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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.)



Table 1

Request to Amend The University of Texas System
FY 2006-2011 Capital Improvement Program and FY 2006-2007 Capital Budget

U. T. System Academic Institution Tuition Revenue Bond Projects Total
Project TRB Proposed Insurance &
Institution Project Cost Authority PUF Funding RFS Gifts Grants
UT Arlington Engineering Research Building 80,430,000 70,430,000 10,000,000
UT Austin Experimental Science Building Renovation 125,000,000 105,000,000 20,000,000
UT Brownsville Science and Technology Learning Center 33,800,000 33,800,000 -
UT Dallas Vivarium and Experimental Space 15,000,000 12,000,000 3,000,000
UT El Paso Physical Sciences / Engineering Core Facility 85,000,000 76,500,000 8,500,000
UT Pan American Fine Arts Academic and Performance Complex 49,745,000 39,796,000 - 9,949,000
UT Pan American Starr County Upper Level Center 7,500,000 6,000,000 - 1,500,000
UT Permian Basin Science and Technology Complex 56,000,000 54,000,000 2,000,000
UT Permian Basin Arts, Convocation, and Classroom Facility at the CEED 51,000,000 45,000,000 3,000,000 3,000,000
UT San Antonio Engineering Building, Phase II 82,500,000 74,250,000 8,250,000
UT Tyler Completion/Reno./Exp. for Engineering, Sciences 48,000,000 43,200,000 4,800,000
UT Tyler Expansion of the UT Tyler Palestine Campus 7,000,000 6,300,000 700,000
Academic TRB Total 640,975,000 566,276,000 60,250,000 11,449,000 3,000,000
Other U. T. System Academic Projects
UT Arlington Engineering Research Building Expansion 30,000,000 - 27,000,000 3,000,000
UT Austin Welch Hall 60,000,000 - 35,000,000 25,000,000
UT Dallas Math, Science, and Engineering Teaching-Learning Center 27,000,000 - 24,300,000 2,700,000
UT El Paso Science and Engineering Core Facilities Upgrade 39,000,000 - 35,100,000 3,900,000
UT San Antonio Combined Science Facility Renovations - 1604 Campus 22,500,000 - 20,250,000 2,250,000
UT Tyler Braithwaite Building Addition 2,400,000 - 2,160,000 240,000
Academic Other Total 180,900,000 - 143,810,000 37,090,000
Total PUF Funding Allocable to U. T. System Academic Institutions
U. T. System Health Institution Tuition Revenue Bond Projects
UT SMC-Dallas North Campus Phase 5 156,000,000 42,000,000 42,000,000 29,000,000 43,000,000
UT MB Galveston Galveston National Laboratory 167,090,673 57,000,000 - 110,090,673
UT HSC Houston Dental Branch Replacement Building 80,000,000 60,000,000 18,000,000 2,000,000
UT HSC San Antonio  South Texas Research Facility 150,000,000 60,000,000 40,000,000 50,000,000
UT M. D. Anderson Center for Targeted Therapy Research Building 70,000,000 40,000,000 30,000,000
Health TRB Total 623,090,673 259,000,000 130,000,000 29,000,000 95,000,000 110,090,673
Other U. T. System Health Projects
UT MB Galveston Specialty Care Center at Victory Lakes 35,000,000 30,500,000 4,500,000
UT HSC Houston Biomedical Research and Education Facility 62,000,000 41,100,000 20,900,000
UT HSC Houston Research Replacement Facility 80,530,000 23,600,000 (1) 18,000,000 (1) 16,330,000 22,600,000
Health Other Total 177,530,000 23,600,000 89,600,000 4,500,000 37,230,000 22,600,000
Total PUF Funding Allocable to U. T. System Health Institutions
Total U. T. System TRB and Other Project Considerations (2) 1,622,495,673 848,876,000 423,660,000 82,039,000 135,230,000 132,690,673

(1) The $23.6M of TRBs for UTHSCH's Research Replacement Facility are from the 78th Legislature
(2) The TRB total excludes $21.12 million allocated to UTHC Tyler for the Academic Health Center

Prepared by OFPC
July 20, 2006



Table 2
Request to Amend The University of Texas System
FY 2006-2011 Capital Improvement Program and FY 2006-2007 Capital Budget

Projects to be added to the FY 2006-2011 CIP and FY 2006-2007 Capital Budget

Total

R&R or New Project TRB Proposed
Institution Construction Cost Authority PUF Funding RFS Gifts
UT Arlington
Engineering Research Building Expansion R&R 30,000,000 - 27,000,000 3,000,000
UT Austin
Welch Hall R&R 60,000,000 - 35,000,000 25,000,000
UT Brownsville
Science and Technology Learning Center New 33,800,000 33,800,000 -
UT Dallas
Math, Science, and Engineering Teaching-Learning Center New 27,000,000 - 24,300,000 2,700,000
UT El Paso
Physical Sciences / Engineering Core Facility New 85,000,000 76,500,000 8,500,000
Science and Engineering Core Facilities Upgrade R&R 39,000,000 - 35,100,000 3,900,000
UT Pan American
Fine Arts Academic and Performance Complex New 49,745,000 39,796,000 - 9,949,000
Starr County Upper Level Center New 7,500,000 6,000,000 - 1,500,000
UT San Antonio
Engineering Building, Phase Il New 82,500,000 74,250,000 8,250,000
Combined Science Facility Renovations - 1604 Campus R&R 22,500,000 - 20,250,000 2,250,000
UT Tyler
Braithwaite Building Addition New 2,400,000 - 2,160,000 240,000
UT SMC-Dallas
North Campus Phase 5 New 156,000,000 42,000,000 42,000,000 29,000,000 43,000,000
UT HSC Houston
Dental Branch Replacement Building New 80,000,000 60,000,000 18,000,000 2,000,000
Biomedical Research and Education Facility New 62,000,000 - 41,100,000 20,900,000
UT HSC San Antonio
South Texas Research Facility New 150,000,000 60,000,000 40,000,000 50,000,000
Totals 887,445,000 392,346,000 301,660,000 77,539,000 115,900,000

Prepared by OFPC
July 20, 2006



Request to Amend the University of Texas System
FY 2006-2011 Capital Improvement Program and FY 2006-2007 Capital Budget
Table 3

Existing CIP Projects to Receive Modified Funding and/or Revised Project Cost

Existing Funding (In millions) New Funding (In millions)

Existing New Ins. Hosp. Ins.
Project Name TPC Adds TPC RFS | TRB | CIm. |Gifts |Grants|Rev. PUF | RES | TRB [ Clm. |Gifts |Grants
UT Arlington
Engineering Research Building 80,430,000 80,430,000 | 10.00{ 70.43 10.00 70.43
UT Austin
Experimental Science Building 125,000,000 125,000,000 [ 20.00{105.00 20.00 105.00
UT Dallas
Vivarium and Experimental Space 15,000,000 15,000,000 3.00] 12.00 3.00 12.00
UT Permian Basin
Science and Technology Complex 56,000,000 56,000,000 54.00 2.00 2.00 54.00
Arts, Convocation, & Classroom Facility - CEED 45,000,000 | 3,000,000 | 48,000,000 45.00 3.00 45.00
UT Tyler
Completion/Reno./Exp. for Engineering, Sciences 48,000,000 48,000,000 3.60| 43.20 1.20 4.80 43.20
Expansion of the UT Tyler Palestine Campus 7,000,000 7,000,000 0.70] 6.30 0.70 6.30
UT MB Galveston
Galveston National Laboratory 167,090,673 167,090,673 | 40.00 17.00(110.09 57.00 110.09
Specialty Care Center at Victory Lakes 30,000,000 | 5,000,000 | 35,000,000 [ 30.00 30.50| 4.50
UT HSC Houston
Research Replacement Facility 80,530,000 80,530,000 23.60| 16.60( 34.33| 6.00 18.00 23.60| 16.60( 16.33| 6.00
UT M. D. Anderson
Center for Targeted Therapy Research Building 70,000,000 70,000,000 [ 35.00 25.00 10.00] ] 30.00 40.00
Totals 724,050,673 | 8,000,000 | 732,050,673 [{142.30{359.53( 16.60| 79.53|116.09] 10.00] J122.00f 4.50{456.53| 16.60] 16.33|116.09

Prepared by OFPC
July 20, 2006




Request to Amend the University of Texas System

FY 2006-2011 Capital Improvement Program and FY 2006-2007 Capital Budget
Table 4

Repair & Rehabilitation Projects to be added to the FY 2006-2011 CIP and FY 2006-2007 Capital Budget

Total

R&R or New Project Proposed
Institution Construction Cost PUF Funding RFS
UT Arlington
Engineering Research Building Expansion R&R 30,000,000 27,000,000 3,000,000
UT Austin
Welch Hall R&R 60,000,000 35,000,000 25,000,000
UT El Paso
Science and Engineering Core Facilities Upgrade R&R 39,000,000 35,100,000 3,900,000
UT San Antonio
Combined Science Facility Renovations - 1604 Campus R&R 22,500,000 20,250,000 2,250,000
Totals 151,500,000 117,350,000 34,150,000

Prepared by OFPC
July 20, 2006



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.



AVAILABLE UNIVERSITY FUND
PUF Distributions
Surface & Other Income

Divisible Income

U. T. System Share (2/3)
AUF Interest Income
Income Available to UT

U. T. Net Divisible Income

TRANSFERS:

PUF Debt Service

Additional PUF Debt Service

System Administration

IT Network Bandwidth/Office of Telecommunication Services
Support and Maintenance of U. T. Austin

Net Surplus/(Deficit)

Office of Finance

Available University Fund Forecast
Actual and Forecast Data

Actual Estimated Budget Forecast
FYE 05 FYE 06 FYE 07 FYE 08 FYE 09 FYE 10 FYE 11 FYE 12
341,174,270 $ 357,337,255 400,685,603 $ 445,422,757 485,511,898 $ 518,351,704 $ 546,003,376 $ 573,088,423
8,332,900 9,087,000 8,274,500 8,274,500 8,299,500 8,324,500 8,349,500 8,374,500
349,507,170 366,424,255 408,960,103 453,697,257 493,811,398 526,676,204 554,352,876 581,462,923
233,004,781 244,282,837 272,640,069 302,464,838 329,207,599 351,117,469 369,568,584 387,641,949
5,106,927 8,686,000 8,468,125 7,521,000 7,471,000 6,942,000 6,294,000 6,280,000
238,111,708 252,968,837 281,108,194 309,985,838 336,678,599 358,059,469 375,862,584 393,921,949
238,111,708 252,968,837 281,108,194 309,985,838 336,678,599 358,059,469 375,862,584 393,921,949
(79,996,795) (90,460,000) (96,197,102) (100,476,083) (100,328,420) (100,765,072) (66,604,922) (66,600,622)

- - (10,324,271) (41,474,835) (62,479,630) (83,663,673) (105,027,706) (113,188,601)
(28,377,614) (29,695,141) (32,001,334) (33,281,387) (34,612,643) (35,997,149) (37,437,035) (38,934,516)
(1,060,000) (1,060,000) (1,060,000) (1,060,000) (1,060,000) (1,060,000) (1,060,000) (1,060,000)
(105,275,000) (111,420,000) (126,500,000) (139,495,000) (151,510,000) (161,130,000) (169,140,000) (177,265,000)
23,402,299 20,333,696 15,025,487 (5,801,467) (13,312,093) (24,556,424) (3,407,078) (3,126,790)

August 2006




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.
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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

17



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.

24



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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The University of Texas System
Rules and Requlations of the Board of Regents Series: 60301

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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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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Foundation Established
I . . F
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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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