76 0.86 3 0.93
Endowment Compliance Fee (LTF only; paid to U. T. Institutions) 2.38 244 2.38 2.53 2.72 12 3.14
Investment Oversight Fee -- U. T. System Finance - - - 0.50 0.80 1 1.01
U. T. System Internal Audit Fee - - - 0.03 0.03 0 0.03
Total U. T. System Fees and Expenses 2.93 2.98 3.05 3.82 4.40 17 5.11
Total U. T. System Fees and Expenses % of AUM] 0.02%  0.02% 0.02% 0.02% 0.02% 0.02%
TOTAL INVESTMENT MANAGEMENT COSTS 90.6 123.3 156.7 214.8 2128 798 289.1
TOTAL INVESTMENT MANAGEMENT COSTS % OF AUM 0.66% 0.88% 1.01% 1.25% 1.05% 1.36%

“Total Direct Expenses & Netted External Mgmt. Fees w/o Perf.” in Table 2 above are comparable to the
Cambridge Associates “UTIMCO Cost Study,” completed May 5, 2005. The study compared UTIMCO
expense data for twelve months ending June 30, 2004, to a privately surveyed peer group of large public and
private endowments. Performance Fees for hedge funds, partnerships, and mutual funds were excluded in the
study because comparable peer data was not available. Cost increases in FY05 and projected in FY06 placed
UTIMCO above the FY04 median for the study’s peer universe and for private endowments surveyed, but
still below the FY04 median for large public endowments.
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Endowment compliance fees (the largest component of U. T. System fees and expenses) are for the Long
Term Fund only, not the PUF, and are paid directly to the institutions, not to U. T. System Administration.
Texas A&M shares fees and expenses indirectly, with reduced net asset value of their 1/3 share of the PUF.

Table 3
U. T. System Total Investment Cost Trend Summary

Five- | Budget/
Proj. | Year | Estimate
($ millions) FY02 FY03 FY04 FYO05 FYO06 | Cum. FYQ7

UTIMCO Services 5.0 7.6 8.8 10.2 10.5 42 13.3
Direct Costs to Funds 20.1 16.0 255 33.8 43.4 139 434
External Fees Netted from Asset Values 50.6 52.7 62.5 76.5 91.5 334 144.7
Performance Fees Netted from Investment Returns 12.0 44.0 56.9 90.5 63.0 266 82.6
Miscellaneous Other Fees and Expenses: 2.9 3.0 3.0 3.8 4.4 17 5.1
TOTAL INVESTMENT MANAGEMENT COSTS 90.6 123.3 156.7 2148 2128 798 289.1
TOTAL % OF AVERAGE ASSETS MANAGED 0.66% 0.88% 1.01% 1.25% 1.05% 1.36%

V. Performance Fees

Performance fees paid to third party managers have increased dramatically from $16 million in FY02 (0.12%
of average assets managed - AUM) to a high of $105 million in FY05 (0.61% of AUM), and a projected total
of approximately $86 million in FY06 (0.43% of AUM). Performance fees paid in years when value added is
less than or equal to zero overall results when performance by some managers exceed their individual
benchmarks but the portfolios overall under-perform policy portfolio composite benchmarks. Derivative
positions and other internal management activities also influence portfolio asset exposures and overall
portfolio performance, for better or for worse.

Table 4 shows performance fees paid directly to managers under external agency contracts and those netted
from asset values for marketable alternatives (hedge funds) and public markets investment funds (mutual
funds, limited partnerships, other). Performance fees netted from asset values by non-marketable alternatives
managers (private capital limited partnerships) are not reported separately from management fees; and public
markets assets investment in funds with performance fees netted from asset values only report these
separately during FY06.
Table 4
UTIMCO Performance Fee Summary FY02-FYQ07

Five- | Budget/
Proj. | Year | Estimate
($ millions) FY02 FY03 FY04 FYO05 FYO06 | Cum. FYo07
Direct Costs (External Agency Agreements) 3.9 4.5 9.2 14.9 23.2 56 20.6
Public Market Assets (Netted from Asset Values) - - - - 11.0 11 19.9
Marketable Alternatives -- Hedge Funds (Netted from
Asset Values) 12.0 44.0 56.9 90.5 52.0 255 62.7
TOTAL PERFORMANCE FEES 15.9 48.5 66.1 105.4 86.2 322 103.2
TOTAL % OF AVERAGE ASSETS MANAGED 0.12% 0.35% 0.43% 0.61% 0.43% 0.49%
Value Added (66.0) 701.0 206.0 458.0 - 1,299
X Total Performance Fees (4.2) 145 3.1 4.3 - 4 -
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16. U. T. Medical Branch - Galveston: Discussion of implementation of
Performance Improvement Plan

REPORT

President Stobo will address the Board on issues related to implementation of the
findings and recommendations of an external performance improvement review
conducted by Navigant Consultants at U. T. Medical Branch — Galveston.

17. U. T. System Board of Regents: Report on the Archer Center,
Washington, D.C.

REPORT
Vice Chancellor for Federal Relations William Shute will report on the Archer Center

following a PowerPoint presentation set forth on Pages 1 - 11 in the Supplemental
Materials (Volume 2) of the Agenda Book.

BACKGROUND INFORMATION

Upon his retirement from Congress in 2000, Congressman Bill Archer, of the 7th
District of Texas, worked with the U. T. System to establish an intensive semester-
based program of academics and internship for U. T. System students. The Archer
Center Fellowship Program began as a collaboration between U. T. Austin and the
U. T. System Office of Federal Relations located in Washington, D.C., with the stated
purpose of introducing the best and brightest undergraduate students from Texas to
the federal process. The Archer Center slogan states, "Where Texas Meets the
World."

The program began with 12 students during Spring 2001 and since has been host to
162 upper-division undergraduate students. The original class was populated with
only U. T. Austin students, but has expanded to each of the nine academic
campuses. U. T. Brownsville selected its first Archer Fellow this past spring.

Prospective Fellows apply on their home campus and are submitted to a rigorous
application and interview process. Once selected, each Fellow works with the
Program Director to find an internship in Washington that matches his or her degree
matriculation, work experience, and career goals. But unlike most Washington intern
programs, Archer Fellows do not work in a Congressional office by default. Over

the course of the past five years, the program has helped place students in the

White House, at the World Bank, at embassies, in polling firms, at Cable News
Network (CNN), in the public affairs shop of the Smithsonian, and in federal agencies,
as well as Capitol Hill. Archer alumni have gone on to numerous post-graduate
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programs of the first caliber (at institutions including Oxford, Columbia, and Harvard),
and many are working in prestigious positions within various governments. Currently,
Archer alums are working in the White House and at federal agencies, teaching in
Israel, and working as the Border Director for President Vincente Fox's Secretary of
External Relations in Mexico.

The program is supported by a small endowment that has been funded by individuals,
corporations, and charitable foundations. In addition, in 2005, the Archer Center was
awarded two Department of Education grants with the help of the Texas Congressional
Delegation.

H. RECESS FOR MEETINGS OF THE STANDING COMMITTEES AND
COMMITTEE REPORTS TO THE BOARD

RECONVENE AS COMMITTEE OF THE WHOLE

19. U. T. System: Request to adopt resolution regarding the U. T. System
Police Academy

RECOMMENDATION

The Chancellor concurs in the recommendation of the Vice Chancellor for
Administration and the Director of the Office of Police that the U. T. System Board
of Regents adopt the following resolution committing their continued support and
endorsement of The University of Texas System Police Academy for the purpose
of training law enforcement officers for the U. T. System:

RESOLUTION

Whereas, The University of Texas System Police Academy was created and
established by The University of Texas System in 1968, and was licensed by the
Texas Commission on Law Enforcement Officer Standards and Education in 1969;

Whereas, The University of Texas System Board of Regents recognizes the importance
of training Law Enforcement Officers for The University of Texas System Institutions;

Whereas, The University of Texas System Police Academy through the Office of the
Director of Police provides the training to these Law Enforcement Officers for the
purpose of performing their duties in a professional, prepared, and skilled manner;

Whereas, The Texas Commission on Law Enforcement Officer Standards and

Education issues a license to a training academy that meets the requirements of
training Law Enforcement Officers; and
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Whereas, The University of Texas System Police Academy meets all licensing
requirements as set forth by the Texas Commission on Law Enforcement Officer
Standards and Education.

NOW THEREFORE BE IT RESOLVED, that we, the members of The University
of Texas System Board of Regents hereby continue to support and endorse the
establishment of The University of Texas System Police Academy for the purpose
of training Law Enforcement Officers for The University of Texas System.

BACKGROUND INFORMATION

As reported to the U. T. System Board of Regents in January 26, 1968, and

October 23, 1970, the U. T. System Police Academy (formerly known as Basic Training
Schools) was created and established in 1968 and received licensure from the Texas
Commission on Law Enforcement Officer Standards and Education (TCLEOSE)

in 1969. The need for this ministerial act follows a result of a recent audit of TCLEOSE.
TCLEOSE requested the U. T. System provide a resolution from the Academy’s
governing board to complete the Commission’s files.

An overview of the U. T. System police operations, including the Academy, was

provided at the May 2004 Student, Faculty, and Staff Campus Life Committee meeting.

19. U. T. System Board of Regents: Presentation of certificate of appreciation
to Director of Police Roy R. Baldridge

Chairman Huffines and Chancellor Yudof will present a certificate of appreciation to
Director of Police Roy R. Baldridge for his distinguished service and outstanding
contributions as a leader, administrator, and teacher at The University of Texas at
Austin and The University of Texas System. Mr. Baldridge has served as Director of
Police for the U. T. System for the past 10 years and has announced plans to retire
effective August 31, 2006.
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1. U. T. System: Report on the status of the Fiscal Year 2006 U. T. System
Financial Statements Audit

REPORT

Mr. Rodney Lenfant, Deloitte & Touche LLP, will report on the firm's plan for conducting
the 2006 audit including methodology, staffing, training, and associated timelines. The
detailed Client Service Plan is set forth on Pages 12 - 31 of the Supplemental Materials
(Volume 2) of the Agenda Book. The Engagement Objectives and Audit Approach are
set forth in Section Il on Pages 16 - 17 of the Supplemental Materials. The Audit Scope
is set forth in Section Ill on Page 18.

BACKGROUND INFORMATION

In November 2003, the U. T. System Board of Regents approved an initiative to
implement the "spirit" of the Sarbanes-Oxley Act as a good faith effort toward
manifesting financial accountability and compliance in the public sector. As a result,
in June 2004, the Board of Regents sought proposals for a comprehensive annual
financial statement audit by an independent certified public accounting firm to obtain
assurance that U. T. System has a sound financial base and adequate resources to
support the mission of the organization and the scope of its programs and services.

A Request for Qualifications (RFQ) was distributed by U. T. System staff in June 2004.
Two proposals were received. After a review of the proposals and firm interviews by
Committee Chairman Estrada and U. T. System staff, the Board of Regents authorized
the U. T. System staff to negotiate and enter into an auditing services contract with
Deloitte & Touche LLP, at the July 16, 2004 Board of Regents’ meeting. The initial
contract, that terminated on April 1, 2006, provided U. T. System the option to renew for
two additional one-year terms. In February 2006, the U. T. System Board of Regents
authorized U. T. System staff to negotiate and renew the auditing services contract with
Deloitte & Touche LLP.

2. U. T. System: Update on the Information Security Compliance Initiatives

REPORT

The University of Texas System has many information assets, including sensitive and
personal information. Information Security, the protection of sensitive and personal
information, is governed by federal and state laws and institutional policies and
procedures. Non-compliance with these rules and regulations can result in penalties
to the institution and loss of critical information assets.
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Mr. Chaffin, Chief Audit Executive and System-wide Compliance Officer, Ms. Tonya M.
Brown, Vice Chancellor for Administration, and Dr. Scott C. Kelley, Executive Vice
Chancellor for Business Affairs, will provide an update on several information security
initiatives including appointment of a System-wide information security officer, protection
of significant and/or critical information assets, risk assessments, assurance strategies,
and an action plan to enhance information security compliance. A summary of the
planned IT Security Program was sent to members of the Board on July 21, 2006.

3. U. T. System Board of Regents: Approve proposed appointment of
members to the Audit and Ethics Committee of The University of Texas
Investment Management Company (UTIMCO)

RECOMMENDATION AND REPORT

The University of Texas Investment Management Company (UTIMCO) Board of
Directors recommends that the U. T. System Board of Regents approve appointments
to the Audit and Ethics Committee of the UTIMCO Board of Directors as follows:

Mr. Erle Nye (Chair)
Mr. Robert B. Rowling
Ms. Colleen McHugh

It is also reported that UTIMCO officers are as follows:
Chairman: Mr. H. Scott Caven, Jr.

Vice-Chairman: Mr. Robert B. Rowling
Vice-Chairman for Policy: Chancellor Mark G. Yudof

BACKGROUND INFORMATION

Section 66.08 of the Texas Government Code requires that the U. T. System Board of
Regents approve the appointment of members of the Audit and Ethics Committee of the
Board of Directors of UTIMCO. The Board of Directors of UTIMCO recommended
these appointments conditioned on the approval of the U. T. System Board of Regents
at the August 10, 2006 meeting.

Mr. Nye, Mr. Rowling, and Ms. McHugh were appointed to the UTIMCO Board of
Directors on March 10, 2005, February 10, 2005, and November 10, 2005,
respectively. Ms. McHugh replaces Mr. Woody L. Hunt on the Audit and Ethics
Committee. Mr. Hunt’s term expired July 13, 2006. Mr. Nye and Mr. Rowling have
previously served on the Audit and Ethics Committee, as appointed by the Board of
Regents on February 9, 2006.
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Mr. Caven served as Vice-Chairman of the UTIMCO Board of Directors from

May 19, 2005 until September 14, 2005, when he was appointed Chairman of the
UTIMCO Board. Mr. Rowling was appointed Vice-Chairman on July 13, 2006, replacing
Mr. Hunt as Vice-Chairman.

4. U. T. System: Report on the System-wide Internal Audit Activity

REPORT

Mr. Charles Chaffin, Chief Audit Executive, will report on System-wide audit activity for
the third quarter of Fiscal Year 2006, including the status of significant audit
recommendations.

The third quarter activity report on the Status of Outstanding Significant
Recommendations is set forth on Pages 135 - 136. The report shows that satisfactory
progress is being made on the implementation of all significant recommendations.
Additionally, a list of other audit reports that have been issued by the System-wide audit
program follows on Page 137.

Significant audit findings/recommendations are submitted to and tracked by the U. T.
System Audit Office. Quarterly, the chief business officers are asked for the status of
implementation, and the internal audit directors verify implementation. A summary
report is provided to the Audit, Compliance, and Management Review Committee of
the U. T. System Board of Regents. Additionally, the Committee members receive a
detailed summary of "new" significant recommendations quarterly.

Additionally, Ms. Jennifer Chapman, Executive Director of Assurance Services at U. T.

Arlington, and Mr. Ken Schroeder, Director of Audit at U. T. Arlington, will present the
results of their recent external peer review.
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* OTHER U. T. SYSTEM AUDITS COMPLETED - 3/2006 through 5/2006

Month Institution Audit
Received by
System
March-06 UT Arlington Library Purchasing and Inventory Process Audit
March-06 UT Arlington Outsourced Operations - Bookstore Audit
March-06 UT Austin Advanced Manufacturing Center - Review of Internal Controls and Basic Operating
Procedures
March-06 UT Austin Campus Club and Commons Café - Review of Internal Controls and Basic Operating
Procedures
March-06 UT Austin Texas Administrative Code 202 (Information Technology)
March-06 UT Austin Texas Materials Institute - Review of Internal Controls and Basic Operating Procedures
March-06 UT Austin University Interscholastic League Audit
March-06 UT Dallas Registration Audit
March-06 UT M.D. Anderson |A Review of Payroll Expenditure by Nurse Voucher
Cancer Center
March-06 UT M.D. Anderson |A Review of University Cancer Foundation
Cancer Center
March-06 UT San Antonio Human Resources Audit
March-06 UT Southwestern  |Department of Radiology
Medical Center
March-06 UT Southwestern |Inventory of Information Technology Data Center Services
Medical Center
March-06 UT Tyler Audit of the Travel, Entertainment, and Other Expenses Made for the President of UT
Tyler
March-06 UTHC Tyler
Senior Vice President for Compliance and University Affairs - Change in Management
March-06 UTHSC Houston |Inventory of Information Technology Data Center Services
March-06 UTHSC Houston  |Procurement Card Compliance Audit
March-06 UTHSC San Antonio |PeopleSoft Student Administration Application Security Review
April-06 UT Austin Center for Educational Accountability - Review of Internal Controls and Basic Operating
Procedures
April-06 UT Austin Office of the President Change in Management Audit
April-06 UT Austin Office of University Services - Review of Internal Controls and Basic Operating
Procedures
April-06 UT Dallas Equipment Inventory
April-06 UT Dallas Facilities Management Work Order System
April-06 UT Pan American _|Inventory of Information Technology Data Center Services
April-06 UT San Antonio Security of Credit Card Data Audit Report
April-06 UT Southwestern |Department of Obstetrics and Gynecology Management Review
Medical Center
April-06 UT Southwestern |Department of Plastic Surgery
Medical Center
April-06 UT Southwestern  |General Controls for Protected Health Information
Medical Center
April-06 UT System Inventory of Information Technology Data Center Services
Administration
April-06 UT System Raiser's Edge Consulting Engagement
Administration
April-06 UT Tyler Audit of the Office of the Vice President of Business Affairs
April-06 UTHSC Houston  |Executive Reimbursements and Presidential Travel and Entertainment
April-06 UTHSC San Antonio |HIPAA Security at UT Medicine
April-06 UTHSC San Antonio |Inventory of Information Technology Data Center Services
April-06 UTHSC San Antonio |Medical Services, Research, and Development Plan Front End Billing Follow-Up
April-06 UTHSC San Antonio |Vice President for Research Internal Control Review
May-06 UT Arlington Inventory of Information Technology Data Center Services
May-06 UT Austin Automated Clearing House Audit
May-06 UT Austin Data Center Services Inventory
May-06 UT Austin Department of Economics - Review of Internal Controls and Basic Operating Procedures
May-06 UT Dallas Inventory of Information Technology Data Center Services
May-06 UT Dallas Advanced Technology Program/Advance Research Program (ATP/ARP) Grants Audit
May-06 UT El Paso Inventory of Information Technology Data Center Services
May-06 UT M.D. Anderson |Inventory of Information Technology Data Center Services
Cancer Center
May-06 UT M.D. Anderson |Review of the President's Travel, Entertainment, and Related Expenses
Cancer Center
May-06 UT Medical Branch at |Inventory of Information Technology Data Center Services - Information Technology
Galveston Systems and Hardware Inventory
May-06 UT Medical Branch at [UTMB HealthCare Systems Clinical Staffing Solutions Review
Galveston
May-06 UT Pan American |Child Development Center
May-06 UT Pan American  |NCAA Student Athlete Employment Compliance
May-06 UT Permian Basin _|Inventory of Information Technology Data Center Services
May-06 UT Permian Basin _|Presidential Travel and Expense Audit
May-06 UT San Antonio Inventory of Information Technology Data Center Services
May-06 UT System 1st Quarter FY 2006 Information Technology Follow-up Audinformation Technology
Administration
May-06 UT System 1st Quarter FY 2006 Non-Information Technology Follow-up Audinformation Technology
Administration
May-06 UT System Network Security and Availability
Administration
May-06 UT System Office of Employee Benefits Change in Management Audit
Administration
May-06 UT Southwestern  |Medical Services, Research, and Development Plan Charge Entry Audit
Medical Center
May-06 UT Southwestern  |UT Southwestern Accounts Payable Audit

Medical Center
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5. U. T. System: Report on the System-wide Institutional Compliance
Program Activity

REPORT

Mr. Charles Chaffin, Chief Audit Executive and System-wide Compliance Officer, will
brief the Audit, Compliance, and Management Review Committee on the third quarter
report of the System-wide Compliance Program, set forth on Pages 32 - 35 of the
Supplemental Materials (Volume 2) of the Agenda Book. Activity reports are presented
to the Audit, Compliance, and Management Review Committee of the Board of Regents
on a quarterly basis. The last activity report was sent on July 28, 2006.

Mr. Chaffin will then provide an update on the peer review activities at the institutions.
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1. U. T. System: Discussion and appropriate action related to approval of
Docket No. 127

RECOMMENDATION

It is recommended that Docket No. 127, beginning on Page Docket - 1, be approved.
The Docket is printed on green paper at the back of the Supplemental Materials
(Volume 2) of the Agenda Book.

It is also recommended that the Board confirm that authority to execute contracts, doc-

uments, or instruments approved therein has been delegated to appropriate officials of
the respective institution involved.

2. U. T. System: Approval of Shared Services Initiative

RECOMMENDATION

The Chancellor, the Interim Executive Vice Chancellor for Academic Affairs, and the
Executive Vice Chancellor for Health Affairs concur in the recommendation of the
Executive Vice Chancellor for Business Affairs that the U. T. System Board of Regents
approve the Shared Services Initiative projects as follows:

a. approve bringing the Arlington Data Center to Tier Il status ($1.5 million);

b. approve acquisition of 8,000 square feet of data center space from U. T.
M. D. Anderson Cancer Center ($2.4 million);

C. approve full implementation of the North Texas Student Information
System (SIS) Pilot Project ($8.0 million); and

d. approve expenditure of Permanent University Funds (PUF) as authorized
by the approved budget (See Item 4 on Page 8).

PowerPoint presentations by Mr. John Wheat, Senior Manager, Texas Higher Education
Practice, BearingPoint, Inc., and Dr. Kelley are set forth on Pages 36 - 42 and

Pages 43 - 51, respectively, of the Supplemental Materials (Volume 2) of the Agenda
Book.
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BACKGROUND INFORMATION

"Shared services" is the name given to a specific model for consolidating redundant
information technology and business services in large organizations with multiple,
geographically distributed units. It is a proven organizational strategy for achieving

1. cost savings realized through economies of scale;
2. process improvements attained through standardization; and
3. universal application of institutionally preferred practices.

The shared services model has been employed in some form by approximately 80% of
the U.S. Fortune 500 companies and its use is spreading to the not-for-profit sector as
well.

The U. T. System has been utilizing many of the concepts of shared services for some
time. The "value-added" philosophy emphasized by Chancellor Yudof recognizes the
basic premise that efficiency and effectiveness are best obtained by sharing respon-
sibility and resources of the U. T. System and the campuses. Facilities construction
management and legal services are examples within the U. T. System, which are
consistent with this shared services concept.

The formalization of a Shared Services Initiative with clear definition and objectives,
utilization of best practices, and direct U. T. System investment is the next step in this
evolutionary process.

In January 2006, the U. T. System engaged BearingPoint, Inc., through an interagency
contract arrangement with U. T. Medical Branch - Galveston, to review and comment on
the viability of utilizing a shared services model within the U. T. System and specifically,
to review the feasibility of undertaking a shared services pilot project of Enterprise
Resource Planning (ERP) systems in North Texas. BearingPoint completed its report
and determined that shared services is a viable and compelling model for the U. T.
System. BearingPoint recommended that utilization of shared services within the U. T.
System be pursued and that the pilot project be undertaken.

In addition, during this past year the U. T. System Office of Technology and Informa-
tion Services (OTIS) has been involved in reviewing the viability of consolidating some
information technology operations into regional data centers to enhance efficiency
and provide effective data backup and recovery for the U. T. campuses. This is con-
sistent with a legislative directive (HB 1516, 79th Texas Legislature, Regular Session)
requiring Texas state agencies, under the direction of the Department of Information
Resources (DIR), to consolidate into state enterprise data centers. DIR has indicated
that as long as the higher education systems make progress toward system-based
consolidation, DIR will not require higher education to consolidate with other state
agencies.
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The data center consolidation and the potential for shared software applications
are only now possible with the creation of the Lonestar Education and Research
Network (LEARN), which provides the necessary statewide connectivity platform
to offer a higher level of integration.

The U. T. System will encourage institutions to participate in the Shared Services
Initiative in two critical ways. First, by bearing much of the initial implementation cost,
the U. T. System provides a financial incentive for institutions to participate. The rec-
ommendation above asks approval for the U. T. System to contribute $11.9 million in
one-time capital to fund the initial shared services projects. In turn, the campuses will
be contributing 25-33% of the initial implementation costs and will be responsible for all
ongoing operating expenses following implementation.

Second, by providing a fair and equitable governance structure, the U. T. System can
create an environment where institutions will not feel they are compromising customiza-
tion for efficiency.

The Shared Services Initiative is consistent with and recommended in the proposed

U. T. System Strategic Plan for 2006-2015. The Plan noted that shared services was a
logical way to improve productivity and efficiency. The initiative outlined here fulfills the
shared services recommendation in the Strategic Plan.

Further details about the Shared Services Initiative may be found on Pages 143 - 156.

Information Technology Shared Services - Data Centers

It has been recommended that the U. T. System establish three Tier Il regional data
centers along the LEARN network. The consolidated data centers would be available
to all U. T. institutions and would provide opportunities for data redundancy, efficient
disaster recovery, and lower data center operational costs for the campuses. Cam-
puses would be invited and encouraged to participate, but would not be under a man-
date to do so.

The recommendation is for the U. T. System to invest in the initial infrastructure to
bring these three regional data centers online, but that participating institutions share
all operating costs. The U. T. System will own and manage the regional data centers;
however, it is recommended that the U. T. System contract with a U. T. campus to
functionally operate each data center.

Operating costs born by the U. T. System will be charged to each participating campus.
The U. T. System will be accountable to the participating campuses through signed
service level agreements. In addition, the data centers will be governed by a repre-
sentative body of internal customers and U. T. System personnel.
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The recommended locations for the three regional data centers are Arlington, Houston,
and Austin. These locations provide regional access to the LEARN network, allow for
necessary geographic dispersion, have access to qualified personnel needed to operate
the centers, and have provided a match between space available and local needs.

The North Texas SIS Pilot Project

As previously mentioned, BearingPoint was asked to assess the viability of a joint
software implementation project in North Texas. An opportunity existed because both
U. T. Arlington and U. T. Dallas were engaged in plans to replace their administrative
systems. In addition, U. T. Tyler recognized the need to upgrade its systems, but was
unclear as to how it could allocate the necessary resources to fund its own major
administrative software upgrade.

BearingPoint determined that a joint implementation was both feasible and advisable.
Appropriately structured, such a project would yield the benefits of the Shared Services
model and would serve as a pilot for future similar initiatives. Recognizing that the most
critical need for U. T. Dallas and U. T. Tyler was to replace their outdated student infor-
mation systems, it was recommended that the project extend U. T. Arlington's imple-
mentation of a PeopleSoft SIS to U. T. Dallas and U. T. Tyler.

There are other U. T. System initiatives that are underway or being discussed that

would also fit under this Shared Services Initiative. These include: joint purchasing, a
common time and effort reporting system, and standardization of the chart of accounts.

142



The Shared Services Initiative

“Shared services” is the name given to a specific model for consolidating redundant information
technology (IT) and business services in large organizations with multiple, geographically
distributed units. It is a proven organizational strategy for achieving:

1. Cost savings realized through economies of scale;
2. Process improvements attained through standardization; and
3. Universal application of institutionally preferred practices.

The shared services model has been employed in some form by approximately 80% of the U.S.
Fortune 500 companies and its use is spreading to the not-for-profit sector as well.

As illustrated in the diagram provided by BearingPoint, Inc. below, shared services is structured

to incorporate both the economies of a centralized system and the customer service of a
decentralized model.
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Shared services can be structured and delivered in at least three major levels: information
technology, software services or business systems, and business processes.

Processes

Training
Payroll

Business Process P Insource/

Shared Services Accounts Receivable Dutsource
Travel & Expense
Help Desk

Software

Financials ERP
Training
Business § ms B lication Service
Shared ﬁnﬂs Student System :pr:vm9l {ASF)
Course Management
Enterprize Portal
Reporting

Infrastructure

Information

Technology

Shared Services Back Up & Recovery
Security

Data Center
Consolidation

£ 2006 BeanngPoint, Ing.

Typically, these levels build on one another in the sequence depicted.

In fact, the U. T. System has been utilizing many of the concepts of shared services for some
time. The “value-added” philosophy emphasized by Chancellor Yudof recognizes the basic
premise that efficiency and effectiveness are best obtained by sharing responsibility and
resources of the U. T. System and the campuses. Facilities construction management and legal
services are examples within the U. T. System, which are consistent with this shared services
concept.

Nonetheless, the formalization of a Shared Services Initiative with clear definition and
objectives, utilization of best practices, and direct U. T. System investment is the next step in this
evolutionary process.

In January 2006, the U. T. System engaged BearingPoint, Inc. to review and comment on the
viability of utilizing a shared services model within the U. T. System and specifically, to review
the feasibility of undertaking a shared services pilot project of Enterprise Resource Planning
(ERP) systems in North Texas. BearingPoint completed its report and determined that shared
services is a viable and compelling model for the U. T. System. It was recommended that
utilization of shared services within the U. T. System be pursued and that the pilot project be
undertaken.

In addition, during this past year the U. T. System Office of Technology and Information
Services (OTIS) has been involved in reviewing the viability of consolidating some information
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technology operations into regional data centers to enhance efficiency and provide effective data
back-up and recovery for the U. T. campuses. This is consistent with a legislative directive

(HB 1516, 79" Texas Legislature, Regular Session) requiring Texas state agencies, under the
direction of the Department of Information Resources (DIR), to consolidate into state enterprise
data centers. DIR has indicated that as long as the higher education systems make progress
toward system-based consolidation, DIR will not require higher education to consolidate with
other state agencies.

The data center consolidation and the potential for shared software applications are only now
possible with the creation of the Lonestar Education and Research Network (LEARN) which
provides the necessary statewide connectivity platform to offer a higher level of integration.

A Shared Services Initiative is consistent with and recommended in the proposed U. T. System
Strategic Plan for 2006-2015. The plan noted that shared services was a logical way to improve
productivity and efficiency. Implementation of the initiative outlined here would signal
substantial progress toward achievement of one of the significant recommendations of the U. T.
System Strategic Plan.

There are other U. T. System initiatives that are underway or being discussed that would also fit
under this Shared Services Initiative. One project addresses recent failures by institutions of
higher education in complying with federal regulations pertaining to a researcher and/or
institution properly accounting for his/her salary charged to a contract or grant. A common
online effort reporting system would strengthen institutional compliance with these regulations.
Others include joint purchasing, consolidated technology transfer offices, and standardization of
the chart of accounts.

The purpose of this report is to organize these various activities within the defined “shared
services” structure and to recommend that the U. T. System move forward with and invest in
several specific shared services initiatives. Appendix B provides a summary of the projects
discussed in the report categorized under the three levels of shared services.

The following best practices recommended by BearingPoint will provide the basis for how all
such initiatives are implemented. Shared services projects should:

Be guided by a governance body of internal customers

Be operated from a distinct business unit created for this purpose

Have clearly defined service portfolios

Be run by a professional program management office

Charge a competitive price for all services

Behave like a external business entity

Be accountable to customers via service level agreements

Use quantitative performance measures to drive continuous quality improvement

N~ WNE

This Shared Services Initiative empowers the institutions to jointly administer programs and
systems with the U. T. System facilitating the process and creating incentives for institutional
participation.

Prepared by the Office of Business Affairs
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Information Technology Shared Services — Data Centers

It is recommended that the U. T. System establish three Tier 111* regional data centers along the
LEARN network. The consolidated data centers would be available to all U. T. institutions and
would provide opportunities for data redundancy, efficient disaster recovery, and lower data
center operational costs for the campuses. Campuses would be invited and encouraged to
participate, but would not be under any mandate to do so.

It is recommended that the U. T. System invest in the initial infrastructure to bring these three
regional data centers online, but that participating institutions share all operating costs. The

U. T. System will own and manage the regional data centers; however it is recommended that the
U. T. System contract with a U. T. campus to functionally operate each data center.

Operating costs born by the U. T. System will be charged to each participating campus. The
U. T. System will be accountable to the participating campuses through signed service level
agreements. In addition, the data centers will be governed by a representative body of internal
customers and System personnel (see the Governance Section of this report).

It is recommended that the three regional data centers be located in Arlington, Houston, and
Austin. These locations provide regional access to the LEARN network, allow for necessary
geographic dispersion, have access to qualified personnel needed to operate the centers, and have
provided a match between space available and local needs.

Arlington Regional Data Center

The Arlington Regional Data Center was already purchased by the Board of Regents using PUF
money at a cost of $8.5 million. Not only did this purchase provide a needed data center for

U. T. Arlington, it provided an additional 6,700 available square feet for use by other U. T.
institutions. As a result:

e U.T. Southwestern Medical Center — Dallas is in the process of moving their
development systems to the Data Center and using it for backup computer services and
disaster recovery.

e U. T. Medical Branch - Galveston has begun negotiations with Arlington to provide
backup services.

e U. T. Dallas is exploring moving its development systems and other computer operations
to the Data Center.

e U. T. System is considering using the data center for UT TeleCampus software
applications.

e A jointly implemented Student Information Systems software application serving U. T.
Arlington, U. T. Dallas, and U. T. Tyler will be run at the Data Center.

While the Arlington Regional Data Center has begun operations as a U. T. System regional data
center, BearingPoint noted that it is still in need of upgrades to bring it to Tier 111 status, which is

L A Tier 111 data center is composed of multiple active power and cooling distribution paths, but only one path
active, has redundant components, and is concurrently maintainable, providing 99.982% availability. See W. Pitt
Turner 1V, P.E., John H. (Hank) Seader, P.E. and Kenneth G. Brill, “Industry Standard Tier Classifications Define
Site Infrastructure Performance,” The Uptime Institute, 2005.
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imperative for it to be a robust disaster recovery solution. The costs for those upgrades are
estimated to be $1.5 million and it is recommended that the Board of Regents authorize this
additional capital investment.

U. T. System Financial Responsibility:

ONE-TIME The capital investment needed to bring the Arlington $1.5 million
Data Center to Tier Il Status

Houston Regional Data Center

U. T. M. D. Anderson Cancer Center owns and occupies a remote data center in Houston. The
facility includes 8,000 square feet of Tier |11 data center space and 3,600 square feet of office
space. The office space has historically been rented out to other entities. U. T. M. D. Anderson
Cancer Center would prefer to make this space available to the U. T. System. For an
approximate cost of $2.4 million, the 3,600 square feet of office space could be upgraded to
Tier I11 data center status. This 11,600-square foot Tier I11 data center facility could then
adequately serve as a second regional data center serving U. T. M. D. Anderson Cancer Center
and potentially U. T. Health Science Center - Houston, U. T. Health Science Center - San
Antonio, U. T. Brownsville, and U. T. Pan American.

The Houston Regional Data Center would be ideal for housing a common online effort reporting
system and creation of the Houston Regional Data Center would eventually allow for data
storage redundancy between the Arlington and Houston regional centers. It is recommended that
the Board of Regents authorize funding to complete the build-out of the Houston Data Center.

U. T. System Financial Responsibility:
ONE-TIME The capital investment needed to build out 3,600 square ~ $2.4 million
feet of data center space at U. T. M. D. Anderson Cancer

Center.

Austin Reqgional Data Center

U. T. Austin is in great need of a new data center. Rather than attempt to replace its current
facility, it is more advantageous to pursue the acquisition and/or construction of a regional data
center facility in Austin that would both serve Austin’s needs and function as a third U. T.
System regional data center. It is estimated that 20,000 square feet of Tier 11l data center space
would be needed to serve U. T. Austin and potentially, U. T. San Antonio, U. T. Permian Basin,
and U. T. El Paso. The staff at U. T. Austin is supportive of a regional data center concept and is
assisting with the planning, cost estimates and business case. A recommendation for U. T.
System investment is not ready at this time, but will be forthcoming once plans become more
complete.
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LEARN Network

The continued expansion and enhancement of the LEARN network has allowed the U. T. System
to move towards offering regional data centers throughout Texas. This robust infrastructure
allows the U. T. System to proceed with the proposed Shared Services Initiative. However,
continued capital investments in this network would allow the U. T. System to eventually control
and maintain its own statewide network connecting all the U. T. institutions. Such a proprietary
network would greatly facilitate future shared services projects. The U. T. System Office of
Technology and Information Services has requested Library, Equipment, Repair and
Rehabilitation funds to provide the needed capital enhancements. Thus, the funding request is
not duplicated here.

Prepared by the Office of Business Affairs 6
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Business Systems Shared Services — Software Applications

The North Texas SIS Pilot Project

As previously mentioned, BearingPoint was asked to assess the viability of a joint software
implementation project in North Texas. An opportunity existed because both U. T. Arlington
and U. T. Dallas were engaged in plans to replace their administrative systems. In addition,
U. T. Tyler recognized the need to upgrade its systems but was unclear as to how they could
allocate the necessary resources to fund its own major administrative software upgrade.

BearingPoint determined that a joint implementation was both feasible and advisable.
Appropriately structured, such a project would yield the benefits of the shared services model
and would serve as a pilot for future similar initiatives. Recognizing that the most critical need
for U. T. Dallas and U. T. Tyler was to replace their outdated student information systems, it was
recommended that the project extend U. T. Arlington’s implementation of a PeopleSoft Student
Information System (SIS) to U. T. Dallas and U. T. Tyler.

The institutions have agreed in principle to the joint SIS implementation and recognize the
potential benefits of a shared services model. In addition, they will allow the U. T. System to
provide oversight of the application on an ongoing basis in a manner that is agreeable to all three
of the institutions as well as to the U. T. System. This pilot implementation allows the
opportunity to establish a governance structure for a Shared Services Initiative (see the
Governance section of this report).

As an incentive to the campuses and consistent with the structure of the shared services model, it
is recommended that the Board of Regents fund much of the initial licensing and implementation
costs of this pilot project. These one-time costs, estimated at $8.0 million can be capitalized and
funded from PUF distributions.

In addition, it is essential that the U. T. System hire a small project management staff to manage
this implementation and handle day-to-day operations (see Financial Commitments of the U. T.
System section).

In turn, each campus will contribute to the project by funding its own project manager,
functional and technical support teams, and the necessary hardware on their campuses. While
this funding commitment will vary based on the campus’ size, the total commitment from the
participating institutions will likely be 25% to 33% of the total implementation costs.
Furthermore, the institutions will be responsible for sharing all the ongoing operating costs after
implementation.

2 U. T. Tyler’s participation is conditioned on the establishment of a dark fiber connection between Tyler/Longview
and the Metroplex area by the LEARN network, which is planned for the upcoming year.
Prepared by the Office of Business Affairs 7
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U. T. System Financial Responsibilities:

ONE-TIME The cost of extending the PeopleSoft Student Information  $2.0 million
System license to U. T. Dallas and U. T. Tyler

ONE-TIME Consulting services associated with implementation and ~ $3.5 million
training

ONE-TIME Necessary hardware to run the central application $1.5 million

ONE-TIME Two years of prepaid maintenance on the hardware and $1.0 million

software licenses

Online Effort Reporting System Project

Another project suited for shared services implementation addresses recent failures by
institutions of higher education in complying with federal regulations pertaining to a researcher
and/or institution properly accounting for his/her salary charged to a contract or grant. In recent
years, noncompliance with these regulations has resulted in several institutions of higher
education having to pay millions of dollars in fines and/or refunded research awards. The
Office of Health Affairs has been spearheading several strategies designed to improve
compliance with federal regulations relating to effort certification made by individuals who are
paid from a sponsored program through standardizing policies, developing education programs,
and ensuring appropriate monitoring activities exist. By leveraging the Guidance of Effort
Reporting Policies, the Office of Health Affairs is studying the plausibility of a common online
effort reporting system for multiple institutions, which could result in standardized processes as
well as savings in the total implementation cost.

Prepared by the Office of Business Affairs
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Business Processes Shared Services

Joint Purchasing

The Office of Health Affairs, the Office of Technology and Information Services, the Office of
Risk Management, and others have made considerable progress in facilitating joint purchasing
contracts for the U. T. System. The Office of Health Affairs is now working on a plan for more
formalized joint purchasing efforts. This project would be well suited for the Shared Services
Initiative related to business processes. As the ideas are developed and formalized, further
recommendations and suggestions in this area will come to the Board of Regents.

Technology Transfer Offices

The Office of Research and Technology Transfer is working with the institutions to enhance
technology transfer services. Several institutions maintain on-campus technology transfer
offices. Other institutions do not have the research volume to support such an initiative. In order
to allow these smaller-volume institutions to support such efforts, the Office of Research and
Technology Transfer is exploring multi-institutional affinity based Technology Transfer Offices.
Current examples of affinity groups in other contexts include but are not limited to the
Borderplex Council and the Metroplex Council. These shared offices would allow the smaller-
volume institutions to partner with larger institutions to share the existing infrastructure.

Prepared by the Office of Business Affairs 9
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Financial Commitments of the U. T. System

As previously noted, recommended best practices for implementation of any shared services
project include an organization governed by the participants that operates like an external
business unit and charges a competitive price for its services. Thus, ongoing operating costs of
all shared services projects would be born by the participating institutions.

However, the Shared Services Initiative recommends a significant investment from the U. T.
System to start these projects and facilitate their implementation. By providing such financial
incentives, campuses will be encouraged to participate, a means will be provided for smaller
campuses to take part in activities they could not otherwise afford, and overall efficiency and
effectiveness for the U. T. System will increase.

The suggested U. T. System investment includes one-time capital investments like those
recommended in this paper for the Arlington Regional Data Center ($1.5 million), the Houston
Regional Data Center ($2.4 million), and the North Texas SIS Pilot Project implementation
($8.0 million). In most cases—such as in the SIS project implementation—the campuses also
participate in the implementation costs, but the majority of these one-time expenses would be
born by the U. T. System. As other projects are recommended, it is anticipated that additional
one-time capital funding requests will come to the Board of Regents.

Furthermore, as part of the Shared Services Initiative, it is recommended that a Shared Services
Office be created and that this group be funded by and report to the U. T. System Executive Vice
Chancellor for Business Affairs. The Shared Services Office would be responsible for
facilitating and overseeing each project implementation. The small project management staff
would be assigned to various shared services projects, as needed, to ensure successful
implementation and to work with and report to the project governing committees. Once projects
are implemented, all responsibilities would be transitioned to campus staff and/or to permanent
project staff funded by the participating institutions.

With the implementation of the North Texas SIS pilot project, it is suggested that three staff
members (a Project Manager, an Assistant Project Manager, and an Administrative Assistant) be
hired into the Shared Services Office, two of these employees would be located in Arlington, and
one in Austin. The staff would be accountable to oversee the successful implementation of this
project over the next two years and then would move to other implementation projects.

Eventually, this model could be duplicated in Houston (as a small team oversees the
implementation of a common online effort reporting system there, for example) and in Austin. It
is envisioned that the entire staff of the Shared Services Office could grow to as many as seven
employees with two working in Arlington, two in Houston and three in Austin.

However, at this point only an increase in the Fiscal Year 2007 operating budget of
approximately $300,000 is being requested to fund staff initially responsible for implementation
of the North Texas SIS Pilot Project. Future hires will be dependant on the approval of
additional projects.

RECURRING | A full-time project implementation staff of up to three $300 K
people in Arlington
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Governance

A main distinction between centralization and shared services is the relationship built between
the U. T. System and the institutions. With shared services, the U. T. System is providing a
service to the internal customer. This service model includes formalized service level
agreements (SLASs), performance metrics and goals, and a defined service arrangement between
the customer (the institutions) and the service provider (U. T. System).

The SIS implementation and the Arlington Regional Data Center will act as pilot
implementations for the Shared Services Initiative. As such, guidelines will be set and SLAs
will be approved with the expectation that they will be the first iteration of an evolving
governance program that will support this initiative.

Generally, it is proposed that a bicameral governance system be implemented for each shared
services project. Projects would be overseen by a Governing Committee and a Steering
Committee.

The Governing Committee, comprised of participating institutions (each with an equal vote) and
chaired by a U. T. System representative, will address strategic issues such as the establishment
and maintenance of key operating principles, approval of the funding model and capital and
operating budgets, approval of the Service Level Agreements, and approval of policies and
procedures governing the project. The Governing Committee will also be charged with resolving
conflicts forwarded by the Steering Committee. The chair of the Governing Committee is also
ultimately responsible for the ongoing success of the project, and will be empowered to mediate
conflicts and break deadlocks when consensus cannot be reached.

The Steering Committee, comprised of participating institutions (each receiving a weighted vote
based on the size of their involvement in the project) and U. T. System representatives, will be
responsible for day-to-day decision-making, consideration of the local priorities of each
institution and balancing those priorities within the joint project, establishing the SLAs by
mutual agreement, recommending budgets and budget changes, managing customer
relationships, and bringing conflicts (along with recommended solutions) to the Governing
Committee.

Institutions interested in a shared services project, but not yet participating may be invited to
send nonvoting observers to serve on either of the committees.
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Appendix A: Validation for Implementation (Return On Investment)

Arlington Regional Data Center

Cost Savings:

e Frees space on campus for other purposes
o0 The alternative for U. T. Southwestern Medical Center — Dallas was to acquire or

build its own data center at an estimated cost of over $2,500 per square foot
o U. T. Dallas will be able to eliminate one of its on-campus data centers
= Freeing space
= Enhancing efficiencies and
= Addressing health and safety issues
e Generates personnel savings due to umbrella management of data center
o It takes approximately the same number of staff to run a small or large data center
e Provides real estate savings due to space reduction
o U. T. Arlington secured a data center with inexpensive real estate
e Offers more efficient use of already available and owned space at U. T. Arlington
o0 Many campuses have no other easy access to available data center space

Added Value:

e Offers redundancy for disaster recovery not previously available to institutions
o0 U. T. Medical Branch - Galveston is moving data backup to Arlington due to
lessons learned from recent hurricane activity
e Provides for higher level of service (24x7) than a some campuses can provide
e Generates a higher level of security than exists at some campuses
e Provides, for the first time, Tier 111 data center to some U. T. institutions

Houston Regional Data Center

e Makes available to more U. T. Institutions the same cost savings and added value
referenced above

e Inaddition, acquisition of a Houston Regional Data Center would provide redundancy for
disaster recovery not previously available

e Redundant regional data centers would facilitate U. T.’s ability to provide common
applications housed at the data centers with high availability

Prepared by the Office of Business Affairs 12
August 9, 2006
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North Texas Student Information Systems Joint Application

Cost Savings:

e Allows for total costs that will be at least 1/3 less than the cost of implementing a Student

Information System on each of the three campuses individually
e Provides savings in:
o0 Personnel due to a single implementation team
0 Licensing due to economies of scale
o Developing standard reports, such as those for the Coordinating Board

Added Value

e Increases help desk services due to economies of scale
0 Because there are more users and the help desk is consolidated, it is possible to
offer more hours of help-desk coverage
e Provides opportunities to share best practices on a single platform
o Itis natural that the institutions sharing the SIS will have significantly more
interaction than institutions who are working individually.
e Enhances efficiency in gathering System-wide information

Prepared by the Office of Business Affairs
August 9, 2006
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Appendix B: Shared Services

IT Shared Services

Business Systems Shared Services

Business Process Shared Services

Regional Data Centers
e Arlington
0 6,700 Square Feet Available
0 Owned By U. T. System
o Run By U. T. Arlington
o Participants
. T. Arlington
. T. Dallas
. T. Tyler
. T. Southwestern Medical Center - Dallas
. T. Medical Branch - Galveston
. T. System
. T. Health Center - Tyler*
e One-Time Investment Needed to Upgrade to Tier Il Status
$1.5 Million
e Houston
0 11,600 Square Feet Available
0 Runby U. T. M. D. Anderson Cancer Center
o Participants
= U.T.M.D. Anderson Cancer Center
U. T. Health Science Center - San Antonio
U. T. Health Science Center - Houston*
U. T. Pan American*
U. T. Brownsville*
= U.T. System*
0 One-Time Investment Needed to Build Out For Shared Use
$2.4 Million
e Austin
0 20,000 Square Feet Total
0 Owned By U. T. System
0 Runby U. T. Austin
o Participants
= U.T. Austin
= U.T. San Antonio*
= U.T. El Paso*
= U. T. Permian Basin*
0 One-Time Investment Needed To build or Purchase TBD

"= E = = =
ccccccc

North Texas Student Information Systems Joint Application

o Participants
o U.T. Arlington
o U.T. Dallas
o U.T. Tyler

e One-Time Investment Needed for Initial Software licensing and
Implementation Costs $8.0 million

e Recurring Investment Needed For Project Management
$300,000

Joint Purchasing
o Participants TBD
e Cost TBD

LEARN Network
o The Network needed for Adequate Connectivity and Redundancy

Online Effort Reporting System
o Participants TBD
e Cost TBD

Technology Transfer Office
e Participants TBD
e Cost TBD

* Possible
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3. U. T. System: Key Financial Indicators Report and Monthly Financial
Report

Dr. Scott C. Kelley, Executive Vice Chancellor for Business Affairs, will discuss the Key
Financial Indicators Report, as set forth on Pages 158 - 165, and the June Monthly
Financial Report (MFR), as set forth on Pages 52 - 77 of the Supplemental Materials
(Volume 2) of the Agenda Book. The reports represent the consolidated and individual
operating results of the U. T. System institutions.

REPORT

The Key Financial Indicators Report compares the System-wide results of operations,
key revenues and expenses, reserves, and key financial ratios in a graphical presen-
tation from Fiscal Year 2002 through June 2006. Ratios requiring balance sheet data
are provided for Fiscal Year 2002 through Fiscal Year 2005.

The MFR is provided as support for the Key Financial Indicators. The MFR includes the

detailed numbers behind the System-wide graphs as well as detail for each individual
institution as of June 2006.
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KEY

Actual 2002 Through 2005 amounts
(SOURCE: Annual Financial Reports Fiscal Years 2002, 2003, 2004 and 2005)

2006 Budget amounts
(SOURCE: Operating Budget Summary 2006)

Projected 2006 amounts
(trend based on the average change of the previous four years of data)

Monthly Financial Report Year to Date amounts for May 2005 and May 2006

Annual State Net Revenue Collections for 2002, 2003, 2004 and 2005
(SOURCE: Texas Revenue History by Source 1978-2005, State Comptroller's Office)

Year to Date State Net Revenue Collections for May 2005 and May 2006
(SOURCE: State Comptroller's Office)

Estimated State Revenue Collections for 2006
(SOURCE: 2006-07 Certification Revenue Estimate, State Comptroller's Office)

I 2002, 2003, 2004 and 2005 Annual Average of FTEs, Average of 1st, 2nd and 3rd Quarter 2006 FTEs
(SOURCE: State Auditor's Office Quarterly FTE Report)

Year to Date margin for June 2006
(SOURCE: Monthly Financial Report for June 2006)

- Projected 2006

(SOURCE: Monthly Financial Report Year- End Projections collected June 2006)

— Year to Date margin for June 2005
(SOURCE: Monthly Financial Report for June 2006)

Target Normalized Rates

Aaa/Aal Median
(SOURCE: Moody's)

-0—0® A2 Median
(SOURCE: Moody's)

Fair Facilities Condition Index (5% - 10%)

@-@—@® Good Facilities Condition Index (Exceeds 10%)

159



KEY INDICATORS OF REVENUES
ACTUAL 2002 THROUGH 2005

PROJECTED 2006

YEAR TO DATE 2005 AND 2006 FROM MAY MONTHLY FINANCIAL REPORT

In Millions State Appropriations In Millions State Net Revenues
1,800 ~ 1,585.6 . 80,000 -
1,615.4 15781 1,557.5 66,204
1,600 ] 65,810 61,222
70,000 58,310 62,073 55,063 92%
1,400 1 60,000
1,200 -
50,000
1,000 -
40,000
800 -
30,000
600 -
400 1 20,000
200 - 10,000
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
In Millions Gross Tuition and Fees In Millions Clinical Revenues
1,200 3,500 -
1,000 1 3,000 -
2,500 -
800 -
2,000 -
600 -
1,500
400 -
1,000
200 - 500
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
In Millions Sponsored Programs 1n Millions Au><|I|_ary Enterprlseg and o
Sales and Services of Educational Activities
2500 7 600 1 534.3
2,115.3 i .
1,905.6 1,974.8 5111
2,000 1 1,778.1 500
400 -
1,500
300 -
1,000
200 -
500 -
100 -
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
In Millions Investment Income . Gift Contributions for Operations
(Excludes Realized and Unrealized Gains and Losses) In Millions
700 7 630.6 8007 265.8
531.6
600 - 6 5477 |
5254 4919 4553 o 250
500 - 72%
200 -
400 -
150
300 -
100
200 -
100 507

2002

2003 2004 2005

2006

2002

2003 2004

2005
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KEY INDICATORS OF EXPENSES
ACTUAL 2002 THROUGH 2005

PROJECTED 2006

YEAR TO DATE 2005 AND 2006 FROM MAY MONTHLY FINANCIAL REPORT

Salaries and Wages

In Millions Full-Time Equivalent Employees
4,317.1 79,506.9
4,500 - 3,962.7 (FTEs) 75,416.5
80,000 - 67.513.1 69,728.2 70,603.8
4,000 ~
70,000
3,500 +
60,000 -
3,000 +
50,000 -~
2,500 +
2,000 - 40,000 -
1500 30,000 +
1,000 + 20,000 -~
500 10,000 -
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
In Millions Fringe Benefits Costs Fringe as a Percentage of Salaries
1,200 -
g 30%-
969.6 5 25.6% 26.0% 24.1% 25.2%
23.7%
1,000 - 25%-
800 - 20%-
600 - 15%-
400 - 10%-
200 + 5%-
i 0%
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
In Millions Materials and Supplies In Millions Utilities
1,000 - 250
897.0 10162196
900 y
800 200 +
700 -
600 + 150
500
400 - 100 +
300 -
200 50 4
100 +
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
~Interest Expense on Capital Asset Financing nMions ~ Depreciation and Amortization
In Millions 1355 156.2
1607 1350 8% 600 1 560.2
140 +
500
120 +
100 4 400
80 1 300
60
200
40
100 -+
20 +

2002

2003 2004 2005

2002

2006

2003 2004 2005

2006
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KEY INDICATORS OF RESERVES
ACTUAL 2002 THROUGH 2005

YEAR TO DATE 2005 AND 2006 FROM MAY MONTHLY FINANCIAL REPORT
PROJECTED 2006

inMilions Sy stem-wide Operating Margin
(Excludes Realized and Unrealized Gains and Losses)
400
358.2
350 | 342.2
300
250
200
150 o
105.2
100 4
50 4
2002 2003 2004 2005 2006
System-wide Operating Margin Ratio Normalized Annual Operating Margin Ratio
5.0%
4.5% -
4.5% -+ > 40
4.0% - B 357
31
3.5% A 3.3% 3.0 e
25
3.0% | 251
2.5% A 201
2.0% -
1.5% 15+
1.5% -+
1.0 +
1.0% +
0.5 +
0.5% -
0.0% = ' ' ' 0 2002 } } 2004 } 2005
2002 2003 2004 2005
Primary Reserve Ratio Normalized Primary Reserve Ratio
60% -
4.0 +
50% - 48.0% 46.9% . 35+
44.7% 42.8%
40% 8.0
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30% 201
20% s
1.0 +
10% 05+
0% . . . 0.0
2002 2003 2004 2005 2002 2003 2004 2005
Return on Net Assets Ratio Normalized Return on Net Assets Ratio
20% -
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15.1%
15% | 8+ 7.6
10.2% 6T 5.1
10% - 9.0% 4.5
m N
N | . . l
0 - t t t
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_2 4
- 2003 2004 2005 19
5% - -3.8% 4=
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KEY INDICATORS OF FINANCIAL HEALTH

2002 THROUGH 2005

Composite Financial Index (CFI)

2002 2003 2004 2005

Scale for Charting CFI Performance

-1 0 1 2 3 4 5 6 7 8 9 10

Assess institutional
viability to survive

Re-engineer
the institution

Direct institutional resources
to allow transformation

Focus resources to
compete in future state

Allow experimentation
with new initiatives

Deploy resources to
achieve a robust mission

163



KEY INDICATORS OF CAPITAL NEEDS AND CAPACITY

2002 THROUGH 2005

Expendable Financial Resources to Debt Ratio Normalized Expendable Financial Resources to Debt Ratio
2.4
2.5
¢ 40 T
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KEY INDICATORS OF RESERVES
YEAR TO DATE 2005 AND 2006 FROM JUNE MONTHLY FINANCIAL REPORT

PROJECTED 2006 YEAR-END MARGIN

In Millions Operating Margin by Institution
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4. U. T. System: Approval to exceed the full-time equivalent limitation on
emplovyees paid from appropriated funds

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chan-
cellor for Academic Affairs, the Executive Vice Chancellor for Business Affairs, the
Executive Vice Chancellor for Health Affairs, and the presidents of the affected U. T.
System institutions that the U. T. System Board of Regents approve allowing those
institutions, as set forth in the table on Page 167, to exceed the number of full-time
equivalent (FTE) employees paid from appropriated funds for Fiscal Year 2007 that
are authorized in Article Il of the General Appropriations Act. Also, as required by
Article IX, Section 6.14 of the General Appropriations Act, it is recommended that
the U. T. System Board of Regents submit a request to the Governor's Office and
the Legislative Budget Board to grant approval for these institutions to exceed the
authorized number of FTE employees paid from appropriated funds.

BACKGROUND INFORMATION

The General Appropriations Act places a limit on the number of FTE employees paid
from appropriated funds that an institution may employ without written approval of the
Governor and the Legislative Budget Board. To exceed the FTE limitation, a request
must be submitted by the governing board and must include the date on which the
board approved the request, a statement justifying the need to exceed the limitation,
the source of funds to be used to pay the salaries, and an explanation as to why the
functions of the proposed additional FTEs cannot be performed within current staffing
levels. Detailed justification information is set forth on Pages 78 - 88 of the Supple-
mental Materials (Volume 2) of the Agenda Book.

U. T. Austin, U. T. Dallas, U. T. Medical Branch - Galveston, U. T. Health Science

Center - Houston, U. T. Health Center - Tyler, and U. T. System Administration will
be under the FTE cap and are not requesting to exceed the FTE limitation.
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The University of Texas System
Request to Exceed Full-time Equivalent Limitation on Employees Paid From Appropriated Funds

Request to Exceed Cap - by Function

Faculty Staff Total
Instruction 576.7 210.2 786.9
Academic Support - 43.8 43.8
Research 134.1 173.4 307.5
Public Service 2.6 5.0 7.6
Hospitals and Clinics 85.1 766.1 851.2
Institutional Support - 324.5 324.5
Student Support - 69.3 69.3
Operations and Maintenance of Plant - 394.9 394.9

Scholarships and Fellowships - - -
Total 798.5 1,987.2 2,785.7

Request to Exceed Cap - by Institution
Request to Exceed Cap

FY 2007 Cap Faculty Staff Total

U. T. Arlington 2,104.8 87.0 34.0 121.0

U. T. Austin 6,641.0 - - - *

U. T. Brownsville 429.9 176.9 219.9 396.8

U. T. Dallas 1,354.8 - - - *

U. T. El Paso 1,724.6 34.3 39.0 73.3

U. T. Pan American 1,445.7 52.0 73.0 125.0

U. T. Permian Basin 268.3 17.5 13.5 31.0

U. T. San Antonio 1,834.0 88.0 109.6 197.6

U. T. Tyler 419.0 32.0 30.0 62.0
Total Academic Institutions 16,222.1 487.7 519.0 1,006.7

U. T. Southwestern Medical Center 1,773.2 81.9 57.3 139.2

U. T. Medical Branch - Galveston 5,729.8 - - - *

U. T. Health Science Center - Houston 1,858.1 - - - *

U. T. Health Science Center - San Antonio 2,208.6 100.0 45.0 145.0

U. T. M. D. Anderson Cancer Center 10,452.4 128.9 1,365.9 1,494.8

U. T. Health Center - Tyler 919.7 - - - *
Total Health Institutions 22,941.8 310.8 1,468.2 1,779.0

U. T. System Administration 249.0 - - - *
U. T. System Total 39,412.9 798.5 1,987.2 2,785.7

* U. T. Austin, U. T. Dallas, U. T. Medical Branch - Galveston, U. T. HSC Houston, U. T. HC Tyler,
and U. T. System Administration will not exceed their cap.

Office of the Controller August 2006
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5. U. T. System: Approval of Optional Retirement Program employer
contribution rates for Fiscal Year 2007

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Executive Vice Chancellor for Business

Affairs, the Executive Vice Chancellor for Health Affairs, and the Vice Chancellor

for Administration that the U. T. System Board of Regents approve the Optional
Retirement Program (ORP) employer contribution rates for Fiscal Year 2007 as follows:

a. 8.5% for all institutions and System Administration with respect to
employees who participated in the ORP prior to September 1, 1995; and

b. for all other employees, an employer contribution rate as recommended by
each institution and set forth on Page 170.

BACKGROUND INFORMATION

Prior to September 1, 1995, the ORP employer contribution rate was 8.5% for all

ORP participants. An enactment by the 74th Texas Legislature reduced ORP employer
contributions to participants from 8.5% to 6.0%, effective September 1, 1995. However,
U. T. System was permitted to "grandfather" those employees participating in the

ORP during the 1994-95 biennium. This resulted in a two-tiered ORP employer con-
tribution rate for U. T. System employees: those who participated in ORP during the
1994-95 biennium continued to receive 8.5%, while those who did not participate during
the 1994-95 biennium received 6.0%.

The 78th Texas Legislature enacted Texas Government Code Section 830.2015,
which expanded the definition of a grandfathered employee from one who had par-
ticipated during the 1994-95 biennium to one who had participated in ORP prior to
September 1, 1995. The legislation also granted permissive authority for institutions
of higher education to set the ORP employer contribution rate for grandfathered and
nongrandfathered participants at any percentage level between 6.0% and 8.5%. Itis
not required that the rate be the same for grandfathered employees, nor that the rate
be the same for all U. T. System institutions.

Given the diversity of the U. T. System institutions and the differential budget impact for
each institution, each institutional president was asked to propose its ORP employer
contribution rates for grandfathered and nongrandfathered participants. For Fiscal
Year 2007, with respect to grandfathered employees hired prior to September 1, 1995,
all U. T. System institutions elected to continue the current 8.5% employer contribution
rate. For nongrandfathered participants hired after September 1, 1995, five institutions
have elected to increase the ORP employer contribution rate from the rate established
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by the Board for Fiscal Year 2006. U. T. Arlington has elected to increase the contri-
bution rate from 6.0% to 6.5%. Four institutions (U. T. Austin, U. T. Dallas, U. T. Pan
American, and U. T. Southwestern Medical Center - Dallas) have elected to increase
the contribution rate from 6.5% to 7.0%. For nongrandfathered participants hired after
September 1, 1995, the remaining institutions have elected to adopt the same rate
adopted in the prior year.

The governing board of an institution of higher education has the authority to set the
ORP employer contribution rates in accordance with rules issued by the Texas Higher
Education Coordinating Board. Under those rules, the governing board is to deter-
mine the employer contribution rates once per year, to be effective for the entire year.
All institutions plan to implement the employer contribution rates effective Septem-

ber 1, 2006, with the exception of U. T. Austin. Because of the number of employees
this will impact and the required analysis of each individual's tax deferrals to ensure
compliance with the Internal Revenue Code, U. T. Austin proposes implementation of
the new employer contribution rate change beginning with paychecks issued on or after
January 1, 2007.

Approval of this Agenda Item will authorize all U. T. System institutions with the
exception of U. T. Austin to implement the ORP employer contribution rates on
September 1, 2006, and authorize U. T. Austin to implement beginning with pay-
checks issued on or after January 1, 2007.
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The University of Texas System
Proposed Optional Retirement Plan Contribution Rates

Fiscal Year 2006

Fiscal Year 2007

Grandfathered Nongrandfathered | Grandfathered Nongrandfathered
U. T. Arlington 8.5% 6.0% 8.5% 6.5%
U. T. Austin* 8.5% 6.5% 8.5% 7.0%
U. T. Brownsville 8.5% 6.0% 8.5% 6.0%
U. T. Dallas 8.5% 6.5% 8.5% 7.0%
U. T. El Paso 8.5% 6.0% 8.5% 6.0%
U. T. Pan American 8.5% 6.5% 8.5% 7.0%
U. T. Permian Basin 8.5% 8.5% 8.5% 8.5%
U. T. San Antonio 8.5% 8.5% 8.5% 8.5%
U.T. Tyler 8.5% 8.5% 8.5% 8.5%
U. T. Southwestern Medical
Center - Dallas 8.5% 6.5% 8.5% 7.0%
U. T. Medical Branch -
Galveston 8.5% 8.5% 8.5% 8.5%
U. T. HSC - Houston 8.5% 6.0% 8.5% 6.0%
U. T. HSC - San Antonio 8.5% 6.0% 8.5% 6.0%
U.T. M. D. Anderson Center 8.5% 8.5% 8.5% 8.5%
U. T. Health Center - Tyler 8.5% 8.5% 8.5% 8.5%
U. T. System Administration 8.5% 8.5% 8.5% 8.5%
*U. T. Austin will implement 1/1/2007. Rate will continue at 6.5% from 9/1/2006-12/31/2006.
Office of the Controller August 2006
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6. U. T. System Board of Regents: Adoption of a Resolution authorizing the
issuance, sale, and delivery of Permanent University Fund Bonds not to
exceed $400,000,000 and authorization to complete all related transactions

RECOMMENDATION

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

a. adopt a Resolution, substantially in the form previously approved by the
Board of Regents, authorizing the issuance, sale, and delivery of Board of
Regents of The University of Texas System Permanent University Fund
Bonds in one or more installments in an aggregate principal amount not to
exceed $400,000,000 to be used to refund certain outstanding Permanent
University Fund Bonds, to refund all or a portion of the then outstanding
Permanent University Fund Flexible Rate Notes, Series A, and to pay the
costs of issuance; and

b. authorize appropriate officers and employees of U. T. System as set forth
in the Resolution to take any and all actions necessary to carry out the
intentions of the U. T. System Board of Regents within the limitations and
procedures specified therein; to make certain covenants and agreements
in connection therewith; and to resolve other matters incident and related
to the issuance, sale, security, and delivery of such bonds.

BACKGROUND INFORMATION

Adoption of the Resolution would authorize the advance or current refunding of a
portion of certain outstanding Permanent University Fund (PUF) Bonds provided the
refunding exceeds a minimum present value debt service savings threshold. An
advance refunding involves issuing bonds to refund outstanding bonds more than

90 days in advance of the call date whereas a current refunding involves issuing
bonds to refund outstanding bonds within 90 days of the call date. Refunding bonds
are issued at lower interest rates thereby producing debt service savings. Adoption of
this Resolution will provide the flexibility to select the particular bonds to be refunded
depending on market conditions at the time of pricing.

As provided in the Resolution, the potential bonds to be refunded include the outstand-

ing PUF Bonds, Series 1997, Series 2002A&B, Series 2004A&B, Series 2005A&B, and
Series 2006A.
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The Resolution would also authorize the current refunding of all or a portion of the PUF
Flexible Rate Notes, Series A. The PUF Flexible Rate Note program is used to provide
interim financing for PUF projects approved by the Board. Adoption of the Resolution
will permit the interim financing provided through the Notes to be replaced with long-
term financing.

Proceeds from the Bonds related to refunding outstanding debt will be used to pur-
chase U.S. government or other eligible securities to be placed in one or more escrow
accounts. Proceeds from the escrowed securities will be used to redeem the refunded
bonds and the refunded Flexible Rate Notes.

The proposed Resolution has been reviewed by outside bond counsel and the U. T.
System Office of General Counsel.

Note: The proposed Resolution is available online at
http://www.utsystem.edu/bor/AgendaBook/Aug06/8-9&10-06Meetingpage.htm.

7. U. T. System Board of Regents: Adoption of Sixteenth Supplemental Res-
olution authorizing Revenue Financing System Bonds in an amount not to
exceed $575,000,000; authorization to complete all related transactions;
and resolution regarding parity debt

RECOMMENDATION

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

a. adopt the Sixteenth Supplemental Resolution to the Master Resolution,
substantially in the standard form approved by the Board of Regents on
November 13, 2003, authorizing the issuance, sale, and delivery of Board
of Regents of The University of Texas System Revenue Financing System
Bonds in one or more installments in an aggregate principal amount not to
exceed $575,000,000 with a final maturity not to exceed the Year 2040 for
the purpose of refunding a portion of the outstanding Revenue Financing
System Commercial Paper Notes, Series A; to provide new money to fund
construction and acquisition costs of projects in the Capital Improvement
Program; to current or advance refund certain outstanding Revenue
Financing System Bonds to produce present value debt service savings;
and to pay the costs of issuance and any original issue discount;

b. authorize issuance of the Bonds and the execution of corresponding

interest rate swap transactions consistent with the U. T. System Interest
Rate Swap Policy; and
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C. authorize appropriate officers and employees of the U. T. System as set
forth in the Sixteenth Supplemental Resolution to take any and all actions
necessary to carry out the intentions of the U. T. System Board of
Regents, within the limitations and procedures specified therein; make
certain covenants and agreements in connection therewith; and resolve
other matters incident and related to the issuance, sale, security, and
delivery of such Bonds.

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

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

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

BACKGROUND INFORMATION

On February 14, 1991, the U. T. System Board of Regents adopted a Master Resolution
establishing the Revenue Financing System (RFS) to create a cost-effective, System-
wide financing structure for institutions of the U. T. System. Since that time, the Board
has adopted 15 supplemental resolutions to provide debt financing for projects that
have received the requisite U. T. System Board of Regents and Texas Higher Education
Coordinating Board approvals.

Adoption of the Sixteenth Supplemental Resolution (Resolution) would authorize the
refunding of certain outstanding RFS Bonds provided that an advance refunding exceed
a minimum 3% present value debt service savings threshold. An advance refunding
involves issuing bonds to refund outstanding bonds in advance of the call date. Refund-
ing bonds are issued at lower interest rates thereby producing debt service savings.
Adoption of this Resolution will provide the flexibility to select the particular bonds to be
refunded depending on market conditions at the time of pricing. The particular bonds to
be refunded will be called for redemption on the first practical optional redemption date
for each series of refunded bonds occurring after the delivery of the refunding bonds.
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The Resolution authorizes refunding a portion of the outstanding Revenue Financing
System Commercial Paper Notes, Series A, refunding certain outstanding RFS Bonds
for savings, and new money to fund construction and acquisition costs of projects in

the Capital Improvement Program. Generally, commercial paper debt is issued to fund
projects during the construction phase and the debt is not amortized. Once construction
is complete, the commercial paper is refunded with bonds. Depending on the level of
interest rates at the time of pricing, outstanding commercial paper and new money for
construction may be financed with long-term debt.

The Resolution provides authority to execute interest rate swap agreements. The
determination to utilize an interest rate swap agreement will be made based on market
conditions at the time of pricing and will be in accordance with the U. T. System Interest
Rate Swap Policy approved by the Board in February 2003 using standard International
Swaps and Derivatives Association, Inc. (ISDA) documentation. The Chairman of the
Board of Regents and the Chairman of the Finance and Planning Committee will be
informed of any proposed transactions to be undertaken pursuant to the Resolution.

In addition, the Resolution authorizes remarketing, tender, auction, and broker-dealer
agreements customarily utilized in connection with the types of variable rate instruments
authorized.

The proposed Sixteenth Supplemental Resolution has been reviewed by outside bond
counsel and the U. T. System Office of General Counsel.

Note: The Sixteenth Supplemental Resolution and forms of auction agreement
and broker-dealer agreement are in substantially the same form as the Thirteenth
through Fifteenth Supplemental Resolutions and forms of auction agreement and
broker-dealer agreement previously approved by the Board on November 13, 2003,
for use as standard agreements. These documents have not been included as part
of the Agenda materials, but are available upon request.

8. U. T. System: Approval of aggregate amount of $108,000,000 of Revenue
Financing System Equipment Financing for Fiscal Year 2007 and resolution
regarding parity debt

RECOMMENDATION

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

a. approve an aggregate amount of $108,000,000 of Revenue Financing

System Equipment Financing as allocated to those U. T. System institu-
tions as set out on Page 176; and
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b. resolve in accordance with Section 5 of the Amended and Restated
Master Resolution Establishing The University of Texas System Revenue
Financing System that

. parity debt shall be issued to pay the cost of equipment including
costs incurred prior to the issuance of such parity debt;

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

. the institutions and U. T. System Administration, which are "Mem-
bers" as such term is used in the Master Resolution, possess the
financial capacity to satisfy their direct obligation as defined in the
Master Resolution relating to the issuance by the U. T. System
Board of Regents of tax-exempt parity debt in the aggregate
amount of $108,000,000 for the purchase of equipment; and

. this resolution satisfies the official intent requirements set forth in
Section 1.150-2 of the Code of Federal Regulations that evidences
the Board's intention to reimburse project expenditures with bond
proceeds.

BACKGROUND INFORMATION

At the April 14, 1994 meeting, the U. T. System Board of Regents approved the use

of Revenue Financing System debt for equipment purchases in accordance with the
Guidelines Governing Administration of the Revenue Financing System. The guidelines
specify that the equipment to be financed must have a useful life of at least three years.
The debt is amortized twice a year with full amortization not to exceed 10 years.

This Agenda Item requests approval of an aggregate amount of $108,000,000 for
equipment financing for Fiscal Year 2007.

The U. T. System Board of Regents approved $120,011,000 of equipment financing in
Fiscal Year 2006, of which $57,849,000 has been issued through June 30, 2006.

Further details on the equipment to be financed and debt coverage ratios for individual
institutions may be found on Page 176.
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9. U. T. System Board of Regents: Investments Report for the quarter ended
May 31, 2006, and The University of Texas Investment Management Com-
pany (UTIMCO) Performance Summary Report

REPORT

The Investments Report for the quarter ended May 31, 2006, is set forth on

Pages 178 - 182. The items as presented reflect changes to policy portfolio hedge fund
benchmark performance effective January 1, 2006, pending approval as discussed and
considered in Iltem 13 on Pages 44 - 51.

Item | on Page 178 reports activity for the Permanent University Fund (PUF) investments.
The PUF's net investment return for the quarter end was 1.84% versus its composite
benchmark return of 1.45%. The PUF's net asset value increased by $230.3 million
since the beginning of the quarter to $10,028.9 million. This change in net asset value
includes increases due to contributions from PUF land receipts and net investment return.

Item 1l on Page 179 reports activity for the General Endowment Fund (GEF) investments.
The GEF's net investment return for the quarter was 1.87% versus its composite
benchmark return of 1.45%. The GEF's net asset value increased during the quarter

to $5,330.8 million.

Item Il on Page 180 reports activity for the Intermediate Term Fund (ITF). The ITF was
implemented on February 1, 2006. The ITF's net investment return for the quarter

was .68% versus its composite benchmark return of .21%. The ITF's net asset value
increased during the quarter to $2,988.8 largely due to net contributions.

Item IV on Page 181 presents book and market value of cash, debt, equity, and other
securities held in funds outside of internal investment pools. Total cash and equiva-
lents, consisting primarily of institutional operating funds held in the Dreyfus money
market fund, increased by $282.2 million to $1,460.1 million during the three months
since the last reporting period. Market values for the remaining asset types were debt
securities: $45.7 million versus $46.4 million at the beginning of the period; equities:
$82.4 million versus $81.6 million at the beginning of the period; and other investments:
$.3 million versus $105.7 million at the beginning of the period.

The May 31, 2006, UTIMCO Performance Summary Report is attached on Page 182.
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I. PERMANENT UNIVERSITY FUND

Investment Reports for Periods Ended May 31, 2006

Prepared in accordance with Texas Education Code Sec. 51.0032

Summary of Capital Flows

Fiscal Year to Date

May 31, 2006 Returns Value Added
. . . From .
Fiscal Year Ended Quarter Ended Fiscal Year to Date El:::)r::)lzlrz 'Il':aorlg:)t’ Portfolio Be::::‘);rk Asse.t Frg::es‘;:::)ur: i Total
($ millions) August 31, 2005 May 31, 2006 May 31, 2006 Allocation
Beginning Net Assets  $ 8,087.9 $ 9,7986 $ 9,426.7 Cash and Cash Equivalents 0.67% 0.00% 3.22% 3.05% 0.00% 0.00% 0.00%
PUF Lands Receipts 193.0 51.8 169.2 U.S. Equities 20.37% 20.00% 4.94% 6.07% 0.02% -0.23% -0.21%
Investment Return 1,538.0 197.3 847.1 Non-U.S. Developed Equity 11.42% 10.00% 21.92% 19.77% 0.32% 0.20% 0.52%
Expenses (51.0) (18.8) (56.8) Emerging Markets Equity 9.08% 7.00% 18.28% 25.85% -0.31% -0.53% -0.84%
Distributions to AUF (341.2) - (357.3) Directional Hedge Funds 8.65% 10.00% 3.74% 5.39% 0.04% -0.17% -0.13%
Ending Net Assets $ 9,426.7 $ 10,028.9 $ 10,028.9 Absolute Return Hedge Funds 15.93% 15.00% 8.14% 4.64% 0.01% 0.54% 0.55%
REITS 5.24% 5.00% 13.83% 11.38% -0.01% 0.11% 0.10%
Commodities 5.01% 3.00% -0.85% -3.26% -0.27% 0.08% -0.19%
PUF Liquidity Policy Profile TIPS 4.02% 5.00% -1.68% -2.08% 0.08% 0.02% 0.10%
As of May 31, 2006 Fixed Income 9.79% 10.00%  -0.12% 1.37% -0.05% 0.14% 0.09%
Total Marketable Securities 90.18% 85.00% 7.66% 7.58% -0.17% 0.16% -0.01%)
R 138 ] Private Capital 9.82% 15.00% 17.64% 20.79% -0.49% -0.40% -0.89%
:“ g 33 “ Total 100.00% 100.00% 8.60% 9.50% -0.66% -0.24% -0.90%)
oS é’ 60 4 Policy Benchmark returns for Directional Hedge Funds, Absolute Return Hedge Funds and the Total Fund reflect restatements effective January 1, 2006, for the
é ig : proposed benchmark change pending approval by the U. T. System Board of Regents. The change was approved by the UTIMCO Board at its July 13, 2006 meeting.
?E), 30 q ”"””"””””‘
k3 fg Deviations From Policy Targets Within Tactical Policy Ranges
0 : As of May 31, 2006
Liquid Miquid 250
20.0 —
PUF Detailed Liquidity Profile ~
as of May 31, 2006 £ 150 A
120% - g
oo o 1100.0% D
80% | ’m‘ @ _g 501 2.08 ot
o [57.3% S o Llaty late [A] I_I m 0.93 Ijl"'z“ [4] I_I m P .
) [ u =1 ] T O [T [ P
40% 4 2 (501
= (5.18)
20% - (10.0) —
0% T T T )
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Il. GENERAL ENDOWMENT FUND
Investment Reports for Periods Ended May 31, 2006

Prepared in accordance with Texas Education Code Sec. 51.0032

($ millions)
Beginning Net Assets
Contributions
Withdrawals
Distributions
Investment Return
Expenses
Ending Net Assets

Summary of Capital Flows

Fiscal Year Ended Quarter Ended Fiscal Year to Date
August 31, 2005 May 31, 2006 May 31, 2006
$ 4,207.6 $ 52285 $ 4,926.8
139.2 59.3 246.5
4.7) (0.2) (105.7)
(206.4) (55.1) (164.6)
814.2 106.1 453.9
(23.1) (7.8) (26.1)
$ 4,926.8 $ 5,330.8 $ 5,330.8

GEF Liquidity Policy Profile
As of May 31, 2006

100 -
L
N L )
Q@ 5 1
S 60
S 50
"f 40
S 30
3
s 2
10
0 T
Liquid Illiquid
GEF Detailed Liquidity Profile
as of May 31, 2006
120%
[100.0%
100% A —
80% | 89%
55.6%
60% 7 Jaa.0%
40% -
20% 4
0% T T T T T
7business ~ 1monthor 3 monthsor 6 months or 1 year or less 1 year or more
days less less less

Fiscal Year to Date

May 31, 2006 Returns Value Added
. . . From From
Elj(or::rrz :aorh?t’ Portfolio Be::rl\lr(:l);rk Asset Security Total
P 9 Allocation Selection
Cash and Cash Equivalents 0.00% 0.00% 3.22% 3.05% 0.03% 0.00% 0.03%
U.S. Equities 19.73% 20.00% 5.26% 6.07% -0.04% -0.16% -0.20%
Non-U.S. Developed Equity 11.32% 10.00% 21.62% 19.77% 0.31% 0.17% 0.48%
Emerging Markets Equity 8.85% 7.00% 17.81% 25.85% -0.35% -0.56% -0.91%
Directional Hedge Funds 8.63% 10.00% 3.64% 5.39% 0.04% -0.18% -0.14%
Absolute Return Hedge Funds 16.33% 15.00% 8.07% 4.64% 0.01% 0.52% 0.53%
REITS 5.12% 5.00% 13.86% 11.38% -0.03% 0.12% 0.09%
Commodities 5.00% 3.00% -0.82% -3.26% -0.26% 0.08% -0.18%
TIPS 4.02% 5.00% -1.69% -2.08% 0.09% 0.02% 0.11%
Fixed Income 9.92% 10.00% 0.15% -1.37% -0.05% 0.17% 0.12%
Total Marketable Securities 88.92% 85.00% 7.62% 7.58% -0.25% 0.18% -0.07%
Private Capital 11.08% 15.00% 16.66% 20.79% -0.35% -0.54% -0.89%
Total 100.00% 100.00% 8.54% 9.50% -0.60% -0.36% -0.96%
Policy Benchmark returns for Directional Hedge Funds, Absolute Return Hedge Funds and the Total Fund reflect restatements effective January 1, 2006, for the
proposed benchmark change pending approval by the U. T. System Board of Regents. The change was approved by the UTIMCO Board at its July 13, 2006 meeting.
Deviations From Policy Targets Within Tactical Policy Ranges
As of May 31, 2006
25.0
20.0 A —
g 150
a
g 10.0 A
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250
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lll. INTERMEDIATE TERM FUND

Investment Reports for Periods Ended May 31, 2006

Prepared in accordance with Texas Education Code Sec. 51.0032

Summary of Capital Flows Four Months Ended May 31, 2006
May 31, 2006 Returns Value Added
. . . From From
. EZ‘;T;: : :aig?tl Portfolio Be::}:Ir(r:\);rk Asset Secur.ity Total
Quarter Ended Inception to Allocation Selection
($ millions) May 31, 2006 Date
Beginning Net Assets $ 2,920.0 $ - Cash and Cash Equivalents 1.16% 0.00% 1.54% 1.49% -0.02% 0.00% -0.02%
Contributions 134.0 3,064.9 U.S. Equities 13.89% 15.00% 0.22% -0.28% 0.01% 0.08% 0.09%
Withdrawals (62.2) (62.2) Non-U.S. Developed Equity 4.90% 5.00% 4.05% 3.80% 0.01% 0.01% 0.02%
Distributions (22.8) (30.1) Emerging Markets Equity 4.95% 5.00% -4.90% 3.37% -0.02% -0.09% -0.11%
Investment Return 26.3 23.0 Directional Hedge Funds 10.37% 12.50% 0.23% 1.54% -0.03% -0.16% -0.19%
Expenses (6.5) (6.8) Absolute Return Hedge Funds 13.96% 12.50% 3.42% 1.54% 0.04% 0.23% 0.27%
Ending Net Assets $ 2,988.8 $ 2,988.8 REITS 10.00% 10.00% 2.08% 0.67% -0.02% 0.13% 0.11%
Commodities 5.62% 5.00% 0.01% 0.82% 0.01% -0.04% -0.03%
TIPS 10.13% 10.00% -1.59% -2.04% -0.01% 0.05% 0.04%
ITF Liquidity Policy Profile Fixed Income 25.02% 25.00% 0.17% -0.94% -0.02% 0.28% 0.26%
As of May 31, 2006 Total 100.00% 100.00% 0.57% 0.13% -0.05% 0.49% 0.44%
Policy Benchmark returns for Directional Hedge Funds, Absolute Return Hedge Funds and the Total Fund reflect restatements effective January 1, 2006, for the
proposed benchmark change pending approval by the U. T. System Board of Regents. The change was approved by the UTIMCO Board at its July 13, 2006 meeting.
Deviations From Policy Targets Within Tactical Policy Ranges
2 As of May 31, 2006
£ 25.0
&
E 20.0 A —
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@ 15.0 4 —
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IV. SEPARATELY INVESTED ASSETS
Summary Investment Report at May 31, 2006

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

ASSET TYPES

Cash & Equivalents:
Beginning value 2/28/06
Increase/(Decrease)
Ending value 5/31/06

Debt Securities:
Beginning value 2/28/06
Increase/(Decrease)
Ending value 5/31/06

Equity Securities:
Beginning value 2/28/06
Increase/(Decrease)
Ending value 5/31/06

Other:

Beginning value 2/28/06
Increase/(Decrease)
Ending value 5/31/06

Total Assets:

Beginning value 2/28/06
Increase/(Decrease)
Ending value 5/31/06

($ thousands)
FUND TYPE

CURRENT PURPOSE

ENDOWMENT &

ANNUITY & LIFE

TOTAL EXCLUDING

OPERATING FUNDS

DESIGNATED RESTRICTED SIMILAR FUNDS INCOME FUNDS AGENCY FUNDS OPERATING FUNDS (SHORT TERM FUND) TOTAL
BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK MARKET BOOK  MARKET BOOK  MARKET BOOK  MARKET
4,492 4,492 2,861 2,861 82,665 82,665 792 792 2,288 2,288 93,098 93,098 1,084,812 1,084,812 1,177,910 1,177,910
(2,902)  (2,902) 3249 3249  (35236) (35236) (124) (124) 1,062 1,062 (33,951) (33,951) 316,122 316,122 282171 282,171
1,590 1,590 6,110 6,110 47,429 47,429 668 668 3,350 3,350 59,147 59,147 1,400,934 1,400,934 1,460,081 1,460,081
- - 263 212 29,878 29,543 16,599 16,668 - - 46,740 46,423 - - 46,740 46,423
- - - 17 1) (309) ) (412) - - (3) (704) - - 3) (704)
- - 263 229 29877 29,234 16,597 16,256 - - 46,737 45719 - - 46,737 45,719
27 7,364 3,409 3,135 36,879 44,313 21,577 26,836 - - 61,802 81,648 - - 61,892 81,648
- (1,123) 2,374 2,380 167 (332) (149) (154) - - 2,392 771 - - 2,392 771
27 6,241 5783 5515 37,046 43,981 21,428 26,682 - - 64,284 82,419 - - 64,284 82,419
105,487 105,487 139 139 1 1 239 105 - - 105,866 105,732 - - 105,866 105,732
(105,487) (105,487) 38 38 1 1 12 - - - (105,436) (105,448) - - (105,436)  (105,448)
- - 177 177 2 2 251 105 - - 430 284 - - 430 284
110,006 117,343 6,672 6,347 149,423 156,522 39,207 44,401 2,288 2,288 307,596 326,901 1,084,812 1,084,812 1,392,408 1,411,713
(108,389) (109,512) 5661 5684  (35069) (35,876) (263) (690) 1,062 1,062 (136,998) (139,332) 316,122 316,122 179,124 176,790
1,617 7.831 12,333 12,031 114,354 120,646 38,944 43,711 3,350 3,350 170,598 187,569 1,400,934 1,400,934 1,571,532 1,588,503

Details of individual assets by account furnished upon request.
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UTIMCO Performance Summary
(Preliminary Benchmarks Contingent upon U. T. System Board of Regents' Approval)

May 31, 2006
Periods Ended May 31, 2006
Net (Returns for Periods Longer Than One Year are Annualized)
Asset Value Calendar Fiscal
5/31/2006 One Three Year Six Year One Two Three Four Five Ten
ENDOWMENT FUNDS (in Millions) | Month Months | To Date | Months | To Date Year Years Years Years Years Years

Permanent University Fund $ 10,028.9 (1.33) 1.84 4.70 6.64 8.60 14.62 14.01 15.98 11.14 8.31 9.60
General Endowment Fund (1.24) 1.87 4.78 6.71 8.55 14.49 13.94 16.00 11.26 8.60 N/A
Permanent Health Fund 974.0 (1.26) 1.84 4.78 6.68 8.49 14.40 13.86 15.86 11.14 8.48 N/A
Long Term Fund 4,356.8 (1.26) 1.84 4.79 6.68 8.50 14.41 13.86 15.88 11.17 8.52 10.08
Separately Invested Funds 187.5 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Total Endowment Funds 15,547.2

OPERATING FUNDS

Short Term Fund 1,400.9 0.42 1.20 1.91 2.26 3.22 4.06 3.01 2.34 2.14 2.28 3.98
Intermediate Term Fund 2,988.8 (1.52) 0.68 N/A N/A N/A N/A N/A N/A N/A N/A N/A

Total Operating Funds 4,389.7

Total Investments I $  19,936.9 I

BENCHMARKS (1)(2) |
Permanent University Fund: Policy Portfolio (1.84) 1.45 5.17 6.96 9.50 14.10 13.04 13.57 9.37 6.39 10.18
General Endowment Fund: Policy Portfolio (1.84) 1.45 5.17 6.96 9.50 14.10 13.04 13.57 9.37 6.40 9.92
Short Term Fund: 90 Day Treasury Bills Average Yield 0.40 1.16 1.80 2.13 3.05 3.83 2.90 2.28 2.10 2.23 3.82
Intermediate Term Fund: Policy Portfolio (1.75) 0.21 N/A N/A N/A N/A N/A N/A N/A N/A N/A
VALUE ADDED (3) |

Permanent University Fund (0.47) (0.32) (0.89) (0.58)
General Endowment Fund (0.39) (0.25) (0.95) N/A
Permanent Health Fund (0.39) (0.28) (1.01) N/A
Long Term Fund (0.38) (0.28) (0.99)
Short Term Fund
Intermediate Term Fund N/A N/A N/A N/A N/A N/A N/A N/A N/A

(1) - Effective May 6, 2004, benchmark returns for the PUF policy portfolio have been restated for prior periods beginning June 1, 1993 through September 30, 2000 and for the GEF/LTF policy portfolio for prior
periods beginning June 1, 1993 through September 30, 2001 to correct the following technical errors in benchmark construction and calculation: (a) to reflect actual asset class target allocations which were in place,
or the practical implementation of changes to those policy allocations, and (b) to distinguish between PUF and GEF/LTF historical investment objectives and distribution policies by accurately representing actual asset

class allocations during those periods.

Benchmark returns for the PUF and GEF/LTF policy portfolios were also restated for all prior periods beginning June 1, 1993 through December 31, 2003 to replace various benchmark returns reported previously for
the Private Capital asset class. Specifically, the Wilshire 5000 + 4%, the benchmark used prior to January 1, 2004, was replaced with the Venture Economics Periodic IRR Index, a more appropriate benchmark

measure for the actual Private Capital portfolio.

Complete details of the restatement and previous policy portfolio benchmark history are documented on the UTIMCO website at www.UTIMCO.org or are available upon request.

(2) Benchmark returns for the PUF, GEF and ITF policy portfolios reflect restatements effective January 1, 2006, for the proposed Hedge Fund benchmark change pending approval by the U. T. System Board of
Regents. The change was approved by the UTIMCO Board at its July 13, 2006 meeting.

(3) - Value added is a measure of the difference between actual returns and benchmark or policy portfolio returns for each period shown. Value added is a result of the active management decisions made by

UTIMCO staff and external managers.
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1. U. T. System: Brief updates by academic presidents and discussion
by Interim Executive Vice Chancellor Malandra and Academic Affairs
Committee members about initiatives to align programs with K-12 edu-
cation and to graduate more K-12 teachers

REPORT

The academic presidents, Interim Executive Vice Chancellor Malandra, and Academic
Affairs Committee members may report briefly on new developments taking place at
each campus.

These reports will include discussion of the campus initiatives to graduate more

K-12 teachers and related initiatives.

2. U. T. Dallas: Discussion and appropriate action regarding proposed
revisions to Mission Statement

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs and President Daniel that proposed changes to the
U. T. Dallas Mission Statement as set forth below be approved by the U. T. System
Board of Regents and forwarded to the Texas Higher Education Coordinating Board
for approval.

Revised Mission Statement

The University of Texas at Dallas serves the Metroplex and the State of Texas as a
global leader in innovative, high quality sciences, engineering, and business education
and research.

The University is committed to (1) producing engaged graduates, prepared for life, work,
and leadership in a constantly changing world, (2) advancing excellent educational and
research programs in the natural and social sciences, engineering and technology,
management, and the liberal, creative, and practical arts, and (3) transforming ideas
into actions that directly benefit the personal, economic, social, and cultural lives of the
citizens of Texas.

Current Mission Statement

The mission of The University of Texas at Dallas is to provide Texas and the nation
with the benefits of educational and research programs of the highest quality. These
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programs address the multidimensional needs of a dynamic modern society driven by
the development, diffusion, understanding, and management of advanced technology.

Within the context of this mission, the goals of the University are:
To provide able, ambitious students with a high-quality, cost-effective education
that combines the nurturing environment of a liberal arts college with the intel-

lectual rigor and depth of a major research university;

To discover new knowledge and create new art that enriches civilization at large
and contributes significantly to economic and social progress;

To enhance the productivity of business and government with strategically
designed, responsively executed programs of research, service and education.

BACKGROUND INFORMATION

Dr. David E. Daniel began his post as President of U. T. Dallas in June 2005. His first
official act was to appoint a broad based Strategic Planning Committee. Between the
time of his appointment by the Board of Regents until he arrived on campus on a full-
time basis, Dr. Daniel had expressed his desire to have a planning document that would
succinctly describe the University's present status and provide clear direction for its
intended future.

The University will continue to build upon existing strengths and areas of greatest
opportunity, remaining true to the institution's roots and legacy while addressing the
need to change and innovate to meet today's and tomorrow's challenges. This
Strategic Plan sets forth a set of bold actions that over time will secure a place for
U. T. Dallas as one of the world's great universities.

Twenty-one committees with over 200 members representing students, faculty, staff,
administration, and community supporters and leaders worked throughout the summer
and fall of 2005 to develop a revised mission statement and a strategic plan that
identified goals, strategic initiatives, and administrative imperatives. Following the
incorporation of suggestions from a University-wide review of the plan, President Daniel
presented the plan to the Executive Vice Chancellor for Academic Affairs and subse-
guently to members of the Academic Affairs Committee of the Board of Regents during
the Compact presentation on February 8, 2006. Work on the development of a busi-
ness plan that will ensure the University has the resources and business practices
necessary to achieve its objectives is ongoing as is the development of a detailed set
of metrics that will allow the administration to define and measure progress toward
implementation of the plan.
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3. U. T. Pan American: Authorization to establish a Ph.D. degree program in
Rehabilitation Counseling

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chancellor
for Academic Affairs and President Cardenas that authorization, pursuant to the Regents'
Rules and Regulations, Series 40307, be granted to

a. establish a Ph.D. degree program in Rehabilitation Counseling within the
Department of Rehabilitation at U. T. Pan American; and

b. submit the proposal to the Texas Higher Education Coordinating Board for
review and appropriate action.

BACKGROUND INFORMATION

Program Description

U. T. Pan American proposes to create a Ph.D. degree program in Rehabilitation
Counseling. The degree will be administered by the College of Health Sciences

and Human Services through the Department of Rehabilitation. The Department of
Rehabilitation currently offers a B.S. degree in Rehabilitative Services as well as a
nationally accredited (Council on Rehabilitation Education) M.S. degree in Rehabilitation
Counseling. Both programs have a significant number of students with approximately
100 and 56 students in each, respectively. Doctoral students in the proposed program
would be engaged in research and teaching future Rehabilitation Counseling practi-
tioners and would be involved in clinical practice. The unique aspect of the proposed
program is approximately 85% of the students in the current clinical program are
Hispanic and bilingual, thus meeting a critical and growing need in the field for qualified
rehabilitation educators and counselors.

Need and Student Demand

The proposed Ph.D. program is responsive to a clear and urgent demand in the pro-
fession for not only producing doctoral-level rehabilitation educators, but also those of
Hispanic origin. Specifically, it is expected that approximately 50% of the estimated
670 rehabilitation educators across the United States will retire within the next 10 years.
Additionally, over the past several years, there have been, on average, approximately
20 new tenure-track position openings nationally in rehabilitation counseling or a related
field. This proposal is even more responsive to the fact that less than 3% of all reha-
bilitation educators are Hispanic. With the Hispanic population recently becoming the
largest and fastest-growing minority group in the U.S., U. T. Pan American is poised

as the only institution in the country to prepare significant numbers of Hispanic and
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bilingual doctoral-level rehabilitation educators. There is no other Rehabilitation Education
program in the country that has an approximate 90% student body of primarily Mexican-
Americans.

The need for doctoral-trained rehabilitation professionals does not stop at the academic
level. Graduates will also be trained as rehabilitation counselors who are eligible for
certification and can provide direct client services. Other career paths will include
graduates assuming positions in university administration, research, and in manage-
ment in nonprofit agencies. The projected demand in these areas is equally as critical
as for educators.

Program Quality

The Department is staffed by eight faculty members: six are tenured, one is on tenure-
track, and one tenure-track is to be hired. Two additional tenure-track positions have
been approved for hire by administration. During the past five years, department faculty
published 67 refereed journal articles and 15 book chapters. Faculty also made over
158 professional presentations at regional, national, and international levels. In addi-
tion, since 1991, faculty and professional staff have acquired over $9 million in external
training and research grant funding. Among current faculty, four have either chaired or
sat on dissertation committees.

Program Cost

The cost of operating the program across five years is approximately $2,180,000.

This includes $1,155,000 for faculty salaries; $837,500 for administrative support;
$152,500 for library, supplies, materials and professional development; and $35,000 for
facilities/equipment. Sources of funding are: $675,000 from reallocated funds,
$681,000 from anticipated new formula funding, and $824,000 from other state funding.

4. U. T. Permian Basin: Approval to expand preliminary planning authority to
offer an Ed.D. degree in Educational Leadership

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chancellor
for Academic Affairs and President Watts that the U. T. System Board of Regents
approve

a. expansion of preliminary planning authority for U. T. Permian Basin to
seek an Ed.D. degree in Educational Leadership; and

b. submission of the proposal to the Texas Higher Education Coordinating
Board for review and appropriate action.
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BACKGROUND INFORMATION

U. T. Permian Basin seeks approval to plan a program offering an Ed.D. degree in
Educational Leadership. This request is in response to broad and extensive citizen
input from the leaders in the service area of U. T. Permian Basin. It was initiated by

an advisory group of representative regional leaders and was reinforced by a "listening
tour” of some 19 different towns, communities, and population centers in West Texas by
U. T. Permian Basin administrators and academic leaders this past year. Predominant
among that group's recommendations was the need for the University to establish an
Ed.D. in Educational Leadership for the educators in the region.

Once preliminary planning authority has been approved, U. T. Permian Basin will
submit the degree program for approval by the U. T. System Board of Regents and
the Coordinating Board. The program will be administered by the Office of Graduate
Studies and Research through the faculty of the School of Education, consisting of a
Dean and Assistant Dean, five program coordinators, 14 full-time tenure-track faculty
members including four in Educational Administration, as well as eight visiting lecturers.
Programs of study or certification are offered in 32 areas of specialization. To support
the growth of its highly productive master's degree program, the administration has
approved the hiring of two senior tenure-track faculty positions for the Educational
Leadership program. A national search was initiated in May 2006 for both positions,
requiring candidates to have successful experience in doctoral-level teaching, student
advising, directing dissertation research, and publishing, with appointment anticipated
for the Fall 2006 semester.

5. U. T. San Antonio: Authorization to establish a Ph.D. degree program in
Psychology

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chancellor
for Academic Affairs and President Romo that authorization, pursuant to the Regents'
Rules and Regulations, Series 40307, be granted to

a. establish a Ph.D. in Psychology degree program at U. T. San Antonio; and

b. submit the proposal to the Texas Higher Education Coordinating Board for
review and appropriate action.
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BACKGROUND INFORMATION

Program Description

U. T. San Antonio proposes to offer a Ph.D. in Psychology degree program. The
program is designed to prepare students to be leading professionals in the field of
psychology with a strong background in psychological theory, research methods,
techniques of statistical analysis, and grant-writing components. The addition of this
program meets the national need for doctoral-level psychologists who are trained as
behavioral researchers and meets the state's need for more doctoral programs in

psychology.

Students admitted to the program will take 48 semester credit hours of post-master's
coursework. The program requires 27 hours of organized coursework beyond the
master's degree distributed as follows: 24 hours of core courses in research methods,
statistics, and theory, and 3 hours of designated electives, which may include courses
outside the field of psychology, such as statistics. The program also requires 9 hours
of supervised research and 12 hours of dissertation.

Need and Student Demand

Projections indicate increased need for psychology Ph.D.s with a strong research
background in academic and nonacademic settings. The need for behavioral
researchers is particularly pronounced in the areas of health care evaluation, disease
prevention, and testing and measurement. The proposed program also meets the
need for more psychology Ph.D. programs in Texas. In 2000, Texas universities
awarded 154 doctoral degrees in psychology whereas California awarded 828 and
lllinois awarded 328. In that year, there were 1700 applicants for psychology programs
in Texas with fewer than 200 applicants accepted for admission. A recent survey of

U. T. San Antonio psychology majors demonstrated that there is strong demand among
these students for a doctoral program in psychology at U. T. San Antonio, as 53% of
those surveyed responded that they were "extremely interested” in pursuing a Ph.D. in
psychology at U. T. San Antonio.

Program Quality

The Psychology Department has 19 tenured and tenure-track faculty members who will
comprise the core faculty. All are active, publishing researchers who currently have
over $3 million in external research funding. All are capable of teaching courses and
supervising student research in the proposed program. The Department of Psychology
controls approximately 4,400 square feet of research space for general faculty use and
2,700 square feet of research space dedicated to special grant activities. The program
will require additional office space for new faculty and graduate teaching assistants, as
well as an increase in total research space to approximately 8,000 square feet.
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Funds to renovate existing research space to better accommodate researchers are
also requested. Current equipment is adequate for faculty needs, but additional
computers and software will be needed to accommodate doctoral students' needs.

Program Cost

The cost of operating the program across five years is approximately $1,698,421.
This includes $180,000 for faculty salaries, $75,000 for administrative support,
$1,227,800 for graduate student support, $70,500 for staff support, $115,621 for
renovation of facilities, $10,000 for library and information technology resources, and
$19,500 for equipment, supplies, and materials. Revenues of $746,424 from formula
funding, $884,955 from federal funding for research support for graduate students,
and the reallocation of $819,125 in existing university resources are expected to be
sufficient to fully fund the program.

6. U. T. Tyler: Authorization to establish a Ph.D. degree in Nursing

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chancellor
for Academic Affairs and President Mabry that authorization, pursuant to the Regents'
Rules and Regulations, Series 40307, be granted to
a. establish a Ph.D. degree in Nursing at U. T. Tyler; and
b. submit the proposal to the Texas Higher Education Coordinating Board for
review and appropriate action.

BACKGROUND INFORMATION

Program Description

U. T. Tyler proposes to offer a Ph.D. in Nursing degree program. The program will offer
the advanced education necessary to prepare nurse educators and researchers for the
future. Consistent with the United Nations Millennium Development Goals, the pro-
posed program will "address the complex interplay of socioeconomic determinants with
health and provide an important contextual milieu to regional health priorities." The
College of Nursing and Health Sciences is well situated to provide a global perspective
to health care, which is critical for today's practitioners, researchers, and educators in
the culture of globalization.
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Need and Student Demand

The United States is in the midst of an unprecedented shortage of Registered Nurses.
This shortage will persist because of the increasing demand for health care as baby
boomers approach retirement, the aging nursing workforce, and the decline of interest
in nursing as a career because of expanding opportunities for women in previously
male-dominated professions. The U.S. Department of Labor projects a 21% increase
in the need for nurses nationwide from 1998 to 2008, compared with a 14% increase

in all other occupations. 75% of all hospital vacancies are for nurses. The College of
Nursing and Health Sciences, which serves both urban and rural constituencies, has a
long history of addressing the needs of rural communities and reaching out to nurses in
those settings. Using online technology to bring education to nurses allows students to
further their education while remaining in their community, contributing to the health of
the population they serve and filling critical faculty roles in underserved areas. The
College of Nursing and Health Sciences has a long-standing commitment to providing
access to higher education and career mobility. As a result, faculty members are
proficient in the use of multiple distance teaching strategies.

Program Quality

The nursing programs are recognized for quality and credibility at both the undergrad-
uate and graduate level, as is evident from the rapid growth of both programs. The
programs are fully accredited by both the Board of Nurse Examiners for the State of
Texas and the Commission on Collegiate Nursing Education. Early in the planning
phases for the Ph.D. program, faculty identified a National Advisory Board of experts in
doctoral education for nursing and global health. This panel of consultants has visited
Tyler, reviewed the resources, and provided input into the proposal.

A number of faculty are nationally and internationally known for their scholarship in the
areas of health care, workplace issues, and health policy. Students come from diverse
backgrounds and have high success rates on their licensure or credentialing examina-
tions.

The College of Nursing and Health Sciences moved into a world class 34,447 square-
foot facility in Fall 2003. The David G. and Jacqueline M. Braithwaite Building houses
state-of-the-art classrooms, computer labs, and the Office for Nursing Research and
Scholarship in addition to faculty, staff, administrative offices, and student study/lounge
areas.

Program Cost

Program start-up costs are consistent with others of similar scope and emphasis. The
total costs to the institution are $2,147,974. Of this amount, $100,945 is designated for
the salary of the program coordinator (all reallocated funds) and $1,587,029 for program
faculty ($474,602 of new money and $1,111,427 reallocated). Salaries for Graduate
Assistants represent $100,000 in new money as does $39,000 for clerical staff.
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Expendable supplies require $21,000 and equipment needed to support the program
will require $50,000. Library and Informational Technology resources represent
$250,000 in the total budget; the bulk of this was purchased during the planning period.

7. U. T. San Antonio: Request to rename a portion of John Peace Boulevard
as UTSA Circle

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Vice Chancellor for External Relations, and
President Romo that the U. T. System Board of Regents approve the renaming of
a portion of John Peace Boulevard as UTSA Circle.

BACKGROUND INFORMATION

U. T. San Antonio recommends that a portion of the existing John Peace Boulevard be
renamed to provide U. T. San Antonio with a unique and simple address for this public
institution of higher education. Mr. John Peace served as Chairman of the U. T. System
Board of Regents from 1971-1973. Specifically, U. T. San Antonio recommends that
the circle drive in front of the recently constructed Main Building be renamed UTSA
Circle (see attached map on Page 192). U. T. San Antonio expects to use One UTSA
Circle as the primary address for the campus located on North Loop 1604 West.

Many universities enjoy a unique address identifying their institution. One UTSA Circle
will be easily remembered and readily identified with U. T. San Antonio.
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8. U. T. San Antonio: Honorific naming of new street as Sam Barshop
Boulevard

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice Chancellor
for Academic Affairs, the Vice Chancellor for External Relations, and President Romo that
the U. T. System Board of Regents approve the naming of a new street at U. T. San
Antonio as Sam Barshop Boulevard.

BACKGROUND INFORMATION

The planned new roadway, expected to be completed in January 2008, will allow north-
south travel across the campus at U. T. San Antonio (see attached map on Page 194).
The proposed name of the roadway will be Sam Barshop Boulevard in honor of

Mr. Sam Barshop who was a U. T. System Regent and a community leader.

Former Regent Barshop has distinguished himself throughout his career and service
to the U. T. System by serving as a member of the U. T. System Board of Regents
from 1987-1993, including as Vice Chairman from 1989-1991. He served on the
Development Boards of U. T. Austin, U. T. San Antonio, and U. T. Health Science
Center - San Antonio in addition to various University of Texas Advisory Boards.
Former Regent Barshop gave generously to The University of Texas by working
tirelessly to gain private funding for the University, including gift support for The Sam
and Ann Barshop Center for Longevity and Aging Studies at U. T. Health Science
Center - San Antonio. He established numerous endowed scholarships and profes-
sorships at U. T. Austin and was inducted into the Texas Philanthropy Hall of Fame.

The proposed naming of the street at U. T. San Antonio to recognize the distinguished

contributions of former Regent Sam Barshop is consistent with the Regents' Rules and
Regulations, Series 80307, relating to honorific naming of streets.
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9. U. T. Austin: Texas Memorial Museum - Request for approval of
acceptance of gift of outdoor work of art

RECOMMENDATION

The Chancellor concurs in the recommendation of the Interim Executive Vice
Chancellor for Academic Affairs, the Executive Vice Chancellor for External Relations,
and President Powers that the U. T. System Board of Regents accept a gift of outdoor
work of art, specifically a statue of a saber-toothed cat, in accordance with Regents'
Rules and Regulations, Series 60101, for display at U. T. Austin on the east (Trinity
Street) side of Texas Memorial Museum.

BACKGROUND INFORMATION

In Spring 2003, Dr. and Mrs. Ernest Butler informed Dr. Edward Theriot, Director of
the Texas Memorial Museum, that they would like to make a gift of $150,000 to the
Museum for art, and they asked him for a proposal. The Butlers accepted the proposal,
which included $80,000 for a bronze sculpture of a saber-toothed cat, to be placed

on the east side of the Museum (Trinity Street), the main entry point for visitors to the
Museum. The Sarah and Ernest Butler Family Fund gave the Museum $150,000 in
two installments of $70,000 (January 2005) and $80,000 (January 2006). The remain-
ing $70,000 is being used for a variety of improvements: an outdoor classroom, digital
enhancements of the Paleontology Laboratory, and Fishes of Texas configuration
(Phase One). Phase Two improvements include signage on the third floor and
taxidermy/diorama improvements (in addition to the bronze sculpture).

Longtime philanthropists, Sarah and Ernest Butler's other gifts to U. T. Austin include
$2 million to fully endow the opera theater program in the School of Music and $1 mil-
lion to endow a gallery in the new Jack S. Blanton Museum of Art complex. The Butlers
also give generously to Austin's professional opera, symphony, and ballet companies,
as well as to the Austin Museum of Art. In 2004, the couple was inducted into the
Austin Arts Hall of Fame.

The saber-toothed cat (Smilodon fatalis) was selected because of its inherent charisma
and its appropriateness to a natural history museum. The Museum is redesigning the
Trinity Street entry area to make it more engaging, and it is envisioned that the saber-
toothed cat will become a destination sculpture and perhaps even an icon of the
Museum. Photos of the maquette for the proposed sculpture are on Pages 197 - 198.

To select the sculptor, U. T. Austin asked the Executive Director of the Texas Commis-
sion on the Arts for names of appropriate artists; the pool was supplemented by other
names given by the artists and by the Museum, which has on staff a noted sculptor who
works on exhibit design, fabrication, and installation. Three proposals were submitted
to the Subcommittee for the Review of Artwork (the SRA is a subcommittee of U. T.
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Austin's Faculty Building Advisory Committee) from two artists who happen to reside in
San Antonio, and one from the staff sculptor, Mr. John Maisano. The SRA unanimously
selected the Museum staff artist's proposal.

For this project, the Texas Memorial Museum followed U. T. Austin's Policy and
Procedures for Public Art. Since Mr. Maisano is an employee of U. T. Austin, the
Museum followed the special protocol for requesting permission to hire a U. T. Austin
staff member under separate contract, with the guidance of U. T. Austin's purchasing
office and the Vice President for Employee and Campus Services. Former President
Larry R. Faulkner approved the request on January 11, 2006, and a contract with

Mr. Maisano is pending, to be effective if the statue is approved by the Board of
Regents.

All installation charges for this statue will be covered by funds donated to the Texas
Memorial Museum at U. T. Austin. Ongoing maintenance charges will be minimal
and will be covered by the annual Museum budget or by one of the Museum's local
accounts.
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10. U. T. System Board of Regents: Approval of designation of Presidents
Emeriti for U. T. Austin, U. T. Brownsville, and U. T. Dallas

RECOMMENDATION

Chancellor Yudof and Interim Executive Vice Chancellor Malandra recommend that
authorization be granted to appoint Dr. Norman Hackerman as President Emeritus

at U. T. Austin, Dr. Homer J. Peia as President Emeritus at U. T. Brownsville, and

Dr. Bryce Jordan as President Emeritus at U. T. Dallas. Approval of these recommen-
dations is being requested in accordance with the Regents' Rules and Regulations,
Series 20301.

BACKGROUND INFORMATION

Dr. Norman Hackerman joined the faculty of U. T. Austin in 1945 and served as presi-
dent of the institution from 1967-1970, following the Board's decision to reinstitute the
office of the presidency at U. T. Austin. Dr. Hackerman also served as Vice Chancellor
for Academic Affairs at U. T. System from 1963-1967 and later served as president of
Rice University from 1971-1985. In 1985, he was named Professor of Chemistry
Emeritus at U. T. Austin. Dr. Hackerman continues to be involved with the Robert A.
Welch Foundation, serving as Chairman of the Scientific Advisory Board, and with
activities on the U. T. Austin campus.

Dr. Homer J. Pefia assumed the presidency of Pan American University at Brownsville
in 1980 and served as the founding president of U. T. Brownsville in 1991. He led

the university at a key time of transition and played an important role in the creation

of U. T. Brownsville's unique educational partnership with Texas Southmost College.
In October 1991, Dr. Pefia was named Executive Director of South Texas Program
Development for the U. T. System and served in that position until his retirement

in 2003.

Dr. Bryce Jordan served as president of U. T. Dallas from 1971-1981. He had
previously served as president ad interim at U. T. Austin. During his tenure at U. T.
Dallas, the institution was transformed from a single building and 40 students to a
modern metropolitan campus and 7,000 students. By the time Dr. Jordan left the
presidency to assume the Vice Chancellor for Academic Affairs position at U. T.
System, U. T. Dallas had become a leader among the state's public institutions in the
amount of funds it raised through private grants, gifts, and endowments, and in the
guantity of per-faculty research dollars it received. He served as president of The
Pennsylvania State University from 1983-1990.
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11. U. T. Arlington: Recommended adjustment to allow additional designated
tuition for students in the College of Business Administration

RECOMMENDATION

The Chancellor, Interim Executive Vice Chancellor Malandra, and President Spaniolo
recommend that the action of the U. T. System Board of Regents approving tuition and
fees on March 28, 2006, which will go into effect as of August 28, 2006, consider the
following adjustment:

Approval is recommended to allow the University to charge additional designated
tuition of $15 per semester credit hour to lower-division undergraduate students
enrolled in the College of Business Administration, beginning with the Spring 2007
Semester. This approval is requested to correct an error made by U. T. Arlington
in its tuition proposal to the Board in March. The Board approved additional des-
ignated tuition of $15 per semester credit hour for upper-division undergraduates
enrolled in the College of Business Administration, beginning Fall 2006. The
University intended to request approval to charge this additional designated tuition
to all undergraduates in the College of Business Administration.

BACKGROUND INFORMATION

Tuition increases recommended for approval by the Board on March 28, 2006,
mentioned only increases for the upper-division undergraduates enrolled in the College
of Business Administration. U. T. Arlington intended the increase to cover all under-
graduates enrolled in the College of Business Administration, including lower-division
undergraduates.
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12. U.T. Austin: Authorization to purchase approximately 21,000 square feet
of unimproved real property located at 2201 Hidalgo Street, Austin, Travis
County, Texas, from Capital Metropolitan Transportation Authority, at a
purchase price not to exceed fair market value as established by indepen-
dent appraisals, for parking and a playground area for the campus of The
University of Texas Elementary School

RECOMMENDATION

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

a. purchase approximately 21,000 square feet of unimproved real property
located at 2201 Hidalgo Street, Austin, Travis County, Texas, from Capital
Metropolitan Transportation Authority for a purchase price not to exceed
fair market value as established by independent appraisals, plus all due
diligence expenses, closing costs, and other costs and expenses to com-
plete the acquisition of the property as deemed necessary or advisable
by the Executive Vice Chancellor for Business Affairs or the Executive
Director of Real Estate, for parking and a playground area for the campus
of The University of Texas Elementary School; and

b. authorize the Executive Director of Real Estate to execute all documents,
instruments, and other agreements, subject to approval of all such docu-
ments as to legal form by the Office of General Counsel, and to take all
further actions deemed necessary or advisable to carry out the purpose
and intent of the foregoing recommendation.

BACKGROUND INFORMATION

U. T. Austin desires to purchase the subject property, consisting of approximately
21,000 square feet of unimproved land, for a purchase price not to exceed fair market
value as established by independent appraisals. The property, located at the corner of
Hidalgo and Robert Martinez Streets, is adjacent to the campus of The University of
Texas Elementary School.

The U. T. System Board of Regents authorized the establishment of The University of
Texas Elementary Charter School at its meeting on December 20, 2002. The school
opened in August 2003 and will have approximately 220 students enrolled in prekinder-
garten through Grade Four for the Fall 2006 semester. U. T. Austin operates the school
under the name "The University of Texas Elementary School.”
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To fund the purchase, U. T. Austin will use Unexpended Plant Funds. The terms and
conditions of the purchase are reflected in the transaction summary below:

Institution:

Type of Transaction:
Total Area:
Improvements:

Location:

Seller:

Purchase Price:

Appraised Values:

Source of Funds:

Intended Use:

Transaction Summary

U. T. Austin

Purchase

Approximately 21,000 square feet
None

2201 Hidalgo Street, Austin, Travis County, Texas; see attached
map

Capital Metropolitan Transportation Authority

To be determined; not to exceed fair market value as
established by independent appraisals

$300,000 (Paul Hornsby & Company, January 15, 2006)
Second appraisal pending (Aegis Group, Inc., due
August 4, 2006)

Unexpended Plant Funds

Parking and a playground area for the campus of The University
of Texas Elementary School
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13. U. T. Austin: Authorization to purchase a conservation easement covering
approximately 3,261.24 acres of unimproved land known as the Fennessey
Ranch located on FM 2678 near Refugio, Refugio County, Texas, and being
out of the Refugio Town Tract, A-56, the G.W. Archer Survey, A-74, the G.W.
Archer Survey, A-75, The Heirs of Chas Haskell Survey, A-157, the Heirs of
Chas Haskell Survey, A-169, the T.W. Johnson Survey, A-201, and the
Martin Toole Survey, A-347, from Mr. Brien O'Connor Dunn at less than the
fair market value as established by an independent appraisal, for inclusion
in the Mission-Aransas National Estuarine Research Reserve

RECOMMENDATION

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

a. purchase a conservation easement covering approximately 3,261.24 acres
of unimproved land known as the Fennessey Ranch located on FM 2678
near Refugio, Refugio County, Texas, and being out of the Refugio Town
Tract, A-56, the G.W. Archer Survey, A-74, the G.W. Archer Survey, A-75,
The Heirs of Chas Haskell Survey, A-157, the Heirs of Chas Haskell Survey,
A-169, the T.W. Johnson Survey, A-201, and the Martin Toole Survey,
A-347, from Mr. Brien O'Connor Dunn at less than fair market value as
established by an independent appraisal, plus all due diligence expenses,
closing costs, and other costs and expenses to complete the acquisition of
the property as deemed necessary or advisable by the Executive Director
of Real Estate for inclusion in the Mission-Aransas National Estuarine
Research Reserve; and

b. authorize the Executive Director of Real Estate to execute all documents,
instruments, and other agreements, subject to approval of all such docu-
ments as to legal form by the Office of General Counsel, and to take all
further actions deemed necessary or advisable to carry out the purpose
and intent of the foregoing recommendation.

BACKGROUND INFORMATION

U. T. Austin desires to purchase a perpetual conservation easement restricting the use
of the subject property, consisting of 3,261.24 acres, for $1,585,000, which is one-half
of the easement's fair market value of $3,170,000 as established by an independent
appraisal.
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This conservation easement will be included in the newly formed Mission-Aransas
National Estuarine Research Reserve (the "Reserve"), located in the Mission-Aransas
Estuary and created with the support of the Governor's Office. The Reserve is the
27th created under a program established in the 1970s and overseen by the National
Oceanic and Atmospheric Administration (NOAA). It is the first reserve located in
Texas, and the only one located in the Gulf of Mexico west of the Mississippi River.

The Fennessey Ranch contains artesian wells, freshwater wetlands, and riparian zones,
including over nine miles of frontage along the Mission River. The balance of the
Reserve is composed of marine environments in Mission, Copano, Aransas, Mesquite
and Ayers Bays, and in the Gulf of Mexico. Rights to conduct research in these marine
areas are being acquired by U. T. Austin through a separate lease for research pur-
poses from the General Land Office. The conservation easement and the lease from
the General Land Office provide U. T. Austin with access for research to a complete
estuarine region from fresh water sources to the marine seas.

Mr. Dunn has managed the property for ecotourism, controlled hunting, limited cattle
grazing, oil extraction, and research; large portions of the property are in a natural or
nearly natural condition. The conservation easement will restrict the property in per-
petuity to these or similar low-impact uses. Additionally, the Marine Science Institute
at U. T. Austin will have the right to enter and conduct research on the property.

U. T. Austin will use a grant from NOAA to fund the purchase. The grant is matched

by Mr. Dunn's reduction of the purchase price to 50% of the fair market value of the
easement interest. As a result of the federal funds contributed to the project, NOAA will
also have rights in and to the conservation easement. The easement will permit future
conveyances to other public and private entities. The terms and conditions of the
purchase are reflected in the transaction summary below:

Transaction Summary

Institution: U. T. Austin

Type of Transaction:  Purchase of a perpetual conservation easement

Total Area: 3,261.24 acres

Rights Acquired: Rights to maintain and enforce the conservation values of the
property in perpetuity, including prohibiting subdivision of the
property, restricting development, limiting use of the property,

and limiting the use of water resources; rights to access and
conduct research on the property
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Location:

Seller:

Purchase Price:

Appraised Value:

Source of Funds:

Intended Use:

FM 2678 near Refugio, Refugio County, Texas, and being out
of the Refugio Town Tract, A-56, the G.W. Archer Survey, A-74,
the G.W. Archer Survey, A-75, The Heirs of Chas Haskell Sur-
vey, A-157, the Heirs of Chas Haskell Survey, A-169, the T.W.
Johnson Survey, A-201, and the Martin Toole Survey, A-347,
see attached maps

Mr. Brien O’Connor Dunn
$1,585,000

$3,170,000 (James J. Jeffries, March 22, 2006); $2,478,000
(Dugger, Canaday, Grafe Inc., February 16, 2006)

Grant from the National Oceanic and Atmospheric
Administration (NOAA)

For inclusion in the Mission-Aransas National Estuarine
Research Reserve
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1. U. T. System: Quarterly report on health issues by Executive Vice
Chancellor Shine

REPORT

Executive Vice Chancellor Shine will report on health matters of interest to the U. T.
System. This is a quarterly update to the Health Affairs Committee of the U. T. System
Board of Regents.

2. U. T. Health Science Center - San Antonio: Authorization to establish an
International Dental Education Program for the Dental School and approve
proposed tuition and fees for this program

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Health Affairs and President Cigarroa that authorization be granted pursuant to the
Regents’ Rules and Regulations, Series 40307, to

a. establish an International Dentist Education Program in the Dental School
at U. T. Health Science Center - San Antonio;

b. set tuition and fees associated with this program; and
C. submit the proposal to the Texas Higher Education Coordinating Board for

review and appropriate action.

BACKGROUND INFORMATION

Program Description

The U. T. Dental School - San Antonio proposes to establish an International Dentist
Education Program (IDEP) designed for dentists who have trained in countries other
than the U.S. or Canada with the education and training required to meet the
educational requirements necessary for licensure in the U.S. This would be the first
program of its kind in Texas. The IDEP would be 24-26 months in length and would
result in a Doctor of Dental Surgery (D.D.S.) degree. The shortened timeframe is
possible because of the substantial background and experience international students
will have prior to entering the program.
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Need and Student Demand

Dentists who have moved to the U.S. find they are prevented from practicing their
profession by state laws requiring graduation from a dental school accredited by the
Commission on Dental Accreditation. The demand for programs allowing them to meet
the requirements is great. For example, the University of California at San Francisco
has seen applications for 24 positions increase from 46 in 2001 to 303 applications

in 2005. In response, several dental schools including the University of Colorado and
the University of Florida have implemented programs tailored to meet the needs of
these internationally trained dentists.

Currently there is a shortage of dentists seeking academic careers and the shortage will
increase as the large number of academic dentists aged 55-65 begins to retire. There
also are large segments of the population, usually defined by their ethnic diversity and
lower socioeconomic status, with limited access to oral healthcare. Preliminary
evidence suggests that graduates of international programs are more likely to pursue
careers in academic dentistry and more likely to provide care to ethnically diverse
populations. By granting the D.D.S. degree to successful international candidates, the
hope is that some will pursue careers in academics or establish practices in areas of
need.

Program Quality

The program will admit 10 students per year with a maximum of 20 students enrolled
when the program reaches maturity. Students entering the program must have passed
Parts 1 and 2 of the Dental National Board Examination. They will have demonstrated
acquisition of the basic and clinical science foundation knowledge necessary for clinical
practice so there is no direct implication for didactic instruction. Special preclinical
courses will be necessary to ensure students are well grounded in the procedures and
materials used in U.S. dental practice. These courses will be provided following an
individual assessment of each student's capability through a series of simulated patient
experiences. The Dental School has sufficient lecture halls, small classrooms,
preclinical laboratories, and clinical facilities to absorb 20 additional students.

Program Cost and Proposed Tuition and Fees

As proposed, the tuition charged would allow the IDEP to be self-supporting.
Prospective budgets suggest the program could generate additional revenue that

could be used to enhance the Dental School's faculty incentive program to help reduce
the continually increasing earning differential between academic and private practice
dentists. As shown in the table on Page 211, the proposed tuition and fees for year one
residents total $50,952 and total $61,752 for nonresidents. The tuition and fees for the
year two students decreases by approximately $3,000 for both residents and
nonresidents because of no computer nor implant fee.
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3. U. T. Southwestern Medical Center - Dallas: Biotechnology Development
Complex - Phase | - Amendment of the FY 2006-2011 Capital Improvement
Program and the FY 2006-2007 Capital Budget to include project; approval
of total project cost; and authorization for institutional management

RECOMMENDATION

The Chancellor concurs with the Executive Vice Chancellor for Health Affairs, the
Executive Vice Chancellor for Business Affairs, and President Wildenthal that the U. T.
System Board of Regents amend the FY 2006-2011 Capital Improvement Program and
the FY 2006-2007 Capital Budget to include the Biotechnology Development Complex -
Phase | project at The University of Texas Southwestern Medical Center at Dallas as
follows:

Project No.: 303-269

Architecturally or Historically yes [ ] No [X]
Significant:

Institutionally Managed: ves X No [ ]

Project Delivery Method: Construction Manager at Risk

Substantial Completion Date: July 2010
Total Project Cost: Source Proposed
Revenue Financing System Bond Proceeds $46,100,000

a. approve a total project cost of $46,100,000 with funding from Revenue
Financing System Bond Proceeds; and

b. authorize U. T. Southwestern Medical Center - Dallas to manage the total

project budgets, appoint architects, approve facility programs, prepare
final plans, and award contracts.

BACKGROUND INFORMATION

The proposed project includes a three-story building with 100,000 gross square feet to
accommodate biomedical research and associated activities. Space would be leased
to biotechnology companies that would have a symbiotic relationship with U. T.
Southwestern Medical Center - Dallas. The project includes the building, site utilities,
and parking. The project would also include the demolition of an existing garage and
warehouse structures left on the site.

U. T. Southwestern Medical Center - Dallas Facilities Management personnel have the
experience and capability to manage all aspects of the work.

This proposed off-cycle project has been approved by U. T. System staff and meets the
criteria for inclusion in the Capital Improvement Program.
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4, U. T. System: Authorization to lease approximately 15.857 gross acres of
unimproved land legally described as Lot 1, Block C, Mueller Section 1,
Phase A Subdivision, bounded on the north by East 51st Street, on the east
by Mueller Boulevard, on the south by Barbara Jordan Boulevard, and on
the west by Lancaster Drive, and part of the former 700-acre Robert Mueller
Municipal Airport, Austin, Travis County, Texas, from the City of Austin for
anominal rental rate for development and use as an academic health
center

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Health Affairs and the Executive Vice Chancellor for Business Affairs that authorization
be granted by the U. T. System Board of Regents, on behalf of U. T. System
Administration, to

a. lease from the City of Austin for a term of 99 years at a total rental rate of
$99 approximately 15.857 gross acres of unimproved land legally
described as Lot 1, Block C, Mueller Section 1, Phase A Subdivision,
Austin, Travis County, Texas, from the City of Austin for a nominal rental
rate for development and use as an academic health center; and

b. authorize the Executive Director of Real Estate to execute all documents,
instruments, and other agreements, subject to approval of all such
documents as to legal form by the Office of General Counsel, and to take
all further actions deemed necessary or advisable to carry out the purpose
and intent of the foregoing recommendation.

BACKGROUND INFORMATION

U. T. System Administration proposes to lease the subject property for development
and use as an academic health center for U. T. System. Efforts are currently underway
to develop a master plan for the property, which will include an initial building of
approximately 150,000 square feet for the new Dell Pediatric Research Institute. The
Michael & Susan Dell Foundation recently awarded a matching grant over three years
to enable U. T. System to establish the research institute in Austin at the former Robert
Mueller Municipal Airport site, adjacent to the new Dell Children's Medical Center of
Central Texas. The new facility is scheduled to open in 2009.

The lease tract is part of the former Robert Mueller Municipal Airport that covered
approximately 700 acres of land. The City of Austin developed the Robert Mueller
Municipal Airport Redevelopment and Reuse Plan in 2000. Use of the subject property
by U. T. System for medical, academic, research and teaching facilities, and ancillary
uses is contemplated by the plan.
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The rental will be a nominal $99 for the 99-year term. The cost of infrastructure
installed previously by the developer of the master planned subdivision and attributable
to the parcel, however, must be reimbursed by U. T. System and is included as a

$4 million expense in the Capital Improvement Program of U. T. Austin pertaining to
the construction of the Dell Pediatric Research Institute.

The terms and conditions of the lease are reflected in the transaction summary below:

Institution:

Type of Transaction:
Total Area:
Improvements:

Location:

Total Rent:

Lease Term:

Additional Expenses:

Source of Funds:

Intended Use:

Transaction Summary

U. T. System Administration

Lease

15.857 gross acres, or 14.1 net acres
None

Lot 1, Block C, Mueller Section 1, Phase A Subdivision;
bounded on the north by East 51st Street, on the east by
Mueller Boulevard, on the south by Barbara Jordan Boulevard,
and on the west by Lancaster Drive, and part of the former 700-
acre Robert Mueller Municipal Airport; see attached map on
Page 215.

$99.00
99 years

The property’s pro rata share of infrastructure for Section 1,
Phase A, including a regional detention pond; the pro rata share
is estimated to be $4,736,354, but has not yet been confirmed
by U. T. System staff, and will be paid to the master developer,
Catellus Austin, LLC, who has indicated that they will accept an
infrastructure payment amount of $4 million.

The infrastructure fee of $4 million is a component of the
$97 million total project costs identified with the U. T. Austin
project added to the Capital Improvement Program at the
June 20, 2006 Board of Regents’ meeting.

The U. T. System Academic Health Center; initial improvements
to be constructed on the site will consist of the Dell Pediatric
Research Institute, structured and surface parking with office
and retail space at the street front of the structured parking, and
general site improvements, including landscaping.
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5. U. T. System: Approval to set The University of Texas System Professional
Medical Liability Benefit Plan premium rates for Fiscal Year 2007, approval
to distribute a portion of Plan Premium Returns, and amendment of Plan
coverage

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Health Affairs, the Executive Vice Chancellor for Business Affairs, and the Vice
Chancellor and General Counsel that

a. all Plan participant premium rates for Fiscal Year 2007 for The University
of Texas System Professional Medical Liability Benefit Plan (Plan) be
unchanged from the rates for Fiscal Year 2006;

b. $25 million be distributed from Plan premium returns as follows:
$17 million to the participating U. T. System institutions pro rata in
accordance with the premium contributions of Plan participants at each
participating institution, $5 million to establish a U. T. System business
interruption self-insurance pool, and $3 million to be used at the discretion
of the Executive Vice Chancellor for Health Affairs for collaborative
projects that include one or more U. T. System institutions participating in
the Plan; and

C. amend the Plan to allow U. T. physicians and dentists who are providing
professional services internationally on behalf of U. T. to be covered for
professional liability purposes.

The premium rates for Fiscal Year 2007 are set forth in Exhibit 1 (Page 218). The
business interruption self-insurance pool is detailed in Exhibit 2 (Page 219). The
proposed distribution of $25 million in Plan premium returns is set forth in Exhibit 3
(Page 220). The proposed Plan amendment for international coverage is set forth in
Exhibit 4 (Page 221).

BACKGROUND INFORMATION

Amendments to the Plan were adopted on February 13, 2003 and August 12, 2004.
The amendments had the effect of changing the definition of the term "Plan territory" for
which Plan coverage is provided to U. T. physicians and dentists. Under the latest
amendments, U. T. physicians and dentists are not covered under the Plan for
physician services provided outside the U.S., its territories or possessions, or Canada,
as they had been previously. This issue affects approximately 75 physicians at the six
U. T. health institutions. Over a three-year period, international services have
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generated $4.75 million in revenue to U. T. M. D. Anderson Cancer Center. The
amendment will allow for U. T. physicians to be covered internationally after meeting
conditions of participation. Conditions of participation will include the approval of the
institutional president or department chair and the payment of an additional premium for
international coverage. The coverage will be available on only an episodic basis.

217



The University of Texas System Professional Medical Liability Benefit Plan
Summary of Rates by Risk Class by Institution

Risk Class 1 Risk Class 2 Risk Class 3
Fiscal Year 2007 Fiscal Year 2007 Fiscal Year 2007
Rates Rates Rates
Institution Staff Resident Institution Staff Resident Institution Staff Resident
UTMDACC | $1,025 $959 UTMDACC | $1,603 $1,500 UTMDACC $2,562 $2,397
UTSWMC 1,019 953 UTSWMC 1,594 1,491 UTSWMC 2,546 2,382
UTMB 1,675 1,567 UTMB 2,620 2,453 UTMB 4,185 3,918
UTHSCH 1,624 1,519 UTHSCH 2,541 2,378 UTHSCH 4,059 3,799
UTHSCSA 1,214 1,137 UTHSCSA 1,899 1,780 UTHSCSA 3,034 2,843
UTHCT 1,452 1,358 UTHCT 2,272 2,126 UTHCT 3,630 3,396
UT Austin 1,214 1,137 UT Austin 1,899 1,780 UT Austin 3,034 2,843
UT Arl 1,214 1,137 UT Arl 1,899 1,780 UT Arl 3,034 2,843
UTSA 1,214 1,137 UTSA 1,899 1,780 UTSA 3,034 2,843
Risk Class 4 Risk Class 5 All Risk Classes Combined
Fiscal Year 2007 Fiscal Year 2007 Fiscal Year 2007
Rates Rates Rates
Institution Staff Resident Institution Staff Resident Institution Staff Resident
UTMDACC | $4,765 $4,458 UTMDACC | $7,019 $6,568 UTMDACC | $2,464 $2,974
UTSWMC 4,735 4,430 UTSWMC 6,976 6,526 UTSWMC 2,792 2,538
UTMB 7,785 7,287 UTMB 11,468 10,735 UTMB 4,546 4,274
UTHSCH 7,550 7,066 UTHSCH 11,120 10,408 UTHSCH 4,290 9,206
UTHSCSA 5,642 5,288 UTHSCSA 8,312 7,791 UTHSCSA 2,867 3,127
UTHCT 6,750 6,317 UTHCT 9,943 9,306 UTHCT 2,809 4,260
UT Austin 5,642 5,288 UT Austin 8,312 7,791 UT Austin NA NA
UT Arl 5,642 5,288 UT Arl 8,312 7,791 UT Arl NA NA
UTSA 5,642 5,288 UTSA 8,312 7,791 UTSA NA NA
Total
Weighted
Average 3,252 3,370

Prepared by Barry Burgdorf, Vice Chancellor and General Counsel
July 13, 2006

For easier presentation, the premium rates shown here have been rounded by Tillinghast-Towers Perrin, the Plan actuary.

Office of General Counsel 7/25/05
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Risk Financing Recommendation for Health Care
Business Interruption Loss Pool

Background

The University of Texas System’s Comprehensive Property Protection Plan (“CPPP”) was established in 1995 as
a means of financing catastrophic property losses. In 2002, due to a hardened insurance market, adverse loss
experience from Tropical Storm Allison, and the unavailability of reasonable coverage for named-windstorms and
flood perils, the Board of Regents allocated $5.5 million to restructure the Plan. The restructured CPPP consists
of two programs.

The first program covers fire and other perils and includes a layer of self-insurance ($7.5 million per occurrence
and $25 million annual aggregate) and commercial insurance with a $1 billion limit. This program includes
coverage for business interruption losses associated with direct physical loss resulting from a covered peril.
Named-windstorm and/or flood in the 100-year flood zones are not covered perils.

The second program consists of a self-insurance fund which is supported with a mechanism to issue debt up to
$50 million for physical damage resulting from named-windstorm and catastrophic flood events. Insurance
policies providing relatively low limits ($1-3 million per building/contents) are purchased through the Texas
Windstorm Insurance Association and the National Flood Insurance Program. These policies provide a primary
layer of insurance. Business interruption losses are not covered by the program since the program is supported
by the issuance of debt.

Issue and Recommendation

The University of Texas System does not have a mechanism to finance business interruption losses resulting
from physical damage to its facilities during a named-windstorm and/or catastrophic flood event, or from a
mandatory evacuation resulting from an impending named-windstorm where no physical damage is sustained by
the institution. In addition, certain other incidents could arise that may result in a business interruption loss that is
not covered by established risk financing programs.

It is recommended that $5 million be allocated from the Professional Medical Liability fund to establish a U. T.
System business interruption self-insurance pool. The purpose of the pool will be to provide a level of coverage
for business interruption losses that health Institutions sustain that are not otherwise covered by existing risk
financing programs.

The Office of Risk Management will work with the Medical Liability Management Committee, the Business
Management Council, and the Risk Management Advisory Committee to develop the terms, conditions,
deductibles, and limits. In addition, because $5 million is a limited fund amount, discussions will include ongoing
capitalization and premium allocation methodologies that may include options for participation by those
institutions that do not participate in the Professional Medical Liability Program.

Prepared by the Office of Risk Management
July 13, 2006
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The University of Texas System Professional Medical Liability Benefit Plan
Proposed Distribution of Plan Returns

Pro Rata Distribution to Institutions:

Institution 2006 Premium % Distribution Distribution
UTMB $ 5,524,498 27.486% $ 4,672,625
UTSWMC 3,985,770 19.830% 3,371,167
UTHSCSA 3,638,864 18.104% 3,077,754
UTHSCH 2,645,361 13.161% 2,237,448
UTMDACC 2,410,688 11.994% 2,038,962
Med Foundation* 1,598,821 7.955% 1,352,284
UTHCT 250,566 1.247% 211,929
UT Austin 37,410 0.186% 31,641
UT San Antonio 3,771 0.019% 3,190
UT Arlington 3,547 0.018% 3,000
TOTAL $20,099,296 100.000% $17,000,000

*Estimated 4th quarter-Med Foundation and Final Premium Billing

Establishment of U. T. System business interruption self-insurance pool 5,000,000
Collaborative Projects Fund 3,000,000
Total Proposed Distribution of Plan Returns $25,000,000

Prepared by Barry Burgdorf, Vice Chancellor and General Counsel
July 13, 2006
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Article 1l
Definitions

Unless otherwise required by the context, the following definitions shall control:

B. Liability Claim means a claim, lawsuit or cause of action based upon treatment or
lack of treatment within the United States of America, its territories or possessions, or
Canada that departs from accepted standards of medical or dental care which
proximately results in injury to or death of a patient, whether the claim or cause of action
sounds in tort or contract, subject to the exclusions described in Article V, Section 4,
below. This definition shall extend to anywhere in the world for full-time or part-time
faculty of a medical or dental school or hospital of the System after compliance with
conditions for participation set by the Administrator and the Executive Vice Chancellor
for Health Affairs or a delegate.

Prepared by Melodie Krane, Senior Attorney
July 13, 2006
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1. U. T. System: Discussion of basis of design quidelines for inclusion in

requests to approve design development

REPORT

The U. T. System Office of Facilities Planning and Construction design guidelines

and processes provide for flexibility in building lifespan, performance, and appearance
consistent with institution business drivers, master plans, and programs. Interim
Associate Vice Chancellor Dixon will report on additional information now being
provided to the Facilities Planning and Construction Committee for Design Development
approvals to better describe each project's basis of design.

2. U. T. System: Consideration of possible designation of projects as

architecturally or historically significant and selection of architects for the

Hogg Auditorium Renovation project and Student Activity Center project at

U. T. Austin

e U.T. Arlington Engineering Research Building Expansion

e U.T. Austin Robert A. Welch Hall

e U. T.Brownsville Science and Technology Learning Center

e U.T. Dallas Math, Science, and Engineering Teaching-Learning Center

e U.T. El Paso Physical Sciences / Engineering Core Facility

e U.T. ElPaso Science and Engineering Core Facilities Upgrade

e U.T.San Antonio Combined Science Facility Renovations -
1604 Campus

e U.T. Tyler Braithwaite Building Addition

e U.T. Southwestern Medical Center Dallas - North Campus Phase 5

e U.T. Health Science Center - Houston - Dental Branch Replacement
Building

e U. T. Health Science Center - Houston Biomedical Research and
Education Facility

e U. T. Health Science Center - San Antonio - South Texas Research
Facility

e U.T.M.D. Anderson Cancer Center - Administrative Support Building
Phase |

e U.T.M.D. Anderson Cancer Center - Center for Targeted Therapy
Research Building

RECOMMENDATIONS
a. It is recommended that the Facilities Planning and Construction

Committee and the Board of Regents review the following projects
scheduled for architectural selection to determine if any should be
designated as architecturally or historically significant. Regents' Rules
and Regulations, Series 80302, requires that proposed projects be
reviewed to determine if any are of special interest because of proposed
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building site, historical or cultural significance, proposed use, or other
unique characteristics. For projects of special interest, the Facilities
Planning and Construction Committee will select the architect. All of the
projects listed below are included in Item 2, Table 2 on Pages 227 - 240.
The Administrative Support Building Phase | project and the Center for
Targeted Therapy Research Building project at U. T. M. D. Anderson
Cancer Center were added to the FY 2006-2011 Capital Improvement
Program in August 2005.

U. T. Arlington

Engineering Research Building Expansion

Proposed Project Cost: $30,000,000

Anticipated Project Delivery: Construction Manager at Risk

U. T. Austin

Robert A. Welch Hall

Proposed Project Cost: $60,000,000

Anticipated Project Delivery: Construction Manager at Risk

U. T. Brownsville

Science and Technology Learning Center

Proposed Project Cost: $33,800,000

Anticipated Project Delivery: Construction Manager at Risk

U. T. Dallas

Math, Science, and Engineering Teaching-Learning Center
Proposed Project Cost: $27,000,000

Anticipated Project Delivery: Competitive Sealed Proposals

U. T. El Paso

Physical Sciences / Engineering Core Facility

Proposed Project Cost: $49,745,000

Anticipated Project Delivery: Construction Manager at Risk

Science and Engineering Core Facilities Upgrade
Proposed Project Cost: $39,000,000
Anticipated Project Delivery: Construction Manager at Risk

U. T. San Antonio

Combined Science Facility Renovations - 1604 Campus
Proposed Project Cost: $22,500,000

Anticipated Project Delivery: Competitive Sealed Proposals
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U. T. Tyler

Braithwaite Building Addition

Proposed Project Cost: $2,400,000

Anticipated Project Delivery: Competitive Sealed Proposals

U. T. Southwestern Medical Center - Dallas

North Campus Phase 5

Proposed Project Cost: $156,000,000

Anticipated Project Delivery: Construction Manager at Risk

U. T. Health Science Center - Houston

Biomedical Research and Education Facility

Proposed Project Cost: $62,000,000

Anticipated Project Delivery: Construction Manager at Risk

Dental Branch Replacement Building
Proposed Project Cost: $80,000,000
Anticipated Project Delivery: Construction Manager at Risk

U. T. Health Science Center - San Antonio

South Texas Research Facility

Proposed Project Cost: $150,000,000

Anticipated Project Delivery: Construction Manager at Risk

U. T. M. D. Anderson Cancer Center

Administrative Support Building Phase |

Proposed Project Cost: $60,000,000

Anticipated Delivery Method: Construction Manager at Risk

Center for Targeted Therapy Research Building

(formerly known as U. T. Research Park Building 4)
Proposed Project Cost: $70,000,000

Anticipated Delivery Method: Construction Manager at Risk

. Itis further recommended that the Committee approve the selection of
architects from those listed below for the following architecturally
significant projects:

U. T. Austin

Hogg Auditorium (designated architecturally significant on February 8,

2006)

. Barnes Gromatzky Kosarek Architects with Michael Dennis, Austin,
Texas, and Boston, Massachusetts

. Booziotis & Company Architects, Dallas, Texas

) Parsons - 3D/I, Austin, Texas

224



Student Activity Center (designated architecturally significant on May 10,
2006)

° Overland Partners Architects, San Antonio, Texas
° Pelli Clarke Pelli Architects, New Haven, Connecticut
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Engineering Research Building Expansion
U. T. Arlington

Project Description. This project is to expand the proposed new Engineering
Research Building (ERB) with an addition of approximately 60,000 to 80,000 gross
square feet for a College of Science wing. This wing would provide the College of
Science with additional space for research labs and offices. It is anticipated this
addition will occur during the initial construction phase of the Engineering Research
Building and be completed along with the ERB project. The actual number of labs and
offices will be established during the Facilities Programming Phase of this project.

Proposed Site. This building will be located on the same site as the ERB, and two
proposed sites are being considered for the new ERB. One will be finalized during the
facility-programming phase weighing the advantages and disadvantages of both sites.
One of the sites is north of the Engineering Lab Building on what is now Parking

Lot F-13. The other site is north of the NanoFab Building, west of Cooper Street, and
south of UTA Boulevard.

Age. New (to be constructed)
Current/Past Use of the Building, and Compliance with the Campus Master Plan.
Recommendations in the Campus Master Plan will guide the architectural features,

appearance and height of the new facility as well as the context of surrounding
buildings.

Office of Facilities Planning and Construction
August 2006
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Robert A. Welch Hall
U. T. Austin

Project Description. Robert A. Welch Hall is being requested for addition to the

FY 2006-2011 Capital Improvement Program at a total project cost of $60,000,000.
Robert A. Welch Hall requires extensive renovation because the building suffers from a
long list of problems including outdated mechanical, electrical, and plumbing systems in
most of the building, aging equipment, inefficient lab layouts, inflexible lab and building
services, lack of separation between classroom and research spaces, integrity failures
of various exterior wall and roof surfaces, and life safety and security concerns. The
poor environmental and lab conditions limit recruiting ability.

Scientific technology has bypassed Welch Hall's ability to provide a suitable foundation for
research. Renovating the building into a state-of-the-art facility is an important
component in maintaining the Department of Chemistry and Biochemistry as a nationally
competitive chemistry department.

Proposed Site. Robert A. Welch Hall is located at 105 East 24th Street.

Age. The building was constructed in three phases: the original 29 Building, built
in 1931, the West Wing built in 1961, and the 78 Addition.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
Robert A. Welch Hall occupies a prominent place on campus at the northeast corner of
the 40 Acres, in the heart of campus. Renovation will be carefully handled to assure
compliance with the architectural principles established in the 1996 Campus Master
Plan.

Other Relevant Information. None.

Office of Facilities Planning and Construction
August 2006
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Science and Technology Learning Center
U. T. Brownsville

Project Description. The Science and Technology Learning Center is being requested
for addition to the FY 2006-2011 Capital Improvement Program at a total project cost

of $33,800,000. This project will construct a new building of approximately 102,000
gross square feet.

Proposed Site. The Science and Technology Learning Center is planned to be
constructed in the Life Science and Research Zone in accordance with the recently
updated 2020 Master Plan. The Master Plan established the east edge of the campus
as the Life Science and Research Zone. The Science and Technology Learning Center
would enhance the educational, science, and research efforts already in progress in
other campus facilities.

Age. The proposed building is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The proposed building is a new facility. The 2020 Campus Master Plan update
established the east edge of the campus as the Life Science and Research Zone.
This facility is planned to be located within this zone and will be compliant with the
architectural principles established in the Master Plan.

Other Relevant Information. This building is important to meet the needs of the
campus’ growing enrollment. There is a great need for classrooms and laboratories
equipped with modern teaching technologies. This building would help address that
current need.

Office of Facilities Planning and Construction
August 2006
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Math, Science, and Engineering Teaching-Learning Center
U. T. Dallas

Project Description. The Math, Science, and Engineering Teaching-Learning Center
project is being requested for addition to the FY 2006-2011 Capital Improvement
Program at a total project cost of $27,000,000. This facility will be equipped to serve
concurrently as a major laboratory for research on effective teaching and learning
techniques in these fields, both at the college level and through a full range from
kindergarten through 12th grade. The facility will include lecture halls, recitation
areas, instructional laboratories, offices for faculty, and tutors.

Proposed Site. The project site is to be determined.
Age. The proposed building will be a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The project site is to be determined; it is not presently included in the existing Master
Plan but will complement surrounding facilities and be in compliance with the
architectural principles established in the Master Plan.

Other Relevant Information. This specially designed teaching facility will improve
learning in key “gateway” courses, thereby increasing graduation rates and decreasing
time to graduation. Success for students in these gateway courses will also increase
the percentage of students deciding to major in the science and engineering disciplines.

Office of Facilities Planning and Construction
August 2006
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Physical Sciences / Engineering Core Facility
U. T. El Paso

Project Description. The Physical Sciences / Engineering Core Facility project is
being requested for addition to the FY 2006-2011 Capital Improvement Program at a
total project cost of $85,000,000. This project will construct a new state-of-the-art
undergraduate laboratory and teaching facility for the Natural Sciences. This facility
will double the existing outdated laboratory, teaching and undergraduate research
space currently housed in a 40-year-old Physical Sciences Building.

Proposed Site. The project will be constructed in the vicinity of the existing
Engineering / Science Complex. In addition to the construction of this building, this
project will also include the renovation of the current facility, the completion of shell
space in the Engineering Annex Building, and construction of a small addition to the
facility to house a clean room. This project will also include an expansion of the
thermal energy plant.

Age. The proposed building will be a new facility. In addition, this project will renovate
the current facility built in the mid 1960s, complete a floor of shell space in the
Engineering Annex built in 2004, construct a small addition to the core engineering
facility to house a clean room, and expand the thermal energy plant.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The University’s Master Plan has identified three potential building sites on the main
campus. During the Facility Programming Stage of the project, these three sites will be
considered and a recommendation/site selection for the new building will take place.

Other Relevant Information. Modern methods of teaching and learning in the physical
and chemical sciences have changed dramatically since the current facility was built

40 years ago. The nature of these changes make it physically and financially
impractical to update the University’s old Physical Sciences Building for science
instruction. The existing facility has insufficient floor-to-floor heights, insufficient
electrical supply, insufficient redundancy for safety, insufficient light and glare control,
and outdated heating ventilation and air conditioning systems.

Office of Facilities Planning and Construction
August 2006

230



Science and Engineering Core Facilities Upgrade
U. T. El Paso

Project Description. The Science and Engineering Core Facilities Upgrade project
is being requested for addition to the FY 2006-2011 Capital Improvement Program at
a total project cost of $39,000,000. This project will renovate the existing Physical
Sciences Building. There will be renovation to a portion of the existing Engineering
Science Complex and finish out of the remaining shelled portions of the existing
Biosciences Research Building.

Proposed Site. This project includes renovation and finish out work in several existing
buildings.

Age. The Physical Sciences Building was built in 1967, the Engineering Science
Complex was built in 1976, and the Biosciences Research Building was built in 2003.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The different stages of this project will include work in several existing structures.
Therefore, the existing building locations comply with the University’s Master Plan.

Other Relevant Information. The buildings that are proposed for renovation will
receive critically needed upgrades to classrooms, instructional laboratories, and
research facilities. This project will enhance and upgrade U. T. El Paso’s engineering
and science instructional and research core facilities. The finish out of the existing
Biosciences Research Building will include the construction of a second Bio-Safety
Level 3 (BSL-3) Laboratory on the first level. In addition, it will include the completion of
the remaining shell space on the second level and of the entire third level of the
building. The remaining finish out of the second and third levels of the Biosciences
Research Building will contain research laboratories and offices for the faculty members
and their support staff. The finish out of these areas has already been designed and

U. T. El Paso will request for direct appointment of the Architect/Engineer team that
designed the building and prepared the construction documents so that they will
administer the consultants involved with the finish out and the construction phase of

the project.

Office of Facilities Planning and Construction
August 2006
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Combined Science Facility Renovations - 1604 Campus
U. T. San Antonio

Project Description. This project consists of a comprehensive renovation to science
facilities at U. T. San Antonio’s 1604 Campus. Facilities included in this proposed
renovation package consist of the Science Building, Physical Science Laboratory, Earth
and Life Science Laboratory, and the Small Animal Laboratory.

Proposed Site. The project site will include the existing Science Building, Physical
Science Laboratory, Earth and Life Science Laboratory, and the Small Animal
Laboratory located at U. T. San Antonio’s 1604 Campus.

Age. The four buildings included in this project were built in 1975.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
This project will renovate and upgrade the outdated, 31-year-old science facilities
providing state-of-the-art laboratory space while retiring accumulated deferred
maintenance with the replacement and upgrade of building and life safety systems. Any
renovation, addition, or replacement will be carefully handled to assure compliance with
the architectural principles established in the 2004 Campus Master Plan.

Other Relevant Information. None.

Office of Facilities Planning and Construction
August 2006
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Braithwaite Building Addition
U. T. Tyler

Project Description. The Braithwaite Building Addition is being requested for addition
to the FY 2006-2011 Capital Improvement Program at a total project cost of $2,400,000.
The Braithwaite Building Addition will support the continued growth of the College of
Nursing, including the new Ph.D. in Nursing and additional research/graduate teaching
endeavors. The building will contain state-of-the-art classrooms and associated support
spaces. The facility will also contain multipurpose conference rooms and office space.

Proposed Site. The Braithwaite Building Addition will be located adjacent to the
existing Braithwaite Building on the U. T. Tyler campus.

Age. The proposed addition is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The Braithwaite Building Addition will be designed and constructed using the U. T. Tyler
Master Plan as a guide. The U. T. Tyler Master Plan has been developed to establish
guidelines for site development and the architectural character of the buildings built on
campus.

Other Relevant Information. None.

Office of Facilities Planning and Construction
August 2006
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North Campus Phase 5
U. T. Southwestern Medical Center - Dallas

Project Description. The North Campus Phase 5 project is being requested for
addition to the FY 2006-2011 Capital Improvement Program at a total project cost
of $156,000,000. This project will construct an eight story 238,026 gross square
feet (GSF) biomedical research building with 88,933 square feet of underground
parking. The project also includes a 24,780 GSF Thermal Energy Plant.

Proposed Site. The North Campus Phase 5 project will be constructed in a portion of
the 90-acre site identified as U. T. Southwestern’s Medical Center North Campus which
is located in the vicinity of Inwood Road and Harry Hines Boulevard.

Age. The proposed building is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The location of this project complies with the Master Plan for U. T. Southwestern’s North
Campus. The North Campus is comprised mostly of research space, radiation
oncology, and outpatient clinics.

Other Relevant Information. The land where the North Campus is located was

purchased by U. T. Southwestern Medical Center - Dallas in 1988 and the Master Plan
for the 90-acre site was completed soon after the purchase of the land.

Office of Facilities Planning and Construction
August 2006

234



Dental Branch Replacement Building
U. T. Health Science Center - Houston

Project Description. The Dental Branch Replacement Building is being requested for
addition to the FY 2006-2011 Capital Improvement Program at a total project cost

of $80,000,000. The Dental Branch Replacement Building will replace the existing

50 year old Dental Branch Building. The existing facility no longer meets the needs of
students, educators, and patients in the delivery of contemporary dental education.
The facility will contain state-of-the-art pre-clinical and clinical laboratories, treatment
operatories, classrooms, multipurpose conference rooms, research laboratories, and
office space.

Proposed Site. The Dental Branch Replacement Building will be located in the
U. T. Research Park. The U. T. Research Park is being developed jointly by U. T.
Health Science Center - Houston and U. T. M. D. Anderson Cancer Center.

Age. This is a new facility.

Current/Past Use of the Building, Compliance with the Campus Master Plan. The
Dental Branch Replacement Building will be designed and constructed using The
University of Texas Research Park Master Plan as a guide. The U. T. Research Park
Master Plan has been developed jointly by U. T. Health Science Center - Houston and
U. T. M. D. Anderson Cancer Center to set up development guidelines for the
architectural character of the facilities built in the Research Park. These guidelines
assure that the facilities will have a similar appearance, which will help identify the
facilities as part of the Research Park.

Other Relevant Information. None.

Office of Facilities Planning and Construction
August 2006
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Biomedical Research and Education Facility
U. T. Health Science Center - Houston

Project Description. The Biomedical Research and Education Facility is being
requested for addition to the FY 2006-2011 Capital Improvement Program at a total
project cost of $62,000,000. The Biomedical Research and Education Facility will be
the primary home for adult stem cell research and education. The facility will contain
state-of-the-art laboratories and associated support spaces such as cold rooms. The
facility will also contain multipurpose conference rooms and office space.

Proposed Site. The Biomedical Research and Education Facility will be located in
the U. T. Research Park. The U. T. Research Park, in the Texas Medical Center, is
being developed jointly by U. T. Health Science Center - Houston and U. T. M. D.
Anderson Cancer Center.

Age. This is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The Biomedical Research and Education Facility will be designed and constructed using
the U. T. Research Park Master Plan as a guide. The U. T. Research Park Master Plan
has been developed jointly by U. T. Health Science Center - Houston and U. T. M. D.
Anderson Cancer Center to set up development guidelines for the architectural
character of the facilities built in the Research Park. These guidelines assure that the
facilities will have a similar appearance, which will help identify the facilities as part of
the Research Park.

Other Relevant Information. None.

Office of Facilities Planning and Construction
August 2006
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South Texas Research Facility
U. T. Health Science Center - San Antonio

Project Description. This project is being requested for addition to the FY 2006-2011
Capital Improvement Program at a total project cost of $150,000,000. This project will
construct a new research space of approximately 200,000 gross square feet with
structured parking.

Proposed Site. The facility will be located on the north campus adjacent to the existing
Children’s Cancer Research Institute and Medical Arts and Research Center which will
begin construction in Fall 2006.

Age. This is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
This project is in keeping with U. T. Health Science Center’'s Master Plan for the north
campus and will share a similar architectural appearance with the Children’s Cancer
Research Institute and Medical Arts and Research Center to create an image of one
campus. The structured parking will minimize site coverage.

Other Relevant Information. The U. T. Health Science Center - San Antonio will use
the Construction Manager at Risk delivery method for this project.

Office of Facilities Planning and Construction
August 2006
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Administrative Support Building Phase |
U. T. M. D. Anderson Cancer Center

Project Description. The Administrative Support Building Phase | project is shown
on the FY 2006-2011 Capital Improvement Program at a preliminary project cost

of $60,000,000. The Administrative Support Building Phase | will provide space for
staff located on the Main Campus and at various lease sites. The facility will be
designed as a typical office building.

Proposed Site. The Administrative Support Building Phase | will be constructed on

U. T. M. D. Anderson Cancer Center’'s mid-campus property located in Houston, Harris
County, Texas.

Age. This is a new building.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.

This project complies with U. T. M. D. Anderson Cancer Center’'s Master Plan for this
site, and is a continuation of the development of this site.

Other Relevant Information. The building will be designed to be consistent with the
Campus Master Plan.

Office of Facilities Planning and Construction
August 2006
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Center for Targeted Therapy Research Building
(formerly known as U. T. Research Park Building 4)
U. T. M. D. Anderson Cancer Center

Project Description. The Center for Targeted Therapy Research Building project is
shown on the FY 2006-2011 Capital Improvement Program at a preliminary project cost
of $70,000,000. The project will construct a new research facility at U. T. Research
Park on South Campus for the Center for Targeted Therapy.

Proposed Site. The Center for Targeted Therapy Research Building will be located
on U. T. M. D. Anderson Cancer Center’'s South Campus. This site selection is in
accordance with the May 20, 2004 approval date of the South Campus Master Plan,
and is located in close proximity to the recently completed South Campus Research
Building 1, South Campus Research Building 2, and the Proton Therapy Center
building.

Age. This is a new facility.

Current/Past Use of the Building, and Compliance with the Campus Master Plan.
The proposed facility is a new research building of approximately 165,000 gross square
feet located on the U. T. Research Park in Houston, Texas. It will be similar in size and
appearance to other buildings on the property, consistent with U. T. M. D. Anderson
Cancer Center's Master Plan for the development of its south campus area. The
proposed facility will provide space for the expanding experimental and molecular
therapy research programs that will enable the discovery and development of novel
drugs that block genetic and molecular changes to treat and prevent cancers.

Other Relevant Information. The exterior will blend with the exterior of the recently
completed South Campus Research Building 1, South Campus Research Building 2,
and Proton Therapy Center building. This project complies with U. T. M. D. Anderson
Cancer Center's Master Plan for this site, and is a continuation of the development of
this site. The Legislature approved $40,000,000 of Tuition Revenue Bonds for this
project.

Office of Facilities Planning and Construction
August 2006
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3. U. T. Austin: Dell Pediatric Research Institute - Request for approval of
design development; approval of evaluation of alternative enerqgy economic
feasibility; appropriation of funds and authorization of expenditure; and
resolution regarding parity debt

RECOMMENDATION

The Chancellor concurs with the Interim Executive Vice Chancellor for Academic
Affairs, the Executive Vice Chancellor for Business Affairs, and President Powers that
the U. T. System Board of Regents approve the recommendations for the Dell Pediatric
Research Institute project at The University of Texas at Austin as follows:

Project No: 102-257
Project Delivery Method: Design/Build
Substantial Completion Date: November 2008

Total Project Cost: Source Current
Gifts $38,000,000
Grants $38,000,000
Revenue Financing System Bond Proceeds $21,000,000
$97,000,000
a. approve design development plans;
b. approval of evaluation of alternative energy economic feasibility;
C. appropriate funds and authorize expenditure of funds; and
d. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System Revenue
Financing System that

. parity debt shall be issued to pay the project's cost, including any
costs prior to the issuance of such parity debt;

o sufficient funds will be available to meet the financial obligations of
the U. T. System, including sufficient Pledged Revenues as defined
in the Master Resolution to satisfy the Annual Debt Service
Requirements of the Financing System, and to meet all financial
obligations of the U. T. System Board of Regents relating to the
Financing System; and
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. U. T. Austin, which is a "Member" as such term is used in the
Master Resolution, possesses the financial capacity to satisfy its
direct obligation as defined in the Master Resolution relating to the
issuance by the U. T. System Board of Regents of tax-exempt
parity debt in the aggregate amount of $21,000,000.

BACKGROUND INFORMATION

Debt Service

The $21,000,000 in Revenue Financing System debt will be repaid from indirect cost
recovery resulting from new research activity at the Dell Pediatric Research Institute as
well as parking and retail revenues attributable to the garage and stores. Average
annual debt service on the project is estimated at $1.53 million. Once fully occupied,
the project's debt service coverage ratio is expected to be at least 2.9 times.

Previous Board Action

On June 20, 2006, the project was included in the Capital Improvement Program (CIP)
with a preliminary project cost of $97,000,000 with funding of $38,000,000 from

Gifts, $38,000,000 from Grants, and $21,000,000 from Revenue Financing System
Bond Proceeds.

Project Description

This project will establish a pediatric health research institute in Austin. Combining

U. T. Austin's core expertise in life sciences with the new Dell Children's Medical Center
will establish Austin as a center of excellence for children's health and biomedical
research.

The Dell Pediatric Research Institute is to be constructed on the former Robert Mueller
Airport site, adjacent to the new Dell Children's Medical Center of Central Texas. Itis
anticipated the Dell Pediatric Research Institute will comply with the guidelines of the
Master Plan established for the development of the former Robert Mueller Airport site.
U. T. Austin will provide funding if gift funding is not available.

Basis of Design

The planned building life expectancy includes the following elements:
e Enclosure: 25-40 years
e Building Systems: 15-20 years

e Interior Construction: 10-20 years
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The exterior appearance and finish will be consistent with high-end commercial
research facilities. This facility is the first University of Texas building in the Mueller
Master Redevelopment, and will comply with Mueller Design Guidelines.

The mechanical and electrical building systems will be designed with sufficient flexibility
and space for future capacity, to allow for programmatic changes without significant
disruption to ongoing research.

The interior appearance and finish include open, flexible generic lab space with central
lab utilities and support space.

Texas Government Code Section 2166.403 requires the governing body of a State
agency to verify in an open meeting the economic feasibility of incorporating
alternative energy devices into a new State building or an addition to an existing
building. Therefore, the Project Architect prepared a renewable energy evaluation for
this project in accordance with the Energy Conservation Design Standards for New
State Buildings. This evaluation determined that alternative energy devices such as
solar, wind, biomass, or photovoltaic energy are not economically feasible for the
project.

The economic impact of the project will be reported to the U. T. System Board of
Regents as part of the design development presentation.

4, U. T. Permian Basin: Student Housing Phase IV - Request for approval of
design development; approval of evaluation of alternative energy economic
feasibility; appropriation of funds and authorization of expenditure; and
resolution regarding parity debt

RECOMMENDATION

The Chancellor concurs with the Interim Executive Vice Chancellor for Academic
Affairs, the Executive Vice Chancellor for Business Affairs, and President Watts that the
U. T. System Board of Regents approve the recommendations for the Student Housing
Phase IV project at The University of Texas of the Permian Basin as follows:

Project No.: 501-264

Architecturally or Historically ves [ ] No [X]
Significant:

Project Delivery Method: Competitive Sealed Proposals

Substantial Completion Date: July 2007
Total Project Cost: Source Current

Revenue Financing System Bond Proceeds $5,600,000

a. approve design development plans;
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b. approval of evaluation of alternative energy economic feasibility;
C. appropriate funds and authorize expenditure of funds; and

d. resolve in accordance with Section 5 of the Amended and Restated
Master Resolution Establishing The University of Texas System Revenue
Financing System that

. parity debt shall be issued to pay the project's cost, including any
costs prior to the issuance of such parity debt;

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

. U. T. Permian Basin, which is a "Member" as such term is used in
the Master Resolution, possesses the financial capacity to satisfy
its direct obligation as defined in the Master Resolution relating to
the issuance by the U. T. System Board of Regents of tax-exempt
parity debt in the aggregate amount of $5,600,000.

BACKGROUND INFORMATION

Debt Service

The $5,600,000 of Revenue Financing System (RFS) debt will be repaid from net
revenues generated from occupancy rates and pledged revenues (Unexpended
Balances and Designated Tuition). Average annual debt service on the $5,600,000
in RFS debt is estimated at approximately $364,000. Debt service coverage on the
entire housing project RFS (including RFS from prior phases) is expected to be at
least 1.3 times and average 1.3 times over FY 2008 - FY 2011.

Previous Board Action

On June 20, 2006, the project was included in the Capital Improvement Program (CIP)
with a preliminary project cost of $5,600,000 with funding from Revenue Financing
System Bond Proceeds.

Project Description

This proposed project includes construction of four new apartment style student housing
units based on previously approved designs providing 76 beds on the main campus.
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Basis of Design

The planned building life expectancy is as follows:
e Enclosure: 25-30 years
e Building Systems: 7-10 years
e Interior Construction: 7-10 years

The exterior appearance and finish is a "site adaptation” of existing student housing on
the campus. It is consistent with nearby private-sector apartment complexes and
student needs.

The mechanical and electrical building systems are consistent with private sector
apartment complexes.

The interior appearance and finish is a "site adaptation” of existing student housing on
the campus. It is consistent with nearby private-sector apartment complexes and
student needs.

Texas Government Code Section 2166.403 requires the governing body of a State
agency to verify in an open meeting the economic feasibility of incorporating alternative
energy devices into a new State building or an addition to an existing building.
Therefore, the Project Architect prepared a renewable energy evaluation for this project
in accordance with the Energy Conservation Design Standards for New State Buildings.
This evaluation determined that alternative energy devices such as solar, wind,
biomass, or photovoltaic energy are not economically feasible for the project.

The economic impact of the project will be reported to the U. T. System Board of
Regents as part of the design development presentation.

5. U. T. Medical Branch - Galveston: Specialty Care Center at Victory
Lakes - Amendment to the FY 2006-2011 Capital Improvement Program
and the FY 2006-2007 Capital Budget to increase total project cost;
approval of design development; approval of evaluation of alternative
energy economic feasibility; approval to revise funding sources;
appropriation of funds and authorization of expenditure; and resolution
regarding parity debt

RECOMMENDATION

The Chancellor concurs with the Executive Vice Chancellor for Health Affairs, the
Executive Vice Chancellor for Business Affairs, and President Stobo that the U. T.
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System Board of Regents approve the recommendations for the Specialty Care Center
at Victory Lakes project at The University of Texas Medical Branch at Galveston as
follows:

Project Number: 601-241

Architecturally or Historically Yes [] No [X
Significant:

Project Delivery Method: Competitive Sealed Proposals

Substantial Completion Date: May 2009

Total Project Cost: Source Current Proposed
Revenue Financing System Bond Proceeds $30,000,000 $ 4,500,000
Permanent University Fund Bonds $30,500,000
$35,000,000

a. increase total project cost;

b. approve design development plans;

C. approval of evaluation of alternative energy economic feasibility;

d. revise funding sources;

e. appropriate funds and authorize expenditure of funds; and

f. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System Revenue
Financing System that

. parity debt shall be issued to pay the project's cost, including any
costs prior to the issuance of such parity debt;

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

. U. T. Medical Branch - Galveston, which is a "Member" as such
term is used in the Master Resolution, possesses the financial
capacity to satisfy its direct obligation as defined in the Master
Resolution relating to the issuance by the U. T. System Board of
Regents of tax-exempt parity debt in the aggregate amount of
$4,500,000.
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BACKGROUND INFORMATION

Debt Service

The $4,500,000 in Revenue Financing System debt will be repaid from revenues
generated from clinic operations. Average annual debt service on the project is
estimated at $292,732. The institution's debt service coverage with the inclusion
of this project is expected to be at least 1.9 times and average 2.3 times over
FY 2007 — FY 2012.

Previous Board Action

On August 11, 2005, the project was included in the Capital Improvement
Program (CIP) with a preliminary project cost of $30,000,000 with funding from
Revenue Financing System Bond Proceeds.

Project Description

The project consists of approximately 100,000 gross square feet of outpatient clinic
space located in League City, Texas, to serve U. T. Medical Branch - Galveston
patients in North Galveston County.

Basis of Design

The planned building life expectancy includes the following elements:
e Enclosure: 25-40 years
e Building Systems: 15-20 years
e Interior Construction: 10-20 years

The exterior appearance and finish is consistent with high-end commercial clinical
facilities.

The mechanical and electrical building systems are designed with sufficient flexibility
and space for future capacity to allow for treatment and technological changes without
significant disruption to clinic operations.

The interior appearance and finish are consistent with high-end commercial clinical
facilities.

Texas Government Code Section 2166.403 requires the governing body of a State
agency to verify in an open meeting the economic feasibility of incorporating alternative
energy devices into a new State building or an addition to an existing building.
Therefore, the Project Architect prepared a renewable energy evaluation for this project
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in accordance with the Energy Conservation Design Standards for New State Buildings.
This evaluation determined that alternative energy devices such as solar, wind,
biomass, or photovoltaic energy are not economically feasible for the project.

The economic impact of the project will be reported to the U. T. System Board of
Regents as part of the design development presentation.

6. U.T. M. D. Anderson Cancer Center: Center for Advanced Biomedical
Imaging Research - Request for approval of design development; approval
of evaluation of alternative energy economic feasibility; revision of funding
sources:; and appropriation of funds and authorization of expenditure

RECOMMENDATION

The Chancellor concurs with the Executive Vice Chancellor for Health Affairs, the
Executive Vice Chancellor for Business Affairs, and President Mendelsohn that the
U. T. System Board of Regents approve the recommendations for the Center for
Advanced Biomedical Imaging Research project at The University of Texas

M. D. Anderson Cancer Center as follows:

Institutionally Managed: ves X No []
Architecturally or Historically

Significant: Yes |:| No |E

Project Delivery Method: Construction Manager at Risk

Substantial Completion Date: February 2008

Total Project Cost: Source Current Proposed
Grants $42,500,000 $30,000,000
Gifts $12,500,000 $25,000,000
$55,000,000 $55,000,000

a. approve design development plans;

b. approval of evaluation of alternative energy economic feasibility; and

C. revise funding sources; and

d. appropriate funds and authorize expenditure of funds.
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BACKGROUND INFORMATION

Previous Board Action

On August 7, 2003, the project was included in the Capital Improvement Program (CIP)
with a preliminary project cost of $55,000,000 with funding of $42,500,000 from Grants
and $12,500,000 from Gifts.

Project Description

Pursuant to a Memorandum of Understanding effective August 26, 2004, U. T.

M. D. Anderson Cancer Center has delegated authority for institutional management
of construction projects under the continued oversight of the Office of Facilities
Planning and Construction. The institutionally managed projects are subject to review
by the Board of Regents for design development.

The Center for Advanced Biomedical Imaging Research will be approximately
172,000 gross square feet. This project will build-out approximately 96,000 gross
square feet with the remainder shelled for build-out during future phases. The new
research facility is to be located at the U. T. Research Park on the South Campus in
close proximity to the other research facility. The four-story building will house
laboratories dedicated to the development and validation of Positron Emission
Tomography (PET) as well as magnetic resonance imaging (MRI) and optical imaging
tracers.

This project involves multiple funding sources including support from the Texas
Enterprise Fund. In addition, GE Healthcare will contribute sophisticated technology
and instrumentation, including a cyclotron to produce radionuclides. The research will
focus on both preclinical and clinical investigations using PET scanning to detect and
monitor cardiovascular disease and cancer. Scientist will utilize sophisticated probes to
seek out cancer cells with specific molecular abnormalities and image them with
scanning and other technologies. New advances will enable physicians to select
appropriate treatments and determine within hours or days instead of months the
effectiveness of cancer therapy. The Center for Advanced Biomedical Imaging
Research will be a unique program that brings together the expertise of GE Healthcare
and researchers to create new ways of diagnosing cancer and cardiac disease and
selecting appropriate therapy.

Basis of Design

The planned building life expectancy includes the following elements:
e Enclosure: 25-40 years
e Building Systems: 15-20 years

e Interior Construction: 10-20 years
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The exterior appearance and finish are consistent with high-end commercial research
facilities and with the existing campus Master Plan.

The mechanical and electrical building systems are designed with sufficient flexibility
and space for future capacity to allow for research programmatic changes without
significant disruption to on-going research.

The interior appearance and finish are consistent with high-end commercial biomedical
research facility.

Texas Government Code Section 2166.403 requires the governing body of a State
agency to verify in an open meeting the economic feasibility of incorporating alternative
energy devices into a new State building or addition to an existing building. Therefore,
the Project Architect prepared a renewable energy evaluation for this project in
accordance with the Energy Conservation Design Standards for New State Buildings.
This evaluation determined that alternative energy devices such as solar, wind,
biomass, or photovoltaic energy are not economically feasible for the project.

The economic impact of the project will be reported to the U. T. System Board of
Regents as part of the design development presentation.

7. U. T. San Antonio: University Center Expansion Phase Ill - Amendment of
the FY 2006-2011 Capital Improvement Program and the FY 2006-2007
Capital Budget to increase the total project cost; appropriation of funds
and authorization of expenditure; and resolution regarding parity debt

RECOMMENDATION

The Chancellor concurs with the Interim Executive Vice Chancellor for Academic
Affairs, the Executive Vice Chancellor for Business Affairs, and President Romo that the
U. T. System Board of Regents approve the recommendations for the University Center
Expansion Phase Il project at The University of Texas at San Antonio as follows:

Project Number: 401-174

Architecturally or Historically Yes [] No [X
Significant:

Project Delivery Method: Competitive Sealed Proposals

Substantial Completion Date: June 2008

Total Project Cost: Source Current Proposed
Revenue Financing System Bond Proceeds $25,000,000 $31,225,000
Auxiliary Enterprise Balances $ 200,000 $ 2,075,000

$25,200,000 $33,300,000

a. amend the FY 2006-2011 Capital Improvement Program and the
FY 2006-2007 Capital Budget to increase the total project cost from
$25,200,000 to $33,300,000;
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b. appropriate additional funds and authorize expenditure of funds of
$6,225,000 from Revenue Financing System Bond Proceeds and
$1,875,000 from Auxiliary Enterprise Balances; and

C. resolve in accordance with Section 5 of the Amended and Restated
Master Resolution Establishing The University of Texas System Revenue
Financing System that

. parity debt shall be issued to pay the project's cost, including any
costs prior to the issuance of such parity debt;

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

. U. T. San Antonio, which is a "Member" as such term is used in the
Master Resolution, possesses the financial capacity to satisfy its
direct obligation as defined in the Master Resolution relating to the
issuance by the U. T. System Board of Regents of tax-exempt
parity debt in the aggregate amount of $6,225,000.

BACKGROUND INFORMATION

Debt Service

The $6,225,000 in Revenue Financing System debt will be repaid from University
Center fees and other operating revenues. With the inclusion of the $6,225,000 in
incremental debt, total annual debt service on the project is estimated at $2,270,000.
Upon completion, the project is expected to achieve debt service coverage of at least
1.30 times.

Previous Board Actions

On August 7, 2003, the project was included in the CIP with a preliminary project cost
of $32,200,000 with funding from Revenue Financing System Bond Proceeds. On
May 12, 2005, the Board approved the design development plans, decreased the total
project cost to $25,200,000, and appropriated funding of $25,000,000 from Revenue
Financing System Bond Proceeds and $200,000 from Auxiliary Enterprise Balances.
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Project Description

The project will consist of facilities to include meeting rooms, food services and dining
facilities, student advising and administrative offices, program and reception space for
student organizations including a large function venue, student lounges, study spaces,
art gallery, and storage/support areas. A critical element of this project will include a
series of life and safety upgrades to bring the facility up to current code requirements.
The increase in total project cost is to provide for increased proposal costs as a result of
conditions created by a saturated construction market in San Antonio.
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1. U. T. Arlington: Overview of the institution

REPORT
President Spaniolo will provide an overview of U. T. Arlington.
This is the fifth in a series of campus life presentations that will be made at the Student,

Faculty, and Staff Campus Life Committee meetings.

2. U. T. System: Annual Meeting with Officers of the U. T. System Faculty
Advisory Council

REPORT
The U. T. System Faculty Advisory Council will meet with the Board to discuss
accomplishments of the Council and plans for the future according to the following
agenda. A cumulative listing of Council recommendations and status is set forth on
Pages 102 - 104.
Council members scheduled to attend are:
Chair: Dennis Reinhartz, Ph.D., U. T. Arlington

Academic Affairs Committee Co-Chair: Cynthia Brown, Ph.D., U. T. Pan American

Health Affairs Committee Co-Chair: Ted Pate, Ph.D., U. T. Health Science Center -
Houston

Faculty Quality Committee Co-Chair and FAC Secretary: James Bartlett, Ph.D.,
U. T. Dallas

AGENDA
1. Introductions
2. Chairperson's report and overview
3. Executive Committee and Standing Committee remarks and recommendations
a. University of Texas System Leadership Development Program

Presented by Dr. Brown
Pages 89 - 92 in the Supplemental Materials (Volume 2) of the Agenda Book
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b. Increasing Under Represented Minority Applicants to Medical and Dental School
Presented by Dr. Pate
Pages 93 - 100 in the Supplemental Materials (Volume 2) of the Agenda Book

c. U.T. System Research Project Data Base

Presented by Dr. Bartlett
Page 101 in the Supplemental Materials (Volume 2) of the Agenda Book

BACKGROUND INFORMATION

The University of Texas System Faculty Advisory Council was established in 1989 to
provide a forum for communicating ideas and information between faculty, the Board of
Regents, and the Executive Officers of U. T. System. Council guidelines require that
recommendations have a multi-institutional focus and that the Council explore individual
campus issues with institutional administrators prior to any consideration. The Faculty
Advisory Council consists of two faculty representatives from each U. T. System
institution enrolling students and meets quarterly, usually in Austin. The Standing
Committees of the Council are: Academic Affairs, Faculty Quality, Governance, and
Health Affairs.
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