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MEETING NO. 986

THURSDAY, NOVEMBER 4, 2004.--The members of the Board of Regents of The
University of Texas System convened at 11:20 a.m. on Thursday, November 4, 2004,
in the Board Meeting Room, Ninth Floor, Ashbel Smith Hall, 201 West Seventh
Street, Austin, Texas, with the following in attendance and absent:

ATTENDANCE.--
Present Absent
Chairman Huffines, presiding Regent Estrada

Vice-Chairman Clements
Vice-Chairman Hunt
Vice-Chairman Krier
Regent Barnhill

Regent Caven

Regent Craven

Regent Rowling

Counsel and Secretary Frederick

Chairman Huffines announced a quorum present and called the meeting to order.

WELCOME TO OFFICIALS OF THE UNIVERSITY OF TEXAS SYSTEM.--Chairman
Huffines welcomed Mr. Steven R. Collins, Interim Vice Chancellor and General
Counsel, and Ms. Florence P. Mayne, Executive Director of Real Estate for The
University of Texas System, to their first regularly scheduled Board meeting in their
new positions. Mr. Collins also serves as Associate Vice Chancellor for
Governmental Relations and Ms. Mayne was Assistant Vice Chancellor for
Administration.

RECESS TO EXECUTIVE SESSION.--At 11:22 a.m., Chairman Huffines announced
the Board would recess to convene in Executive Session pursuant to Texas
Government Code Sections 551.071, 551.072, and 551.074 to consider those
matters listed on the Executive Session agenda.

RECONVENE.--At 1:10 p.m., the Board reconvened in open session.



EXECUTIVE SESSION OF THE BOARD OF REGENTS

In response to Chairman Huffines’s request regarding the wishes of the Board, the
following actions were taken:

1.

U. T. System: Discussion of legal issues related to disclosure of private
investment information under the Texas Public Information Act

No action was taken on legal issues related to disclosure of private
investment information under the Texas Public Information Act.

U. T. Dallas: Consideration of personnel matters related to presidential
search

No action was taken on personnel matters relating to the Presidential Search
at The University of Texas at Dallas.

U. T. System: Consideration of personnel matters relating to evaluation of
presidents and U. T. System officers and employees

No action was taken concerning personnel matters relating to evaluation of
presidents or officers and employees of The University of Texas System.

U. T. System: Consideration of personnel matters relating to appointment,
employment, evaluation, compensation, assignment, and duties of presidents,
U. T. System officers and employees

No action was taken related to general personnel matters relating to appoint-
ment, employment, evaluation, compensation, assignment, and duties of
presidents or officers and employees of The University of Texas System.

U. T. Austin: (i) Authorization to negotiate the acquisition of seven parcels of
land with improvements, proposed to be incorporated as part of the site of a
hotel and conference center and a parking garage to be located immediately
south of the main campus in Austin, Travis County, Texas, and legally
described as Lots 27-32 and the South 46 feet of Lot 33, Block 20, Louis
Horst's Subdivision out of Outlot 20, Division “D”, City of Austin, Travis
County, Texas; (ii) finding of a public necessity to acquire, and authorization
to acquire, through condemnation proceedings if necessary, for institutional
purposes, including, without limitation, the construction of a hotel, conference




center, and parking garage, seven additional parcels of land and improve-

ments in the City of Austin, Travis County, Texas, legally described as

follows:

a.

b.

|©

|

the North 24 feet of Lot 33 and South 24 feet of Lot 34, Block 20,
Division “D”;

forty feet, more or less, off the north side of Lot 34, Outlot 20,
Division “D”;

Lots 11 and 12, Block 20, Louis Horst’s Outlots in Division “D” and
Division “E"; and

Lots 13 and 14, Block 20, Louis Horst’s Outlots in Division “D” and
Division “E"; and

authorization for the Executive Director of Real Estate to execute
documents

Upon motion of Vice-Chairman Krier, seconded by Regent Caven, the Board

a.

authorized the Campus Director of Real Estate at The University of
Texas at Austin to negotiate to acquire certain parcels of land with
improvements, proposed to be incorporated as part of the site of a
hotel and conference center and a parking garage, at prices not to
exceed the fair market values as determined by independent
appraisals. The land is located immediately south of the main
campus in Austin, Travis County, Texas, as follows:

Seven parcels of land and improvements, legally described
as Lots 27-32 and the South 46 feet of Lot 33, Block 20,
Louis Horst's Subdivision out of Outlot 20, Division “D”, City
of Austin, Travis County, Texas.

It was expressly noted that eminent domain will not be used for this
acquisition.

found it is a public necessity for U. T. Austin to acquire, through
condemnation proceedings if necessary, seven additional parcels of
land and improvements thereon at prices not to exceed the fair market
values as determined by independent appraisals or condemnation
proceedings, which parcels are to be incorporated as part of the site
of the hotel, conference center, and parking garage, and which parcels
are legally described as follows:

i) the North 24 feet of Lot 33 and South 24 feet of Lot 34,
Block 20, Division “D”, City of Austin, Travis County, Texas;

i) forty feet, more or less, off the north side of Lot 34, Outlot 20,
Division “D”, City of Austin, Travis County, Texas;



iii) Lots 11 and 12, Block 20, Louis Horst’s Outlots in Division “D”
and Division “E”, City of Austin, Travis County, Texas; and

iv) Lots 13 and 14, Block 20, Louis Horst’s Outlots in Division “D”
and Division “E”, City of Austin, Travis County, Texas.

C. authorized the Campus Director of Real Estate at U. T. Austin to
negotiate to acquire the parcels described in Item b above, through
condemnation proceedings if necessary, for institutional purposes,
including, without limitations, the construction of a hotel, conference
center, and parking garage; and

d. authorized the Executive Director of Real Estate of The University of
Texas System to execute real estate contracts and all documents,
instruments, and other agreements required to implement the above
transactions, following review and approval by the Office of General
Counsel, to initiate condemnation actions if necessary with respect to
any or all of the parcels described in Item b above, through the Office
of General Counsel and the Office of the Attorney General, and to take
all further actions deemed necessary or advisable to acquire any or
all of the properties in accordance with the parameters outlined in
Executive Session, subject to approval of the acquisitions by the Texas
Higher Education Coordinating Board, if required.

To avoid the appearance of any conflict of interest related to his business
interests in the Omni Hotel properties in Austin, Regent Rowling abstained
from vote and discussion on this issue and other items related to the proposed
hotel and conference center project (see Item 2 on Page 43 and Item 1 on
Page 1 of the Committee Minutes for the Facilities Planning and Construction
Committee). The motion carried.

U. T. Medical Branch - Galveston: Authorization for the Executive Director
of Real Estate to negotiate acquisition of unimproved land described as
35.43 acres of vacant land along IH 45, just north of FM 646, League City,
Galveston County, Texas, and to execute documents

Regent Caven moved that the Executive Director of Real Estate of The
University of Texas System be authorized to

a. negotiate the acquisition of unimproved land described as
35.43 acres of vacant land along Interstate Highway 45, just north
of Farm Market 646, League City, Galveston County, Texas, for the
benefit of The University of Texas Medical Branch at Galveston, at a
price not to exceed the fair market value as determined by independent
appraisals and on such other terms and conditions as approved by the



Executive Vice Chancellor for Health Affairs, the Office of General
Counsel, the Office of Real Estate, and the chief business officer of
the U. T. Medical Branch - Galveston; and

b. execute the real estate contract and all documents, instruments,
and other agreements, following review and approval by the Office
of General Counsel, and to take all further actions deemed necessary
or advisable to acquire the property in accordance with the para-
meters outlined in Executive Session, subject to approval of the
acquisition by the Texas Higher Education Coordinating Board, if
the approval of that agency is required by law.

The motion was seconded by Vice-Chairman Hunt and carried unanimously.

U. T. SYSTEM: APPROVAL OF DOCKET ITEM.--To accommodate the bond
pricing schedule, Docket Item 2 on Page Docket - 1 related to a time-sensitive
underwriting contract between The University of Texas System and JPMorgan
Securities, Inc. was considered in advance of consideration of the Docket in the
Finance and Planning Committee on November 5, 2004. Upon motion of Regent
Caven, seconded by Regent Craven, the item was approved, with Vice-Chairman
Hunt abstaining from vote because of stock holdings. (See Item 1 on Page 28
relating to approval of the Docket.)

SPECIAL ITEMS

U. T. Board of Regents: Approval of comprehensive state system of
accountability for higher education as required by Executive Order RP 31

Chairman Huffines said an additional action item related to the state
accountability process had been posted with the Secretary of State and was
before the members of the Board on yellow paper. Revised accountability
measures approved by the Texas Higher Education Coordinating Board on
October 29, 2004, were also before the Board on green paper. Chairman
Huffines called on Chancellor Yudof for a recommendation to the Board on
this item.

Chancellor Yudof said The University of Texas System has been a leader in
accountability and noted the establishment of the Office of Accountability in
September 2002. He commended Associate Vice Chancellor Malandra for
her outstanding work on the U. T. System accountability framework and said
there was good collaboration from U. T. institutions, with the Governor’s
Office, the Coordinating Board, other public institutions, and the legislative
leadership. He emphasized the state framework and the U. T. System’s plan



as works in progress, with certain aspects that he hopes will evolve over time,
such as use of current data, how targets are set, and comparability with
institutions outside of the State of Texas.

Chairman Huffines said U. T.’s commitment to accountability makes
U. T.’s plan a model for the State. Chancellor Yudof reported the
National Symposium on Accountability hosted by the U. T. System
on October 27-28, 2004, was successful.

Upon motion of Regent Barnhill, seconded by Regent Rowling, the Board
approved the comprehensive state system of accountability for higher
education as required by Executive Order RP 31.

The first U. T. System report on accountability was presented to the

U. T. Board of Regents on March 11, 2004, with a second report due in
February 2005. On January 22, 2004, Governor Perry issued Executive
Order RP 31 that called for each institution and system of higher education
to work with the Texas Higher Education Coordinating Board to create a
comprehensive system of accountability to be approved by the Texas
Higher Education Coordinating Board and the boards of regents no later
than December 17, 2004.

2. U. T. System: Report and discussion of the institutional compact process

(Deferred)

The report and discussion of the institutional compact process for The
University of Texas System was deferred.

RECESS.--At 1:15 p.m., Chairman Huffines announced the Board would recess to
meetings of the standing committees and would reconvene at 9:30 a.m. in Open
Session on Friday, November 5, 2004, following the meeting of the Student, Faculty,
and Staff Campus Life Committee.



FRIDAY, NOVEMBER 5, 2004.--The members of the Board of Regents of The
University of Texas System reconvened at 9:55 a.m. on Friday, November 5, 2004,
in the Board Meeting Room, Ninth Floor, Ashbel Smith Hall, 201 West Seventh
Street, Austin, Texas, with the following in attendance:

ATTENDANCE.--

Present

Chairman Huffines, presiding
Vice-Chairman Clements
Vice-Chairman Hunt
Vice-Chairman Krier

Regent Barnhill

Regent Caven

Regent Craven

Regent Estrada

Regent Rowling

Counsel and Secretary Frederick

Chairman Huffines announced a quorum present and called the meeting to order.

WELCOME TO MR. I. CRAIG HESTER, MEMBER, THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY (UTIMCO) BOARD OF DIRECTORS.--
Chairman Huffines introduced Mr. I. Craig Hester, President and Chief Investment
Officer of Hester Capital Management, L.L.C., Austin, Texas, a member of The
University of Texas Investment Management Company (UTIMCO) Board of
Directors. Mr. Huffines recognized the significant time that Mr. Hester and the
other directors devote to the UTIMCO Board.

U. T. BOARD OF REGENTS: APPROVAL OF MINUTES.--The Minutes of the
regular meetings of the Board of Regents of The University of Texas System held on
August 11-12, 2004, in Houston, Texas, were approved as prepared by the Counsel
and Secretary to the Board. The official copy is recorded in the Permanent Minutes,
Volume LI, Pages 614 - 955.

The Board also approved the Minutes of the special meetings of the Board of
Regents of the U. T. System held on September 28, 2004, in Austin, Texas, and
October 11-12, 2004, in Dallas, Texas, as prepared by the Counsel and Secretary
to the Board. The official copy is recorded in the Permanent Minutes, Volume LII,
Pages 1 - 74.




SPECIAL REPORTS AND SPECIAL ITEMS

U. T. Board of Regents: Resolution to honor former Regent Jess Jenkins
Garrett

Upon motion of Vice-Chairman Krier, seconded by Regent Caven, the Board
unanimously adopted the following resolution to recognize the contributions of
former Regent Jess Jenkins Garrett, LLB, to The University of Texas System
on the occasion of his 90th birthday:

Resolution

WHEREAS, The Honorable Jenkins Garrett was appointed to the
Board of Regents of The University of Texas System by Governor
John Connally on January 10, 1969;

WHEREAS, Regent Garrett served on the Board of Regents
until his term expired in January 1975 with the highest sense
of integrity and honor;

WHEREAS, Regent Garrett's love of Texas, its history, and
of The University of Texas, throughout his adult life, brought
countless benefits to all of the people of our State;

WHEREAS, Regent Garrett, with his keen knowledge of Texas
history and bibliography, was instrumental in bringing many
significant and prestigious book collections to The University of
Texas System. In 1974, he and his wife, Virginia, donated his
world-renowned Texana book collection to The University of
Texas at Arlington, which became the impetus for The University
of Texas at Arlington to build an outstanding Special Collections
area;

WHEREAS, Regent Garrett is best known for his service to higher
education in Texas, serving on the Board of Trustees

of Southwestern Baptist Theological Seminary, the Governor's
Committee on Education Beyond the High School Level, and the
Board of Trustees of Tarrant County Junior College District; and

WHEREAS, The University of Texas at Austin named Regent
Garrett a Distinguished Alumnus in 1995 and acknowledging
numerous awards for his collecting pursuits and philanthropy,
including the Philanthropic Award of the Texas Library
Association, Sir Thomas More Medal of the University of San



Francisco's Gleeson Library, and the Award of Excellence in
Preserving History sponsored by the Texas Historical
Commission.

NOW THEREFORE, BE IT RESOLVED by the Board of Regents that
appreciation be extended to Jenkins Garrett for his six years

of invaluable and unselfish service to this Board and that it further
commend him for his hard work and fairness in performing his

duties; and be it further

RESOLVED that an official copy of this resolution be prepared for
Jenkins Garrett as an expression of highest esteem and warmest
regards on the occasion of his 90th birthday on December 14, 2004.

U. T. Board of Regents: Report on History of Major George W. Littlefield,
a former Regent, and the Littlefield Doors

Chairman Huffines said The University of Texas, with significant tradition and
history, is one of the most treasured assets in the State of Texas. He said it
is important to reflect on that history to understand the sacrifices and visions
of former members of the Board of Regents. He introduced former Regent
Ellen Clarke Temple, Lufkin, Texas, who was in attendance and expressed
appreciation for her support and continued involvement and for bringing to
his attention the research of Dr. David B. Gracy Il on another former Regent,
Major George W. Littlefield.

Before he called on President Faulkner to introduce Dr. Gracy, a descendent
of Major Littlefield, Chairman Huffines introduced other descendants of former
Regent Littlefield present at the meeting including Mr. J. Phelps White llI,
Roswell, New Mexico; Mr. Pat Boone, Elida, New Mexico; and Mr. Edward
Rhodes Littlefield Wroe, Jr., Austin, Texas.

President Faulkner then introduced Dr. David B. Gracy Il, Governor Bill Daniel
Professor in Archival Enterprise in the School of Information at The University
of Texas at Austin. Known as a national standard-bearer for archival
education, Dr. Gracy is a teacher of highly acclaimed archive classes and his
students volunteer in archive work throughout the State of Texas. Dr. Gracy
served as President of the Society of American Archivists and as Director of
the Texas State Archives and he serves on the Bibliography Advisory Board
of the New Handbook of Texas. He is a biographer, historian, and author,
nearing completion of a biography of Major Littlefield. His family founded
Gracy Title Company, Austin, Texas.




Dr. Gracy made a presentation on the life of Major Littlefield and on his
contributions to The University of Texas System, including the Littlefield Doors
on display in the lobby of Ashbel Smith Hall (ASH) at the U. T. System
Administration offices in Austin, Texas. (Dr. Gracy’s PowerPoint presenta-
tion is on file in the Office of the Board of Regents.)

Major Littlefield was born June 21, 1842, in Mississippi. He also lived in
New Mexico and Texas. He was initially successful in the cattle industry
and later became a successful banker and businessman. Major Littlefield
was a member of the U. T. System Board of Regents from January 1911 -
January 1920.

Dr. Gracy said contributions of Major Littlefield to U. T. Austin include the
Littlefield Home, the Alice Littlefield Dormitory, the Littlefield Fountain, various
statues and sculptures, and the Littlefield Papers. In closing, Dr. Gracy noted
that former Regent Littlefield was the largest donor to the University in the first
half of the 20th Century.

Dr. Gracy said the doors, which cost $4,000 in the early 1900s, celebrate
not only the contribution of one man but also the stories of the day. For
the record, the plaque placed to the side of the Littlefield Doors in the
ASH lobby in 2004 has the following inscription:

The Littlefield Doors

The Littlefield doors, cast in solid bronze in 1911 by Tiffany Company
of New York, have the heads of two longhorn steers for handles and
bas-relief panels that depict the cattle ranching operations of Major
George Washington Littlefield (1842-1920). Sculptor H. Daniel
Webster designed these doors with the upper panels depicting the
likenesses of long-time and valued hands on the Littlefield ranches
in New Mexico and on the Texas South Plains; the central panels
showing cattle in transit on the trail; and the bottom panels showing
cattle grazing on Major Littlefield's ranches. Faithful to the details
of ranching, cattle were branded on their right side with Littlefield's
LFD brand, while horses carry his Bar F brand.

These doors originally served as the main entrance to the American
National Bank, which Major Littlefield founded, in the Littlefield Building
at Sixth Street and Congress Avenue in Austin, Texas.

The doors were donated to The University of Texas in 1960 and
displayed in the Undergraduate Library and Academic Center, now
known as the Peter T. Flawn Academic Center, on the U. T. Austin
campus. In 1975 the doors were placed on exhibit in the lobby of
Ashbel Smith Hall at The University of Texas System Administration at
Seventh Street and Colorado Street as a memorial to Major Littlefield.

10
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Major Littlefield, one of the most generous benefactors of The University
of Texas System, served on the Board of Regents from January 1911 —
January 1920.

Dimensions:

Weight: 2 1/2 tons
Height: 10' 3.5"
Width: 6' 8.5"

U. T. System: Approval of the U. T. System Executive Compensation
Philosophy Policy and inclusion in the Regents’ Rules and Regulations

Chancellor Yudof reported he and Vice Chancellor Brown had worked with
the Office of the Board of Regents, the Office of General Counsel, and
compensation consultants to develop an Executive Compensation Philosophy
Policy for The University of Texas System. He said executive compensation
is a complex matter and a bit abstract but the proposed Policy attempts to
recognize and reward efforts to achieve the mission and goals of the
University. Chancellor Yudof explained the basic commitment of the Policy
is to maintain executive pay relative to relevant markets, to retain top talent,
and to reward individuals for achieving results. He said he applies weight to
rewarding merit and some weight to seniority, but the most substantial weight
is placed on performance. He explained the importance of deferred compen-
sation in retaining key people, but noted it has been used on a limited basis.
He said he wanted to continue what he called the “Hunt reforms” to
incorporate all elements of compensation into one salary amount, as much
as feasible, wanting to make compensation easier for the Board to set and
more transparent. He clarified the document does not put executives into
the 75" percentile although the benchmark is referenced. He said he looks
for the best people and that few will accept a reduction in salary with a new
position but rather expect to realize a 10-15% increase.

Chairman Huffines said this is an excellent Policy and would be a work in
progress for the next few years. Regent Rowling suggested geographic cost-
of-living adjustments be factored into peer comparisons. Chancellor Yudof
said the housing allowances are sensitive to local cost of living and that this

is an excellent idea. Chairman Huffines said the Board reviewed the
compensation process this summer and will start a dialog with other university
systems to ensure consistency in the state.
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Following further discussion, the Board adopted the Executive Compen-
sation Philosophy Policy set forth on Pages 13 - 14 as a new rule entitled
Compensation for Key Executives to be included in the Regents' Rules and
Regulations on condition that a reference to cost-of-living adjustments is
included. (The rule follows the new format for the Regents' Rules and
Requlations as presented at the November 5, 2004 meeting -- see Item 4 on
Page 15 -- and subsequently approved on December 10, 2004.)

The philosophy clarifies the principles to be considered when determining
executive compensation for key executives within the U. T. System
Administration and the academic and health institutions. Key executives
are defined as the Chancellor, Counsel and Secretary to the Board, Audit
Director, Executive Vice Chancellors, Vice Chancellors, and presidents of
each of the U. T. System academic and health institutions.
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The University of Texas System
Rules and Requlations of the Board of Regents Series 20103

1. Title

Compensation for Key Executives

2. Rule and Regulation

Sec. 1

Sec. 2

Sec. 3

Sec. 4

Sec. 5

Sec. 6

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. 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 base
salary; short and long-term incentive pay; supplemental retirement plans, such as
deferred compensation plans; and perquisites such as housing, vehicle allowance,
and memberships. All compensation set pursuant to this Rule must comply with
all applicable state and federal laws.

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 U. T. System performance, and institutions with
which U. T. System competes for key executives.

Presentation to Board of Regents. Compensation data will be presented to the
Board of Regents in advance of the annual budgeting process. Taxable and non-
taxable elements of compensation will be reported to the Board of Regents.

Determining Compensation. In setting a key executive’s initial compensation, the
following factors should be considered: relevant market data, current
compensation, internal equity, and the U. T. System budget. Where appropriate,
U. T. System may target the 75" percentile of the market rate of a key executive’s
peer institutions.
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Factors to consider in making future adjustments to a key executive's
compensation include relevant market data, key executive performance, the
institution's progress on key performance indicators, internal equity, and the U. T.
System budget.

Sec. 7 The presidents will implement appropriate policies and procedures concerning
executive compensation for their direct reports at each U. T. System academic
and health institution.

3. Definitions

Key executive(s). The terms, “key executive” or “key executives,” as used in this Rule,

include the Chancellor, Counsel and Secretary to the Board, Audit Director, Executive Vice
Chancellors, presidents of each of the U. T. System academic and health institutions, and
Vice Chancellors.
4. Relevant Federal and State Statutes

Texas Education Code Section 65.31 — General Powers and Duties
5. Relevant System Policies, Procedures, and Forms

Regents’ Rules and Regulations — Series 20202 — Presidential Cash Compensation
6. Who Should Know

Chancellor

Counsel and Secretary to the Board

Audit Director

Executive Vice Chancellors

Presidents

Vice Chancellors

7. System Administration Office(s) Responsible for Rule

Vice Chancellor for Administration

8. Dates Approved or Amended
Month XX, 2004

9. Date Rules Last Reviewed
N/A

10. Contact Information

Questions or comments regarding this Rule should be directed to bor@utsystem.edu
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U. T. Board of Regents: Approval of revised Regents' Rules and Requlations

(Deferred)

Mr. Arthur B. Martinez, Assistant Secretary to the Board, presented the
proposed revision of the Regents’ Rules and Reqgulations. He said the project
was a collaborative process and said the revision was needed due to:

. Deregulation -- To determine if any provisions were the source of
unnecessary administrative burden or if the rules could be rewritten
to provide the proper degree of autonomy to each institution in The
University of Texas System, while at the same time assuring
accountability

. Outdated provisions -- The Rules have been reviewed and revised
in their entirety only four times since their inception in 1891 and
this was the first time a comprehensive review was conducted in
a collaborative manner where input was sought from administrators,
faculty, staff, and students at the 15 institutions and U. T. System
Administration.

. Clarity -- Any document as large and complex as the Regents’ Rules,
written on a piecemeal basis over the years as each rule became
necessary was bound to have language that could be clarified and
simplified.

o Importance to users -- Users appreciated the opportunity to provide
input, some saying the Rules were excessive and overly burdensome
to effective administration.

Assistant Secretary Martinez then reviewed the process used to revise the
Regents’ Rules and Reqgulations, which officially began with a presentation

to the Board on July 7, 2003, by Dr. Donde Plowman, Professor of
Management in the College of Business at The University of Texas at San
Antonio. Dr. Plowman explained her theory that over-reliance on rules could
be detrimental to complex organizations such as the U. T. System and that
more emphasis should be given to focusing on accountability. She pointed
out the Regents’ Rules attempted to cover 191 topical areas, while governing
boards of other institutions such as the University of California, the University
of Michigan, and the University of lllinois covered fewer than half those topics.

Mr. Martinez said following Chancellor Yudof's efforts to improve on the
policies and procedures at U. T. System, the revision project focused on best
practices that examined whether a new format for the rules would add value.
A new format for the rules was developed to add clarity and usefulness of the
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rules, by categorizing rules into nine subject areas and using a series
numbering system. Additionally, each rule references applicable statutes
and other policies and a listing of the historical record of amendments and
definitions will be kept for each rule. Assistant Secretary Martinez said
these format changes will facilitate interpretation of the rules and will explain
the process to be followed to amend a rule. In addition, 13 System-wide
procedures once covered under the Regents’ Rules will be categorized as
Administrative Rules, requiring the Chancellor’s approval to initiate and to
amend.

Input was received from ad hoc committees formed by the Employee, Faculty,
and Student Advisory Councils and subject matter experts at U. T. System
Administration and at the institutions. Each rule was reviewed by the Counsel
and Secretary to the Board, by offices of the Executive Vice Chancellor with
responsibility for the rule, and by attorneys in the Office of General Counsel to
ensure that all revisions complied with statutory requirements. The revised
rules were made available on the Web for an open comment period by all
interested stakeholders.

Mr. Martinez referred to a summary chart in the Agenda Book of 30 significant
changes to the rules. He pointed out that only two of those rules requested
delegation of authority by the Board:

1. Series 30202: The Board delegates to the Chancellor the authority to
approve Optional Retirement Program rates which are required by
statute to be approved for each institution each year. (Citation Number
12 on the summary chart included in the Agenda Book.)

2. Series 60301: Under the current rules, an ex-students’ association
will not participate in any fundraising effort without consulting with
the President and the Chancellor and obtaining the Board’s approval.
This change would take the Board out of the approval process.
(Citation Number 17 on the summary chart included in the Agenda
Book.)

He pointed out one other change (Series 80103, Citation Number 18 on the
summary chart), initiated at the request of an institution, will allow institutions
to provide employees with information on discounts that a company may offer
to employees.

Chairman Huffines and Vice-Chairman Clements commended the process,
which took 18 months. Regent Rowling observed that perhaps the Board was
micromanaging in some areas and said the revised Rules have gone a long
way to rectify this problem.
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Vice-Chairman Krier expressed specific concerns about approval of pay plans
(Number 11 on the summary chart) and the Optional Retirement Program
rates (Number 12), and Regent Rowling expressed concern about the
recommended increase in delegation of authority for settlement of insurance
claims (Number 28). Pending clarification of these issues, approval of the
item was deferred for consideration at a future meeting.

RECESS FOR COMMITTEE MEETINGS AND COMMITTEE REPORTS TO
THE BOARD.--At 11:10 a.m., the Board recessed for meetings of the Standing
Committees, and Chairman Huffines announced that at the conclusion of each
committee meeting the Board would reconvene to approve the report and
recommendations of that committee.

The meetings of the Standing Committees were conducted in open session,
and the reports and recommendations thereof are set forth below and on the
following pages.

* k k k%

REPORTS AND RECOMMENDATIONS OF STANDING COMMITTEES

REPORT OF EXECUTIVE COMMITTEE.--Chairman Huffines reported there were
no items referred from the Executive Committee to the Board pursuant to Section 7,
Subsection 7.1, Subdivision 7.14 of Chapter | of Part One of the Regents’ Rules and
Requlations. Chairman Huffines noted the approval of the proposed revision of the
Regents’ Rules will eliminate the Executive Committee (see Item 4 on Page _15).
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REPORT AND RECOMMENDATIONS OF THE AUDIT, COMPLIANCE, AND
MANAGEMENT REVIEW COMMITTEE (Pages 18 - 27).--Committee Chairman
Estrada reported that the Audit, Compliance, and Management Review Committee
met in open session to consider those matters on its agenda and to formulate
recommendations for the U. T. Board of Regents. Unless otherwise indicated, the
actions set forth in the Minute Orders that follow were recommended by the Audit,
Compliance, and Management Review Committee and approved in open session
by the U. T. Board of Regents:

1. U. T. System: Approval of U. T. System Internal Audit Plan for Fiscal
Year 2005

The Board approved The University of Texas System-wide Internal Audit Plan
for Fiscal Year 2005. Development of the Internal Audit Plan is based on risk
assessments performed at each institution. Implementation of the Plan will
be coordinated with the institutional auditors.

Institutional Audit Plans, compiled by the internal audit departments after
input and guidance from the U. T. System Audit Office and the institution's
management and Internal Audit Committee, were submitted to all Internal
Audit Committees and institutional presidents for review and comments.

The Chief Audit Executive provided feedback by conducting audit hearings
with each institution. After the review process, each Internal Audit Committee
formally approved its institution's Plan.

The Audit, Compliance, and Management Review Committee approved the
Audit Plan on September 28, 2004.

2. U. T. System: Amendment of the Audit, Compliance, and Management
Review Committee Responsibilities Checklist

The Board amended the Audit, Compliance, and Management Review
Committee Responsibilities Checklist at Item 17 to provide guidance on the
disclosure and inclusion of off-balance sheet items in the financial statements.
The revised Checklist is set forth on Pages 19 - 21.
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Responsibilities Checklist
for the
Audit, Compliance, and Management Review Committee
of the
Board of Regents of The University of Texas System

1. The Committee will perform such other functions as assigned by law or the Board of Regents of
The University of Texas System (“the Board”).

2. The Committee shall meet four times per year or more frequently as circumstances require. The
Committee may ask members of management or others to attend the meeting and provide
pertinent information as necessary.

3. The agenda for Committee meetings will be prepared in consultation between the Committee
chairman (with input from the Committee members), U. T. System executive management, the
Chief Audit Executive, and the System-wide Compliance Officer.

4. The Committee shall verify that its membership is familiar with the Committee’s Charter, goals,
and objectives.

5. The Committee shall review the independence of each Committee member based on applicable
independence laws and regulations.

6. The Committee shall review and approve the appointment or change in the Chief Audit Executive.

7. The Committee shall have the power to conduct or authorize investigations into any matters
within the Committee's scope of responsibilities.

8. The Committee shall provide an open avenue of communication between the State Auditor,
internal auditors, any public accounting firm employed, executive management, and the Board.
The Committee chairperson shall report Committee actions to the Board with such
recommendations as the Committee may deem appropriate.

9. For the purpose of preparing or issuing an audit report or related work, the Committee shall be
directly responsible for the appointment, compensation, and oversight of the work of any
employed public accounting firm (including the resolution of disagreements between management
and the auditor regarding financial reporting). This does not preclude an individual component
institution from hiring a public accounting firm to perform work at the component level.

10. The Chief Audit Executive has responsibility for ensuring that no conflicts of interest exist between
public accounting firms performing consulting services and firms conducting financial statement
audits. The Chief Audit Executive shall report annually on the status and integrity of U. T.
System’s engagements with public accounting firms.

11. The Committee shall review with executive management, the Chief Audit Executive, the System-
wide Compliance Officer, the State Auditor, and any employed public accounting firm the
coordination of efforts to assure completeness of coverage, reduction of redundant efforts, and
the effective use of resources.

12. The Committee shall inquire of executive management, the Chief Audit Executive, the System-
wide Compliance Officer, and any employed public accounting firm about significant risks or
exposures and assess the steps management has taken to minimize such risk to U. T. System.

Prepared by: System Audit Office
September 2004 19



13. The Committee shall consider and review with the Chief Audit Executive, the System-wide
Compliance Officer, the State Auditor, and any employed public accounting firm:

a.

b.

The adequacy of U. T. System’s internal controls including computerized information
system controls and security;

The adequacy and efficiency of senior-level management with respect to fiscal
operations and compliance functions at all component institutions;

Any related significant findings and recommendations of the State Auditor,
independent public accountants, and internal audit together with management’s
responses thereto.

14. Regarding the U. T. System’s financial statements, the Committee shall review with executive
management and/or the Chief Audit Executive:

a.
b.

U. T. System’s annual financial statements and related footnotes;

Any audit and assurance work performed on components of the annual financial
statements;

Any significant changes to the financial statements requested by the State Auditor,
internal audit, or any independent public accountants;

Any serious difficulties or disputes with management encountered during assurance
work on components of the financial statements;

Other matters related to the conduct of assurance services that are to be
communicated to the Committee under generally accepted government auditing
standards.

15. The Committee shall require the U. T. System Chief Financial Officer certify the annual financial
statements for the U. T. System as a whole, and that each component Chief Financial Officer
certify the annual financial statements for their respective component institution.

16. The Committee shall review legal and regulatory matters that may have a material impact on the
financial statements, internal auditing and/or compliance activities.

17. The Committee shall at least annually

a.

review with executive management and the Chief Audit Executive the U. T.
System’s critical accounting policies, including any significant changes to
Generally Accepted Accounting Procedures (GAAP), Regents’ Rules and
Regulations, and/or operating policies or standards;

engage executive management and the external audit firm in the discussion of
off-balance sheet transactions/arrangements that have, or are reasonably likely
to have, a current or future effect on the System'’s or any of the institution’s
financial condition, changes in financial condition, revenues or expenses, results
of operations, liquidity, capital expenditures, or capital resources that is material
to users of the financial statements. The discussion should include the extent of
the off-balance sheet transactions/arrangements and whether GAAP or other
regulations results in the financial statements reflecting the economics of such
transactions/arrangements.

18. On an annual basis, the Committee shall review, recommend, and approve the annual audit plan,
including the allocation of audit hours.

19. Regarding audits, the Committee shall consider and review with executive management and the
Chief Audit Executive:

a.
b.

Significant findings during the year and management’s responses thereto;

Any difficulties encountered in the course of the audits, including any restrictions on
the scope of work or access to required information;

Any changes required in the planned scope of the audit plan.

Prepared by: System Audit Office
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20. The Committee shall conduct an annual performance review and evaluation of the Chief Audit
Executive. The Committee may delegate responsibility for the performance review to the
Chancellor, in which case the Chancellor would provide a recommendation and supporting
documentation to the Committee as a basis for their evaluation.

21. The Committee shall ensure procedures are established for the receipt, retention, and treatment
of complaints received regarding internal controls or auditing matters; and the confidential
anonymous submission by employees of concerns regarding questionable auditing matters.

22. The Committee shall monitor The University of Texas System Institutional Compliance Program
and review with executive management and the System-wide Compliance Officer the status of the
program and the results of its activities, including:

a. Significant institutional risks identified during the year and mitigating actions taken;

b. Significant findings during the year and management’s responses thereto;

c. Any difficulties encountered in the course of inspections or assurance activities,
including any restrictions on the scope of work or access to required information;

d. Any changes required in planned scope of the compliance action plan.

23. The Committee shall ensure procedures are established for the receipt, retention, and treatment
of complaints received regarding compliance issues and the confidential anonymous submission by
employees of concerns regarding ethically or legally questionable matters.

24. The Committee shall meet with the Chief Audit Executive, the System-wide Compliance Officer,
executive management, or any employed external auditors in executive session to discuss any
matters that the Committee or the before named believe should be discussed privately with the
Committee, to the extent permitted by applicable law.

25. The Committee shall review and update the Audit, Compliance, and Management Review
Committee Responsibilities Checklist annually.

Prepared by: System Audit Office
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U. T. System: Amendment of the Regents' Rules and Reqgulations related to
audit and non-audit services provided by external audit firms

The Board amended the Regents' Rules and Regulations as set forth on
Pages 23 - 26 to add guidance on provision of audit and non-audit services
by external audit firms. (The rule follows the new format for the Regents'
Rules and Reqgulations as presented at the November 5, 2004 meeting -- see
Item 4 on Page _15 -- and subsequently approved on December 10, 2004.)

The amendment to the Regents' Rules and Regulations is a further
recommendation of The University of Texas System Sarbanes-Oxley Ad Hoc
Committee and the Action Plan to Implement the "Spirit" of Sarbanes-Oxley
Act of 2002 approved by the Audit, Compliance, and Management Review
Committee on November 12, 2003. The amendment provides further
guidance on the approval requirements for the engagement of an external
audit firm, provisions related to conflict of interest for the U. T. System and the
engaged external firm, prohibited non-audit services, and review and approval
requirements for non-audit services of the engaged external audit firm.
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The University of Texas System
Rules and Requlations of the Board of Regents Series: 21402

1. Title

Provision of Audit and Non-Audit Services by External Audit Firms

2. Rule and Regulation

Sec. 1

Audit Services.

11

1.2

1.3

Audit, Compliance, and Management Review
Committee’s Role. The ACMRC is responsible for
contracting with external audit firms for audit services.

Board Approval. Neither U. T. System nor any of its
institutions may engage an external audit firm for
audit services unless the contract has been approved
by the Board in accordance with Section 3 of
Administrative Rule 10501 concerning contracts
requiring Board approval.

Conflict of Interest Provision. Neither U. T. System
nor any of its institutions may engage an external
audit firm for audit services unless the contract
includes an acceptable conflict of interest provision
approved by the Vice Chancellor and General
Counsel.

1.3.1

1.3.2

Lead Partner Rotation. The lead (or
coordinating) audit partner (having primary
responsibility for the audit), or the audit partner
responsible for reviewing the audit shall not
have performed audit services for the
institution(s) in each of the five previous fiscal
years.

Hiring Restrictions. Neither U. T. System nor any
of its institutions may hire a former or current
partner, principal, or professional employee in a

key position, as defined in the Code of Professional
Conduct of the American Institute of Certified Public
Accountants (AICPA), that would cause a violation
of the AICPA Code of Professional Conduct or other
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applicable independence rules, during the year
subsequent to the completion of the audit
engagement.

Sec. 2  Prohibited Non-Audit Services. Neither U. T. System nor any of
its institutions may engage an external audit firm to provide
prohibited non-audit services contemporaneously with the
provision of audit services.

Sec. 3 Non-Audit Services.

3.1 ACMRC Review and Approval. If the aggregate amount
of fees to be paid to an external audit firm for the
performance of non-audit services exceeds five percent
of the total amount of fees anticipated to be paid to the
external audit firm for the performance of audit services
provided during any fiscal year in which non-audit
services will be provided, then U. T. System and its
institutions may not engage the external audit firm to
perform the non-audit services unless the proposed
engagement is reviewed and approved by the ACMRC.

3.2  Conflict of Interest Not Permitted. If, upon review of a
proposed engagement for non-audit services under
Subsection 3.1 of this Series, the ACMRC determines
that a conflict of interest exists between the external audit
firm’s obligations to perform audit services and that firm’s
anticipated obligations to perform non-audit services
contemporaneously with the performance of audit
services, then U. T. System and its institutions may not
engage the external audit firm to perform the non-audit
services.

3. Definitions

ACMRC - For purposes of this series, ACMRC refers to the Audit,
Compliance, and Management Review Committee of the Board.

Audit Services - For purposes of this Series, audit services are services
provided for the purpose of expressing an opinion on the financial
statements of U. T. System or any of its institutions.
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External Audit Firm - For purposes of this Series, an external audit firm is
a public accounting firm (including its partners, employees and agents)
engaged by the Board to provide audit services.

Non-Audit Services - For purposes of this series, any non-audit services
(including tax services) that are not listed in the definition of prohibited
non-audit services.

Prohibited Non-Audit Services - For purposes of this series, prohibited
non-audit services include

a) bookkeeping or other services related to the accounting records or
financial statements of U. T. System or any of its institutions;

b) financial information systems design and implementation;

c) appraisal or valuation services, fairness opinions, or contribution-in-
kind reports;

d) actuarial services;

e) internal audit outsourcing services;

f) management functions or human resources;

g) broker, dealer, investment adviser, or investment banking services;
h) legal services and expert services unrelated to the audit; and

i) any other service that the Board determines, by rule, is

impermissible.
4. Relevant Federal and State Statutes
None
5. Relevant System Policies, Procedures, and Forms
None

6. Who Should Know

Administrators
Internal Audit
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7. System Administration Office(s) Responsible for Rule

Office of the Controller
Audit Office

8. Dates Approved or Amended
November 5, 2004
9. Contact Information
Questions or comments regarding this rule should be directed to:

e bor@utsystem.edu
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U. T. Board of Regents: Approval of appointment of Mr. John W. Barnhill, Jr.,
to the Audit and Ethics Committee of The University of Texas Investment
Management Company (UTIMCQO)

The Board approved the appointment of Mr. John W. Barnhill, Jr., to the Audit
and Ethics Committee of The University of Texas Investment Management
Company (UTIMCO) Board of Directors.

Section 66.08 of the Texas Education Code requires that the U. T. Board

of Regents approve the appointment of members of the Audit and Ethics
Committee of the Board of Directors of UTIMCO. On December 19, 2003,
the Board of Regents appointed Mr. |. Craig Hester, Mr. James R. Huffines,
and Mr. R. H. (Steve) Stevens, Jr., to the Audit and Ethics Committee of the
UTIMCO Board of Directors. Mr. Barnhill was appointed to the Board of
Directors of UTIMCO on July 16, 2004.

Regent Barnhill abstained from vote on this item.
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REPORT AND RECOMMENDATIONS OF THE FINANCE AND PLANNING COM-
MITTEE (Pages 28 - 41).--Committee Chairman Hunt reported that the Finance and
Planning Committee met in open session to consider those matters on its agenda
and to formulate recommendations for the U. T. Board of Regents. Unless other-
wise indicated, the actions set forth in the Minute Orders that follow were recom-
mended by the Finance and Planning Committee and approved in open session by
the U. T. Board of Regents:

1. U. T. System: Approval of Docket No. 119

The Board approved Docket No. 119 in the form distributed by the Counsel
and Secretary to the Board. It is attached following Page 82 in the official
copy of the Minutes and is made a part of the record of this meeting.

It was expressly authorized that any contracts or other documents or instru-
ments approved therein may be executed by the appropriate officials of the
respective component institution involved.

Item 2 on Page Docket - 1 concerning an underwriting contract between The
University of Texas System and JPMorgan Securities, Inc., was approved on
November 4, 2004, to accommodate the bond pricing schedule. To avoid any
appearance of a possible conflict of interest, Vice-Chairman Hunt was
recorded as abstaining from vote on this item because of stock holdings (see
Page 5).

Regent Barnhill was recorded as abstaining from vote on the item on

Page Docket - 19, related to a contract between The University of Texas at
El Paso and The Pepsi Bottling Group because of stock holdings and from
vote on the gift from SBC Foundation to The University of Texas Health
Science Center at San Antonio on Page Docket - 50 because of a financial
interest in SBC.

2. U. T. Board of Regents: Report on Investments for guarter ended
August 31, 2004, and Performance Report by Ennis Knupp + Associates

The Report on Investments for The University of Texas System for the quarter
ended August 31, 2004, for the Permanent University Fund (PUF), General
Endowment Fund (GEF), Permanent Health Fund (PHF), Long Term Fund
(LTF), Short Intermediate Term Fund (SITF), and Separately Invested Assets
as prepared by The University of Texas Investment Management

Company (UTIMCO) is summarized on the following page.
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Pages 30 - 36 contain the Summary Reports on Investments for the three
months ended August 31, 2004.

Item | on Pages 30 - 31 reports summary activity for the Permanent University
Fund (PUF) investments. The PUF's net investment return for the three
months was .75% versus its composite benchmark return of 1.43%. The PUF's
net asset value increased by $89.9 million since the beginning of the quarter to
$8,087.9 million. This change in net asset value includes increases due to
contributions from PUF land receipts and net investment return.

Item Il on Pages 32 - 34 reports summary activity for the General Endowment
Fund (GEF), the Permanent Health Fund (PHF), and Long Term Fund (LTF).
The GEF's net investment return for the three months was .65% versus its
composite benchmark return of 1.43%. The GEF's net asset value increased
$39.0 million since the beginning of the quarter to $4,207.6 million.

Item Il on Page _35 reports summary activity for the Short Intermediate

Term Fund (SITF). Total net investment return on the SITF was 1.18% for the
three months versus the SITF's performance benchmark of 1.20%. The SITF's
net asset value decreased by $11.2 million since the beginning of the quarter to
$1,178.0 million. This decrease in net asset value includes withdrawals from
the SITF and distributions.

Item IV on Page 36 presents book and market value of cash, debt, equity, and
other securities held in funds outside of internal investment pools. Total cash
and equivalents, consisting primarily of component operating funds held in the
Dreyfus money market fund, decreased by $182.4 million to $2,293.7 million
during the three months since the last reporting period. Market values for the
remaining asset types were debt securities: $56.1 million versus $56.0 million
at the beginning of the period; equities: $325.0 million versus $308.8 million

at the beginning of the period; and other investments: $16.1 million versus $2.2
million at the beginning of the period.

Upon approval of the Finance and Planning Committee on November 4, 2004,
a summary of Liquidity Policy compliance will be incorporated into future quar-
terly reports on investments (see Item 3 on Page 37).

An Executive Summary of the Performance Report on investments for the
guarter ended August 31, 2004, as prepared by Ennis Knupp + Associates
was included in the Agenda Book and is on file in the Office of the Board
of Regents.
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U. T. Board of Regents: Approval to amend The University of Texas

Investment Management Company (UTIMCOQ) Liguidity Policy

Upon recommendation of the Board of Directors of The University of Texas
Investment Management Company (UTIMCO), the U. T. Board of Regents
approved amendments to the UTIMCO Liquidity Policy. The revised Policy
is set forth on Pages 39 - 41.

The amendments to the Liquidity Policy were approved by the UTIMCO
Board of Directors on September 29, 2004, with the following comments:

The UTIMCO Board advises that the purpose of the Liquidity Policy is
to establish limits on the overall liquidity profile of investments in the
Permanent University Fund (PUF) and General Endowment

Fund (GEF).

The established liquidity profile limits will act in conjunction with, but do
not supercede, the Investment Policies adopted by the U. T. Board of
Regents.

The Liquidity Policy is being amended to

clarify that swaps, derivatives, or other third party arrangements
may alter an investment's liquidity status rather than create
liquidity

clarify the responsibility that the Liquidity Committee has in
reviewing new investments made in the 20% to 30% trigger
zone. The Liquidity Committee will supplement, rather than
replace, the procedures the UTIMCO Board has in place for the
approval of new investments.

require certification of the accuracy of the monthly liquidity
reports by each managing director, risk manager, chief
compliance officer, and president

clarify that either the UTIMCO Board or the Liquidity Committee
may review and approve certain actions

propose revised charts reporting liquidity to clarify the range for
the liquid investments

include minor editorial changes such as correction to the dates
of establishment and approval.
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Upon approval of the Finance and Planning Committee on November 4, 2004,
the Liquidity Risk Measurement section of the Policy was further amended to
add a footnote to reference the Liquidity Committee Charter and to reference
prior approval by the UTIMCO Board or the Liquidity Committee to consider
arrangements to alter the status of an investment classified as illiquid. Addi-
tionally, a summary of Liquidity Policy compliance will be incorporated into
future quarterly reports on investments (see Iltem 2 on Page 28).

The UTIMCO Liquidity Policy was reviewed by U. T. System staff and was

first approved by the U. T. Board on August 7, 2003, and was amended on
December 19, 2003.
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The University of Texas Investment Management Company
Liquidity Policy

Effective Date of Policy: November 5, 2004

Original Effective Date of Policy: August 7, 2003

Original Date Approved by UTIMCO Board: June 26, 2003

Dates revised by UTIMCO Board: December 4, 2003 and September 29, 2004

Purpose:

The purpose of this Liquidity Policy is to establish limits on the overall liquidity profile of investments in
the Permanent University Fund (PUF) and the General Endowment Fund (GEF), hereinafter referred to as
the Funds. For the purposes of this policy, “liquidity” is defined as a measure of the ability of an
investment position to be converted into a cash position. The established liquidity profile limits will act in
conjunction with, but do not supercede, the Investment Policies adopted by the U. T. Board of Regents.

Objective:

The objective of this Liquidity Policy is to control the element of total risk exposure of the Funds stemming
from the uncertainties associated with the ability to convert longer-term investments to cash to meet
immediate needs or to change investment strategy, and the potential cost of that conversion.

Scope:

This Liquidity Policy applies to all PUF and GEF investments made by The University of Texas
Investment Management Company (UTIMCO), both by internal and by external managers. Policy
implementation will be managed at the aggregate UTIMCO level and will not be a responsibility of
individual internal or external managers managing a portion of the aggregate assets.

Definition of Liquidity Risk:

“Liquidity risk” is defined as that element of total risk resulting from the uncertainty associated with both
the cost and time period necessary to convert existing investment positions to cash (or cash equivalents).
Liquidity risk can result in lower than expected returns and reduced opportunity to make changes in
investment positions to respond to changes in capital market conditions. Modern finance theory asserts that
liquidity risk is a systematic risk factor that is incorporated into asset prices such that future longer-term
returns will be higher for assets with higher liquidity risk, although that may not be the case in the short
term.

Liquidity Risk Measurement-The Liquidity Profile:
Capital market theory does not provide a precise technique to measure liquidity risk. For the purposes of
this Liquidity Policy, potential liquidity risk will be monitored by measuring the aggregate liquidity profile
of the Funds. All individual investments within the Funds will be segregated into two categories:
e Liquid: Investments that could be converted to cash within a period of one day to
three months in an orderly market at a discount of 10% or less.

e llliquid: Investments that could be converted to cash in an orderly market over a
period of more than three months or in a shorter period of time by accepting a
discount of more than 10%.

The measurements necessary to segregate all investments into one of the two categories assume normally
functioning capital markets and cash market transactions. In addition, swaps, derivatives, or other third
party arrangements to alter the status of an investment classified as illiquid may be considered, with the
prior approval of the UTIMCO Board or the Liquidity Committee, in determining the appropriate liquidity
category for each investment.

! The Liquidity Committee was appointed by the UTIMCO Board of Directors and is subject to a Liquidity
Committee Charter first approved by the UTIMCO Board of Directors on April 8, 2004. The Liquidity
Committee consists of at least three members of the Board and provides oversight and monitoring of

the liquidity of the policy portfolio in accordance with this Liquidity Policy.
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The University of Texas Investment Management Company
Liquidity Policy

The result of this liquidity risk measurement process will be a liquidity profile for the Funds which
indicates the percentage of the total portfolio assets within each liquidity category. This Liquidity Policy
defines the acceptable range of percentage of total assets within each liquidity category, specifies “trigger
zones” requiring special review by UTIMCO staff and Board, and specifies the method of monitoring and
presenting actual versus policy liquidity profiles.

Liquidity Policy Profile:
The current Liquidity Policy Profile ranges and trigger zones are defined by the chart below:

Liquidity Policy Profile Ranges
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The green bar indicates the Policy range for investments categorized as “liquid” by the definition presented
earlier. The red bar indicates the Policy range for investments categorized as “illiquid” by earlier
definition. The shaded sections of the green and red bars indicate trigger zones requiring special action by
the UTIMCO Board or the Liquidity Committee. For example, the allowable range for illiquid investments
is 0% to 30% of the total portfolio. However, any illiquid investments made in the 20% to 30% trigger
zone requires prior approval by the Liquidity Committee or the UTIMCO Board. Liquidity Committee
review of new investments in the illiquid trigger zone will supplement, rather than replace, the procedures
established by the UTIMCO Board for the approval of new investments.

Documentation and Controls:

Managing Directors responsible for each asset class are responsible for determining the liquidity category
for each investment in that class. These classifications will be reviewed by the Risk Manager and must
receive final approval from the Chief Investment Officer. Classifications and weights within each liquidity
category will be updated and reported on a monthly basis. The monthly liquidity reports will include
certification by each Managing Director, the Risk Manager, the Chief Compliance Officer, and the
President of UTIMCO that all investments are properly categorized and reported. All new investments
considered will be categorized by liquidity category, and a statement regarding the effect on overall
liquidity of the addition of a new investment must be an element of the due diligence process and will be a
part of the recommendation report to the UTIMCO Board.
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The University of Texas Investment Management Company
Liquidity Policy

As additional safeguards, trigger zones have been established as indicated above to trigger required review
and action by the UTIMCO Board or the Liquidity Committee in the event any investment action would
cause the actual investment position in illiquid investments to enter the designated trigger zone, or in the
event market actions caused the actual investment position in illiquid investments to move into trigger
zones. In addition, any proposed investment actions which would increase the actual investment position in
illiquid investments in either the PUF or the GEF by 10% or more of the total asset value of either Fund
would also require review and action by the UTIMCO Board or the Liquidity Committee prior to the
change. Any actual positions in any trigger zones or outside the policy ranges will be communicated to the
Chief Investment Officer immediately. The Chief Investment Officer will then determine the process to be
used to eliminate the exception and report promptly to the UTIMCO Board and the Liquidity Committee
the circumstances of the deviation from Policy and the remedy to the situation.

Reporting:

The actual liquidity profile of the Funds and compliance with this Liquidity Policy will be reported to the
UTIMCO Board on at least a quarterly basis. Any exception to this Liquidity Policy and actions taken to
remedy the exception will be reported promptly. An example of the method of reporting is shown below
where the yellow points and number labels indicate current actual exposure levels within each Liquidity
Policy Range (numbers shown are examples only). For example, in this illustration the current exposure to
“liquid” investments is 81.3%, while exposure to “illiquid” investments is 18.7%, and both are within their
respective allowable policy ranges and not in defined trigger zones.

Liquidity Policy Profile Ranges

100 +

90

80 -

70

60 -

50

40

Percent of Total Portfolio

30

20

10

Liquid Illiquid
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REPORT AND RECOMMENDATIONS OF THE ACADEMIC AFFAIRS
COMMITTEE (Pages 42 - 50).--Committee Chairman Krier reported that the
Academic Affairs Committee met in open session to consider those matters on its
agenda and to formulate recommendations for the U. T. Board of Regents. Unless
otherwise indicated, the actions set forth in the Minute Orders that follow were
recommended by the Academic Affairs Committee and approved in open session by
the U. T. Board of Regents.

1. U. T. Austin: Authorization to establish a Doctor of Audiology degree program

The Board authorized

a. establishment of a Doctor of Audiology degree (AuD) program at The
University of Texas at Austin; and

b. submission of the proposal to the Texas Higher Education
Coordinating Board for review and appropriate action.

The interdisciplinary Doctor of Audiology program at U. T. Austin will require
121 semester credit hours beyond the bachelor's level. The program will be
administered by the Department of Communication Sciences and Disorders in
the College of Communication, and will focus on academic and clinical
education for those entering the profession of audiology. The anticipated
date for enrolling the first students is Fall 2005.

The AuD degree involves preparation in the diagnosis and non-medical
treatment of hearing and balance disorders with the goal of training
clinicians. Because the educational objectives are clearly different, both the
current Ph.D. in Audiology and the AuD degrees need to be offered.

The expenditures for the first five years are anticipated to be $53,500.
These expenses are associated with library and instructional-technology
costs ($3,500) and start-up costs ($50,000) for a new laboratory. Because
the new program merges into an existing graduate program, no reassign-
ment of faculty or administration is required at this time.

Upon approval by the Coordinating Board, the next appropriate catalog
published at U. T. Austin will be amended to reflect this action.
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U. T. Austin: Authorization to transfer funds to compensate certain
endowment accounts for the acquisition of land and improvements proposed
to be incorporated as part of the site of a hotel and conference center located
immediately south of the main campus in Austin, Travis County, Texas

On behalf of The University of Texas at Austin, the Board

a. granted authorization to transfer funds sufficient to compensate The
Louise Farmer Boyer Chair in Biblical Studies and The Professor
William Shive Excellence Fund for the Study of Antiquity & Christian
Origins endowment accounts for the acquisition of land with
improvements described as Lots 35 and 36, Block 20, Louis Horst's
Subdivision out of Outlot 20, Division "D" in the City of Austin, Travis
County, Texas, proposed to be incorporated as part of the site of a
hotel and conference center located immediately south of the main
campus in Austin, Travis County, Texas; and

b. approved submission of the acquisition to the Texas Higher Education
Coordinating Board for approval, if necessary.

The property, located at 1908 University Avenue, was donated to U. T. Austin
on August 25, 2003, by the Foundation for Biblical Studies, a Texas nonprofit
corporation, to benefit The Louise Farmer Boyer Chair in Biblical Studies and
The Professor William Shive Excellence Fund for the Study of Antiquity &
Christian Origins. This transfer of funds will allow the endowment to be
compensated for the properties.

President Faulkner clarified approval of this item will authorize transfer of
funds to the endowment accounts. He explained use of the land is not yet
determined, but an economic feasibility study regarding a proposed hotel is
being prepared and will be presented to the Board for review.

Regent Rowling abstained from voting on this item to avoid any perception of
a conflict of interest.

(See Meeting of the Board Item 5 on Page 2 and Facilities Planning and
Construction Item 1 of the Committee Minutes.)
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U. T. Austin: Appointment of members to the Board of Directors of The
University of Texas at Austin School of Law Publications, Inc.

The Board approved the appointment of Associate Dean Steven J. Goode
and Assistant Dean Nancy Brazzil to serve, in addition to Dean William C.
Powers, Jr., as directors of The University of Texas at Austin School of Law
Publications, Inc., an internal corporation associated with U. T. Austin.

The University of Texas at Austin School of Law Publications, Inc. (UTSLP),
was chartered in 1981 for the management of publications by the School of
Law at U. T. Austin. The Bylaws provide that the members of the UTSLP
Board will be "the Dean of The University of Texas at Austin School of Law
(Law School) and two Associate or Assistant Deans of the Law School
nominated by the President of The University of Texas at Austin and
appointed by the Regents."

The U. T. System Office of General Counsel is reviewing the other corpora-
tions affiliated with or established for the benefit of U. T. System institutions
and will propose revisions to the Articles and Bylaws of those entities for
appropriate consideration by the Board in the future.

U. T. Austin: Speedway Mall North of 21st Street and East Mall/East Mall
Fountain, Phase | - Amendment of FY 2004-2009 Capital Improvement
Program and the FY 2004-2005 Capital Budget to include project

The Board amended the FY 2004-2009 Capital Improvement Program and

the FY 2004-2005 Capital Budget to include the Speedway Mall North of

21st Street and East Mall/East Mall Fountain, Phase | project at The Univer-
sity of Texas at Austin at a preliminary project cost of $12,000,000 with funding
from Gifts as follows:

Architecturally or Historically ves [ ] No [X
Significant:

Project Delivery Method: Competitive Sealed Proposals
Substantial Completion Date:  August 2006

Total Project Cost: Source
Gifts $12,000,000
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Project Description

The Speedway Mall North of 21st Street and East Mall/East Mall Fountain,
Phase | project at U. T. Austin will consist of pedestrian traffic enhancements
and landscape improvements for Speedway Avenue from 21st Street to Dean
Keeton Street and the East Mall from Speedway Avenue to San Jacinto
Boulevard, including the East Mall fountain. The first phase includes planning
and design of all of the improvements and execution of those improvements
associated with the East Mall fountain.

This off-cycle project has been approved by U. T. System staff and meets the

criteria for inclusion in the Capital Improvement Program.

U. T. El Paso: Authorization to establish a Master of Science in
Environmental Sciences deqgree

The Board

a. established a Master of Science in Environmental Sciences degree
program at The University of Texas at El Paso;

b. authorized submission of the proposal to the Texas Higher Education
Coordinating Board for review and appropriate action; and

C. authorized the Executive Vice Chancellor for Academic Affairs to
certify on behalf of the U. T. Board of Regents that relevant
Coordinating Board criteria for approval by the Commissioner of
Higher Education have been met.

The interdisciplinary Master of Science in Environmental Sciences program
will consist of 30 semester credit hours beyond the bachelor's level. The
program will be administered by the College of Science at U. T. El Paso, and
will focus on interdisciplinary environmental science. The program will
provide a necessary link between the existing Bachelor of Environmental
Sciences degree and the Ph.D. in Environmental Sciences and Engineering.
The anticipated date for enrolling the first students is Fall 2005.

This degree program will add to an existing successful program in inter-
disciplinary environmental sciences. The Environmental Sciences and
Engineering Program currently has 38 faculty members and approximately
50 Ph.D. students. The Bachelor of Environmental Sciences involves faculty
from Chemistry, Biology, Geology, and Physics and currently has 32 students
enrolled. Faculty members are already members of the graduate faculty in
their own departments and many are active in the Environmental Sciences
and Engineering Ph.D. program.
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Expenditures for the first five years are anticipated to be $663,425. Five
new faculty positions have been created to support this program. Since the
program merges into the existing environmental programs, no reassignment
of faculty is required at this time. The program will require $525,400 for
teaching assistants; $25,000 for reassigned clerical staff; and $14,250 for
reallocation of an administrator. Equipment, library resources, and supplies
for teaching the additional students will require a total of $98,775.

Upon Coordinating Board approval, the next appropriate catalog published at

U. T. El Paso will be amended to reflect this action.

U. T. El Paso: Authorization to lease approximately 3.801 acres of land in
El Paso, El Paso County, Texas, to High Desert Investors, L.P.

The Board

a. authorized The University of Texas at El Paso to lease approximately
3.801 acres of land in El Paso, El Paso County, Texas, to High Desert
Investors, L.P., for a term of 50 years for construction and operation of
a hotel; and

b. authorized President Natalicio or her delegate to execute all docu-
ments, instruments, and other agreements with the prior approval of
the Office of the General Counsel and The University of Texas System
Real Estate Office, and to take all further actions deemed necessary or
advisable to carry out the purpose and intent of the foregoing action.

The subject property is a 3.801-acre tract of land along the major entrance on
the east side of the U. T. El Paso campus, with improvements consisting of
two vacant residences and two residences currently occupied by the campus
Police Department, which is scheduled to move to new facilities in 2005. The
site is close to the academic core of the campus as well as the Student Union
and its facilities, and approximately three blocks from a medical center with
two major hospitals.

The ground lease agreement with High Desert Investors, L.P., will allow
development of a hotel on the site of the subject property. High Desert
Investors, L.P., is a Delaware limited partnership whose general partner is
High Desert Hospitality, L.L.C. An initial report on the feasibility of a hotel
recommends a facility with 150 guestrooms, a conference facility, and

a dining area. The facility will be designed and constructed with Bhutanese
architectural features to complement the character of the U. T. El Paso
campus.
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The hotel will accommodate university-sponsored conferences and meetings,
alumni, and out-of-town guests attending other special events, and will
provide convenient hotel accommodations for the adjacent medical center.

Regent Craven abstained from voting on this item.

U. T. San Antonio: Authorization to establish a Master of Arts in
Communication degree program

The Board

a. established a Master of Arts (M.A.) in Communication degree program
at The University of Texas at San Antonio;

b. authorized submission of the proposal to the Texas Higher Education
Coordinating Board for review and appropriate action; and

C. authorized the Executive Vice Chancellor for Academic Affairs to
certify on behalf of the U. T. Board of Regents that relevant Coordina-
ting Board criteria for approval by the Commissioner of Higher
Education have been met. In addition, the Coordinating Board will be
asked to change the U. T. San Antonio Table of Programs to reflect
authorization for the proposed degree program.

The Master of Arts in Communication degree program at U. T. San Antonio
will be offered by the Department of Communication in the College of Liberal
and Fine Arts. The program is 33 or 36 semester credit hours of coursework
beyond the bachelor's degree. For students electing the 33 hour program, a
thesis/or project is required; for students electing the 36 hours of coursework,
no thesis is required. The thesis or project option is designed to provide
students the opportunity to develop an independent research or creative
project in a specialized area of interest. The non-thesis option will provide
students the opportunity to gain applied knowledge from additional
coursework, internship experiences, and/or independent study.

Fifteen hours of core courses will be required of all students, plus additional
coursework in an area designed to provide them with specialized knowledge
in an area of communication such as news media, interpersonal communi-
cation, organizational studies, or international/intercultural communication.
Students electing the thesis/project option will take six semester credit hours
of thesis/project research. Students will have the opportunity to take three
to six semester credit hours of coursework outside the Department of
Communication in related fields such as Management, Information Systems,
Bicultural-Bilingual Studies, and Sociology.
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The Department of Communication currently has 11 full-time tenured and
tenure-track faculty members, has recently hired three faculty members, and
plans to hire three additional faculty members to contribute to the M.A.
program by the fifth year. Thus, by the fifth year there will be 17 full-time
faculty members in the Department of Communication.

The Department of Communication is housed in the College of Liberal and
Fine Arts. It is among the departments selected to occupy the new Main
Building on the 1604 Campus. Dedicated facilities for the Department of
Communication will include sufficient office space for existing and antici-
pated faculty members and graduate assistants, a distance-learning equipped
seminar room, and a computer teaching classroom for multimedia design

and production. In addition, the Durango Building at the Downtown Campus
features a state-of-the-art instructional technology suite consisting of a
computer classroom for design and production work, a video production/
distance learning studio, and a small group observation lab.

The cost of operating the program in the fifth year will be approxi-

mately $860,520, with the majority of the costs associated with hiring
new faculty and staff to assist in the delivery and support of the program.
Revenues from formula funding and the reallocation of existing resources
are expected to be sufficient to fully fund the program.

Upon approval by the Coordinating Board, the next appropriate catalog

published at U. T. San Antonio will be amended to reflect this action.

U. T. Tyler: Authorization to create a master planned property acquisition
zone

The Board approved creation of a master planned "property acquisition zone"
for The University of Texas at Tyler campus, consisting of nine tracts of
unimproved land and three tracts of land with improvements containing
approximately 189.42 acres in close proximity to the U. T. Tyler main campus,
with the understanding that approval to acquire specific properties included in
the acquisition zone is not being requested at this time, with the exception of
an acquisition of 11.3558 acres of vacant land (see Item 9 on Page 49).

Enrollment at U. T. Tyler has increased 76% over the past five years and
growth rates are expected to continue though the end of the decade, with
enrollment projected at 7,000 by 2010. The University’s 206-acre main
campus contains only 160 acres suitable for constructing buildings to support
the expected growth in enroliment and expansion of research programs. The
property acquisition zone will maintain the park-like nature of the campus and
avoid the campus becoming landlocked by private development of the few
parcels of vacant land contiguous or near the main campus. Properties
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contained in the proposed acquisition zone would initially be used for remote
parking, athletic fields, and an art or research building, and later as sites for
research centers, academic buildings, athletic and recreational venues, and
student housing. A master plan will be developed for these properties as part
of the overall Campus Master Plan.

Residential and commercial development of properties surrounding the U. T.
Tyler main campus has resulted in rapidly increasing property values. The
properties in the property acquisition zone have an estimated market value
of $15,752,400 and can be acquired now for lower prices than in the future.
Creation of the property acquisition zone and subsequent acquisition of the
properties contained therein as they become available would allow the
University to control potential commercial and other uses of the properties
adjoining the campus.

U. T. Tyler: Authorization to purchase approximately 11.3558 acres of vacant
land in Tyler, Smith County, Texas

On behalf of The University of Texas at Tyler, the Board

a. approved the purchase of approximately 11.3558 acres of
undeveloped land located at the northeast corner of Old Omen
Road and University Boulevard (Spur 248), Tyler, Smith County,
Texas, at a price not to exceed the fair market value as determined
by independent appraisals;

b. authorized submission of the acquisition to the Texas Higher Education
Coordinating Board for approval, if necessary; and

C. authorized the Executive Vice Chancellor for Business Affairs or his
delegate to execute all documents, instruments, and other agree-
ments, and to take all further actions deemed necessary or advisable
to carry out the purpose and intent of the foregoing actions.

The land is strategically located at the main entrance to the University's main
campus and is crucial to the long-term development and expansion of the
existing campus. The property will initially be used for remote parking and
later be used for construction of academic and research buildings, student
housing, and athletic venues. (See Item 8 on Page 48 related to creation of
a master planned property acquisition zone.) The source of funding will be
uncommitted fund balances.
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10.

U. T. Arlington: Affirmation for approval to offer academic courses in Fort
Worth

Vice-Chairman Krier stated an additional action item related to affirmation for
approval to offer academic courses in Fort Worth had been posted with the
Secretary of State and was before the members of the Board on yellow
paper.

The University of Texas at Arlington has, in good faith, offered academic
courses in Fort Worth for several years. These courses have been highly
successful, with evidence of demand for additional courses and programs.

To date, courses have been workforce-related in the areas of business,
education, engineering, and social work. The existing course offerings in Fort
Worth were approved by the Southern Association of Colleges and Schools,
the regional accrediting agency for U. T. Arlington, in 2001. In reviewing U. T.
Arlington's request for tuition revenue bond authorization related to a class-
room building, the Texas Higher Education Coordinating Board asked for
documentation concerning the authority for U. T. Arlington to offer academic
courses in Fort Worth. Minutes of the Board of Regents from 2000 to the
present document U. T. Board of Regents' action on at least five items related
to academic course offerings in Fort Worth. While these actions show know-
ledge and constructive approval by the U. T. Board of Regents for the Fort
Worth course offerings, formal affirmation of this approval has been
requested by the Texas Higher Education Coordinating Board staff to allow
the Coordinating Board to consider the U. T. Arlington tuition revenue bond
request at its meeting in January 2005.

In accordance therewith, the Board affirmed approval for U. T. Arlington to
offer academic courses in Fort Worth.
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REPORT AND RECOMMENDATIONS OF THE HEALTH AFFAIRS COMMITTEE
(Pages 51 - 65).--Committee Chairman Clements reported that the Health Affairs
Committee met in open session to consider matters on its agenda and to formulate
recommendations for the U. T. Board of Regents. Unless otherwise indicated, the
actions set forth in the Minute Orders that follow were recommended by the Health
Affairs Committee and approved in open session by the U. T. Board of Regents:

1. U. T. Health Center - Tyler: Honorific naming of the Ambulatory Care Center
as The Riter Center for Advanced Medicine

The Board approved renaming The University of Texas Health Center at Tyler
Ambulatory Care Center as The Riter Center for Advanced Medicine.

Mr. A. W. "Dub" Riter, Jr., former Vice-Chairman of the U. T. Board of
Regents, served The University of Texas System, the Tyler community, and
the State of Texas with honor and distinction. Along with devoting countless
hours of service to U. T. Health Center - Tyler, Mr. Riter, his wife B.J., and the
Riter family have donated generously to various U. T. Health Center - Tyler
causes. In February 2003, Mr. Riter completed a six-year term as a member
of the Board of Regents of The University of Texas System and was asked by
Governor Perry to extend his term through the 2003 legislative session. At
the time of his death in September 2003, Mr. Riter had been a member of the
U. T. Health Center - Tyler Development Board since 1982, serving as chair
from 1992 until 2003, during which time the capital campaign raised funds to
finish out the third and fourth floors of the Ambulatory Care Center. This
allowed U. T. Health Center - Tyler to reorganize and reconfigure the first

two floors to better meet the needs of current patients and to allow for future
growth.

The Ambulatory Care Center consists of four floors with 132,670 square feet
of space for patient waiting areas, patient exam rooms, physician and nurse
work areas, diagnostic testing areas, a primary health clinic, a senior assess-
ment clinic and exam rooms, and a diabetes education area. The fourth floor
will be complete in 2005, and will house the Women's Wellness Center, a
surgery suite, the breast care center, a community conference room, and
additional exam and physician work areas.

This naming is consistent with the Regents' Rules and Regulations, Part Two,
Chapter VIII, Section 1, Subsection 1.3, Subdivision 1.32 relating to honorific
namings of facilities and institutional guidelines on the naming of facilities.
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U. T. Southwestern Medical Center - Dallas: Approval to establish the U. T.
Southwestern Health Systems Board of Visitors effective January 1, 2005

The Board authorized the Chancellor, on behalf of The University of Texas
Southwestern Medical Center at Dallas, to establish the U. T. Southwestern
Health Systems Board of Visitors. The Board will be composed of business
and community leaders who will serve in a nonvoting advisory capacity

and provide strategic advice to U. T. Southwestern Medical Center - Dallas
regarding its operation of Zale Lipshy University Hospital, St. Paul University
Hospital, and outpatient facilities at U. T. Southwestern Medical Center -
Dallas. Approval of establishment of this entity is consistent with the

require ments of establishment of a development board (Regents' Rules
and Regqulations, Part One, Chapter VII, Section 5).

Further, the Board recognized that operation of clinical services at U. T.
Southwestern Medical Center - Dallas can best be achieved by the continued
participation and active support from business and community leaders who
have been instrumental in the establishment and operation of Zale Lipshy
University Hospital and St. Paul University Hospital prior to acquisition of
these university hospitals by U. T. Southwestern Medical Center - Dallas.

Additionally, the Board delegated to the President of U. T. Southwestern
Medical Center - Dallas the authority to direct the organization and utilization
of the Board of Visitors.

The Board approved acquisition of the assets of Zale Lipshy University
Hospital and St. Paul University Hospital by U. T. Southwestern on

October 12, 2004. It is anticipated that the closing of this transaction will
occur on or before December 31, 2004, and U. T. Southwestern Medical
Center - Dallas will begin operation of Zale Lipshy University Hospital and

St. Paul University Hospital in conjunction with U. T. Southwestern outpatient
facilities on January 1, 2005. It is the intention of U. T. Southwestern Medical
Center - Dallas to establish the Board of Visitors effective January 1, 2005.
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U. T. Southwestern Medical Center - Dallas: Approval of a deferred
compensation plan pursuant to Section 457(f) of the Internal Revenue
Code of 1986, as amended

The Board authorized establishment and implementation of a deferred com-
pensation plan at The University of Texas Southwestern Medical Center at
Dallas pursuant to Section 457(f) of the Internal Revenue Code of 1986, as
amended, subject to review and approval of the Office of General Counsel.

The Deferred Compensation Plan will be for selected individuals as identified
by the President with approval of the Executive Vice Chancellor for Health
Affairs and will encourage retention of individuals key to the success of U. T.
Southwestern Medical Center - Dallas. The structure of the Plan will allow
deferral of compensation similar to The University of Texas System Deferred
Compensation Plan.

Details of the Plan are as follows:

a. Certain individuals (Eligible Employees) as designated by the
President, with the approval of the Executive Vice Chancellor for
Health Affairs, will be determined to be eligible for deferral of com-
pensation under the Plan on an annual basis.

b. The deferrals will be for a minimum of three (3) years and a maximum
of five (5) years (the Operative Period) as determined by the President.

C. During the Operative Period, U. T. Southwestern Medical Center -
Dallas will contribute the approved deferred amounts on an annual
basis to an account that will be credited or debited with deemed
earnings or losses.

d. At the end of the Operative Period, assuming the Eligible Employee
is still employed by U. T. Southwestern Medical Center - Dallas, the
Eligible Employee will become vested in the contributed amounts,
including earnings or losses to that date. At that time, the balance
in the participant's account will be considered taxable income to the
Eligible Employee.

e. The Eligible Employee must be employed and satisfactorily performing
in an eligible position at the end of the Operative Period in order to
receive the balance in the participant's account.

f. As soon as practicable, the Eligible Employee will receive distribution

of the balance in the participant's account, subject to all deductions
required by law.
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U. T. M. D. Anderson Cancer Center: Approval of Amended and Restated
Articles of Incorporation for M. D. Anderson Services Corporation and del-
egation to amend Articles and Bylaws

The Board approved Amended and Restated Articles of Incorporation for the
M. D. Anderson Services Corporation as set out on Pages 57 - 63.

Further, authority to make nonsubstantive amendments to the Corporation's
Articles and Bylaws was delegated to the Member of the Services Corpora-
tion (the President of The University of Texas M. D. Anderson Cancer Center),
provided that any such amendment shall have received the prior approval of
The University of Texas System Executive Vice Chancellor for Health Affairs
and the Vice Chancellor and General Counsel. (A copy of the Bylaws is on
file in the Office of the Board of Regents.)

To avoid any appearance of a possible conflict of interest, Vice-Chairman
Clements was recorded as abstaining from vote on this item because it
involves indemnification of Board members and she serves as a member
of the Board of the Corporation.

M. D. Anderson Services Corporation (formerly M. D. Anderson Cancer
Center Outreach Corporation) was established in 1989 as a not-for-profit
corporation to enhance revenues of U. T. M. D. Anderson Cancer Center by
establishing joint ventures in selected markets, providing additional referrals
to the institution, contracting for delivery of inpatient and outpatient manage-
ment, utilizing existing U. T. M. D. Anderson Cancer Center reference labo-
ratory services, and fostering additional philanthropy in distant areas.

Pursuant to Bylaws approved by the Board of Regents on February 15, 2001,
M. D. Anderson Services Corporation shall be managed by a seven person
Board of Directors. Three of the Directors, one of whom shall be a Regent
and two of whom shall be administrative officers of The University of Texas
System, are appointed by the Board of Regents. Currently, the following
serve as Directors:

Mr. Leon Leach

Dr. David Callender

Dr. Margaret Kripke

Dr. Martin Raber

Vice-Chairman Rita Clements

Executive Vice Chancellor for Health Affairs Kenneth Shine
Associate Vice Chancellor for Finance Philip Aldridge.
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Pursuant to Article VI of the Articles attached on Page 59 , the Regent and
the two U. T. System Administration officers will be as follows and will serve
by virtue of their positions:

the Chairman of the U. T. Board of Regents' Health Affairs Committee,
the Executive Vice Chancellor for Health Affairs, and
the Executive Vice Chancellor for Business Affairs.

Substantive changes are as follows:

a. Article VI simplifies appointment of Directors.
b. Article Xl was amended to
. () require the Corporation to indemnify only Directors and

officers of the Corporation and (ii) permit, but not require,
the Corporation to indemnify employees and agents of the
Corporation,

. permit, but not require, the Corporation to indemnify and
advance expenses to persons (other than Directors, officers,
employees, or agents of the Corporation) who are or were
serving at the Corporation’s request as a Director, officer, part-
ner, venturer, proprietor, trustee, employee, agent, or similar
functionary of another foreign or domestic corporation or other
enterprise against any liability asserted against him or her in
such a capacity,

. incorporate the language of the Texas Non-Profit Corporation
Act with respect to the procedures for indemnification,

o (a) exclude indemnification for only medical malpractice (and not
other forms of professional malpractice, such as legal mal-
practice) and (b) apply the exclusion for medical malpractice
claims to all persons (such as employees of the Corporation),

. exclude indemnification for the acts of any person with respect
to such person’s personal capacity,

. permit the Corporation to pay or reimburse the reasonable
expenses of a Director, Member, officer, employee or agent
of the Corporation in connection with his or her appearance as a
witness or other participation in a proceeding, and
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. provide in accordance with the Texas Miscellaneous Corpo-
ration Laws Act that a Director of the Corporation shall not be
liable to the Corporation for any act or omission in the indi-
vidual's capacity as a Director except for (a) a breach of a
Director’s duty of loyalty to the Corporation, (b) an act that is
not in good faith, constitutes a breach of duty to the Corporation,
or involves intentional misconduct or a knowing violation of the
law, (c) a transaction in which a Director received an improper
benefit, or (d) an act for which the liability of a Director is
expressly provided by law.

C. Article XlII allows the Member (President of U. T. M. D. Anderson
Cancer Center) to make nonsubstantive amendments to the Articles
and Bylaws in the future, provided that any such amendment shall
have received the prior approval of the U. T. System Executive Vice
Chancellor for Health Affairs and the Vice Chancellor and General
Counsel.

The U. T. System Office of General Counsel has held discussions with the
other corporations affiliated with or established for the benefit of U. T. System
health institutions and will propose revisions to the Articles and Bylaws of
those entities for appropriate consideration by the Board in the future.
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AMENDED AND RESTATED
ARTICLES OF INCORPORATION
OF

M. D. ANDERSON SERVICES CORPORATION

Pursuant to the provisions of Article 1396-4.06 of the Texas Non-Profit Corporation
Act, the President of The University of Texas M. D. Anderson Cancer Center, the sole
member of M. D. Anderson Services Corporation (the “Corporation”), adopts the following
Amended and Restated Articles of Incorporation of the Corporation pursuant to the
recommendations of the Corporation’s Board of Directors and the prior approval of the
Board of Regents of The University of Texas System:

ARTICLE |

The name of the Corporation is M. D. ANDERSON SERVICES CORPORATION.

ARTICLE Il

The Corporation is a non-profit corporation.

ARTICLE Il

The period of the Corporation's duration is perpetual.

ARTICLE IV

The purposes for which the Corporation is organized and to be operated are
charitable, educational, and scientific. In accomplishment of such purposes, the Corporation
is to be administered solely for the benefit of The University of Texas M. D. Anderson
Cancer Center (the "Beneficiary™), by providing, directly or indirectly, assistance and
benefit, financial or otherwise, to the Beneficiary through whatever means are determined by
the Board of Directors, including, but not limited to, making distributions or providing
services to the Beneficiary. In accomplishment of such purposes, the Corporation will
emphasize clinical, educational, and scientific aspects of cancer care throughout the United
States and in foreign countries, and will
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@) Establish and maintain comprehensive outpatient centers for
cancer care, including without limitation general clinics and specialty
clinics, offering ambulatory chemotherapy, diagnostic radiology,
therapeutic radiology, clinical and pathology laboratories, and
pharmacy;

(b) Establish and maintain inpatient cancer centers in various
settings (such as a unit in an acute-care facility or as a freestanding
unit on an acute-care campus);

() Enter into co-operative agreements with local medical centers,
providing institutional services with respect to inpatient care for
cancer patients;

(d) Enter into educational agreements with local medical centers or
other institutions to enhance the training of technicians and allied
health professionals in the care of cancer patients;

(e) Enter into agreements with The University of Texas M. D.
Anderson Cancer Center for the use of necessary or appropriate
services, facilities, equipment, personnel, programs, names, service
marks, trademarks, intellectual property, and such other items that
would further the purposes of the Corporation;

()] Establish and maintain programs, including educational
programs and services for physicians, educational programs for the
public, and marketing programs, for the purposes of generating and
enhancing referrals with respect to the services and facilities offered
by The University of Texas M. D. Anderson Cancer Center; and

(9) Perform such other activities or functions that the Board deems
appropriate or necessary for the accomplishment of the purposes of the
Corporation.

The broadest discretion is vested in and conferred upon the Board of Directors for the
accomplishment of these purposes, provided, however, that no contribution shall be made or
distributed to or for any person, firm, corporation, or other entity that shall apply, directly or
indirectly, such contributed funds for any purpose or purposes in violation of the Constitution
and statutes of the United States or the State of Texas.

If (a) the Beneficiary ceases to be an organization described in Section 509(a)(1) or
509(a)(2) of the Code or (b) the Beneficiary is dissolved or otherwise ceases to exist, the
Board of Directors shall by written notice (evidencing at least a majority determination of the
Board of Directors) administer the Corporation for the sole benefit of The University of
Texas System (referred to herein as either the "System™ or the "First Substitute Beneficiary").

58



If (a) the First Substitute Beneficiary is not or thereafter ceases to be an organization
described in Section 509(a)(1) or 509(a)(2) of the Code or (b) the First Substitute Beneficiary
is dissolved or otherwise ceases to exist, the Board of Directors shall by written notice
(evidencing at least a majority determination of the Board of Directors) administer the
Corporation for the sole benefit of the State of Texas (the "Second Substitute Beneficiary").

ARTICLE V
The street address of the registered office of the Corporation is 811 Dallas Avenue,
Houston, Texas 77002, and the name of its registered agent at such address is
CT Corporation System.
ARTICLE VI
The Board of Directors of the Corporation shall consist of seven (7) Directors. The
number of Directors may be increased or decreased (provided such decrease does not have
the effect of shortening the term of any incumbent Director) from time to time by amendment
of these Articles of Incorporation in accordance with the provisions of Article XIII, provided
that the number of Directors shall never be less than three (3). The Directors shall be
selected as follows:
€)) The Member, in its sole discretion, may appoint four (4) Directors; and
(b) The remaining three (3) Directors shall be as follows:
Q) One Director shall be the Chairman of the System's Board of Regents'
Health Affairs Committee, whoever shall hold that position from time

to time;

(i)  One Director shall be the System’s Executive Vice Chancellor for
Health Affairs, whoever shall hold that position from time to time; and

(ili) ~ One Director shall be the System’s Executive Vice Chancellor for
Business Affairs, whoever shall hold that position from time to time.

ARTICLE VII

The sole member of the Corporation (the “Member”) shall be the President of the
Beneficiary.
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ARTICLE VI

Regardless of any other provisions of these Articles of Incorporation or the laws of
the State of Texas, the Corporation shall not:

1) Permit any part of the net earnings of the Corporation to inure to the benefit of
any private individual (except that reasonable compensation may be paid for personal
services rendered to or for the Corporation affecting one or more of its purposes);

@) Devote more than an insubstantial part of its activities to attempting to
influence legislation by propaganda or otherwise;

3) Participate in, or intervene in (including the publication or distribution of
statements), any political campaign on behalf of any candidate for public office; or

4) Attempt to influence the outcome of any specific public election or to carry
on, directly or indirectly, any voter registration drives.
ARTICLE IX

If the Corporation is a private foundation within the meaning of Section 509(a) of the
Code, the Corporation:

1) Shall distribute its net income for each taxable year at such time and in such
manner as not to become subject to the tax on undistributed income imposed by Section 4942
of the Code;

2 Shall not engage in any act of self-dealing as defined in Section 4941(d) of the
Code;

3) Shall not retain any excess business holdings as defined in Section 4943(c) of
the Code;

4) Shall not make any investments in such manner as to subject it to tax under
Section 4944 of the Code; and

(5) Shall not make any taxable expenditures as defined in Section 4945(d) of the
Code.

60



ARTICLE X

Upon the dissolution of the Corporation, after payment or provision for payment of
the Corporation's liabilities has been made, the Corporation's remaining assets shall be
distributed exclusively to the Beneficiary or to the First Substitute Beneficiary in the event
the First Substitute Beneficiary is selected pursuant to the provisions of ARTICLE IV or to
the Second Substitute Beneficiary in the event the Second Substitute Beneficiary is selected
pursuant to the provisions of ARTICLE IV. The amount of any distribution made under this
ARTICLE X shall be determined by the Board of Directors.

ARTICLE XI

Section 1. Right to Indemnification. Subject to the limitations and conditions as
provided in this ARTICLE XI, each person who was or is made a party or is threatened to be
made a party to or is involved in any threatened, pending, or completed action, suit or
proceeding, whether civil, criminal, administrative, arbitrative, or investigative (hereinafter a
"proceeding"), or any appeal in such a proceeding, or any inquiry or investigation that could
lead to such a proceeding, by reason of the fact that he or she, or a person of whom he or she
is the legal representative, is or was a Director or officer of the Corporation or while a
Director or officer of the Corporation is or was serving at the request of the Corporation as a
director, officer, partner, venturer, proprietor, trustee, employee, agent, or similar functionary
of another foreign or domestic corporation, limited liability company, partnership, joint
venture, sole proprietorship, trust, employee benefit plan, or other enterprise shall be
indemnified by the Corporation to the fullest extent permitted by the Texas Non-Profit
Corporation Act (the “Act”), as the same exists or may hereafter be amended (but, in the case
of any such amendment, only to the extent that such amendment permits the Corporation to
provide broader indemnification rights than said law permitted the Corporation to provide
prior to such amendment) against judgments, penalties (including excise and similar taxes
and punitive damages), fines, settlements, and reasonable expenses (including, without
limitation, attorneys' fees) actually incurred by such person in connection with such
proceeding.

Section 2. Advance Payment. The right to indemnification conferred in this
ARTICLE XI shall include the right to be paid or reimbursed by the Corporation the
reasonable expenses incurred by a person of the type entitled to be indemnified under
Section 1 of this ARTICLE XI who was, is, or is threatened to be made a named defendant or
respondent in a proceeding in advance of the final disposition of the proceeding and without
any determination as to the person's ultimate entitlement to indemnification; provided,
however, that the payment of such expenses incurred by any such person in advance of the
final disposition of a proceeding shall be made only upon delivery to the Corporation of a
written affirmation by such Director or officer of his or her good faith belief that he or she
has met the standard of conduct necessary for indemnification under the Act and a written
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undertaking, by or on behalf of such person, to repay all amounts so advanced if it shall
ultimately be determined that such indemnified person is not entitled to be indemnified under
the Act or otherwise.

Section 3. Indemnification of Employees and Agents. The Corporation, by adoption of a
resolution by the Board of Directors, may indemnify and advance expenses to an employee
or agent of the Corporation to the same extent and subject to the same conditions under
which it may indemnify and advance expenses to Directors and officers under this ARTICLE
XI.

Section 4. Indemnification of Other Persons. The Corporation, by adoption of a
resolution of the Board of Directors, may indemnify and advance expenses to persons who
are not or were not Directors, officers, employees, or agents of the Corporation but who are
or were serving at the request of the Corporation as a director, officer, partner, venturer,
proprietor, trustee, employee, agent, or similar functionary of another foreign or domestic
corporation, limited liability company, partnership, joint venture, sole proprietorship, trust,
employee benefit plan, or other enterprise against any liability asserted against him or her
and incurred by him or her in such a capacity or arising out of his or her status as such a
person to the same extent that it may indemnify and advance expenses to Directors and
officers under this ARTICLE XI.

Section 5. Limitation. Notwithstanding any other provision of this ARTICLE XI to the
contrary, the Corporation shall not provide indemnification to a person in respect of (i) the
alleged medical malpractice of such person or (ii) the acts or omissions of such person in
such person's personal capacity.

Section 6. Appearance as a Witness. The Corporation may pay or reimburse reasonable
expenses incurred by a Director, Member, officer, employee, or agent of the Corporation in
connection with his or her appearance as a witness or other participation in a proceeding at a
time when he or she is not a named defendant or respondent in the proceeding.

Section 7. Insurance. The Corporation may purchase and maintain insurance, at its
expense, to protect itself and any person who is or was serving as a Director, officer,
employee, or agent of the Corporation or is or was serving at the request of the Corporation
as a director, officer, partner, venturer, proprietor, trustee, employee, agent, or similar
functionary of another foreign or domestic corporation, limited liability company,
partnership, joint venture, proprietorship, employee benefit plan, trust, or other enterprise
against any expense, liability or loss, whether or not the Corporation would have the power
to indemnify such person against such expense, liability, or loss under this ARTICLE XI.

Section 8. Liability of Directors. A Director of the Corporation shall not be liable to the
Corporation for monetary damages for any act or omission in the Director’s capacity as a
Director, except that this ARTICLE XI does not eliminate or limit the liability of a Director
for: (a) a breach of a Director’s duty of loyalty to the Corporation; (b) an act or omission not
in good faith or that constitutes a breach of duty of the Director to the Corporation, or an act
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or omission that involves intentional misconduct or a knowing violation of the law; (c) a
transaction from which a Director received an improper benefit, whether or not the benefit
resulted from an action taken within the scope of the Director’s office; or (d) an act or
omission for which the liability of a Director is expressly provided by an applicable statute.

If the Texas Miscellaneous Corporation Laws Act or the Act is amended to authorize
action further eliminating or limiting the personal liability of Directors, then the liability of a
Director of the Corporation shall be eliminated or limited to the fullest extent permitted by
such statutes, as so amended. Any repeal or amendment of such statutes or of the foregoing
paragraph shall not adversely affect any right of protection of a Director of the Corporation
existing at the time of such repeal or amendment.

ARTICLE XII

References to the "Code" in these Articles of Incorporation are references to sections
of the Internal Revenue Code of 1986 and corresponding provisions of any subsequent
federal tax laws.

ARTICLE XIII

These Articles of Incorporation may be amended by the Member; provided, however,
that (a) any such amendment that is substantive in nature shall have received the prior
approval of the Board of Regents of the System and (b) any such amendment that is
nonsubstantive in nature shall have received the prior approval of the System’s Executive
Vice Chancellor for Health Affairs and the System’s Vice Chancellor and General Counsel.

IN WITNESS WHEREOF, | have hereunto set my hand this day of
, 200__.
MEMBER
By:

Name: John Mendelsohn, M.D.

Title: President
The University of Texas
M. D. Anderson Cancer Center
Executing as the Corporation’s
Sole Member
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U. T. M. D. Anderson Cancer Center: Authorization to acquire real property
and improvements located at 6602 Mapleridge Road, Houston, Harris County,
Texas

On behalf of The University of Texas M. D. Anderson Cancer Center, the
Board

a. approved acquisition of the real property and improvements located
at 6602 Mapleridge Road, Houston, Harris County, Texas;

b. authorized submission of a request to the Texas Higher Education
Coordinating Board for approval of the transaction, if necessary; and

C. authorized the Executive Vice Chancellor for Business Affairs, subject
to review and approval by the Office of General Counsel, to execute
documents, instruments, and other agreements, and to take all further
actions deemed necessary or advisable to carry out the purpose and
intent of the foregoing actions.

U. T. M. D. Anderson Cancer Center leases the subject property, Bellaire
Cancer Treatment Center, to operate a radiation treatment center that
provides radiation oncology consultations, treatment planning, and treatment
for 25-30 patients per day. The lease will expire in December 2006 and calls
for the landlord to make a gift of the property to U. T. M. D. Anderson Cancer
Center at that time.

The existing lease will be bought out from the owner, General Electric
Company (GE), for the appraised fair market value of $760,000 and GE will
gift the property to the institution. Prepaying the lease and acquiring the
property will generate a cost savings of approximately $525,000 for the
institution. Certain equipment, furniture, and other personal property owned
by GE and associated with the Bellaire Cancer Treatment Center will be
purchased at the appraised fair market value of $241,000.

U. T. M. D. Anderson Cancer Center: Honorific naming of the Science Park
veterinary facility near Bastrop, Texas, as The Michale E. Keeling Center for
Comparative Medicine and Research

The Board approved renaming The University of Texas M. D. Anderson
Cancer Center Science Park veterinary facility near Bastrop, Texas, as
The Michale E. Keeling Center for Comparative Medicine and Research.
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The Department of Veterinary Sciences at the Bastrop site is known through-
out the world for contributions to the field of laboratory animal science and
comparative medicine. Its well-deserved reputation is due in large measure
to the visionary leadership of the late Michale E. Keeling, D.V.M., who was
the department's only full-time administrative director for almost three
decades until his untimely death on December 21, 2003.

Dr. Keeling was a native Texan who earned two degrees from Texas A&M
University. After joining the U. T. M. D. Anderson Cancer Center faculty,

Dr. Keeling moved to the unbuilt Bastrop site in August 1974. A few months
later, the Science Park's veterinary resource program was formally estab-
lished to provide specialized animals needed for research. Over the years,
15 animal species ranging from mice to nonhuman primates have been bred
and raised to support diverse biomedical research studies conducted in
multiple departments at U. T. M. D. Anderson Cancer Center and 29 other
institutions and agencies.

Dr. Keeling was a gifted administrator who was devoted to his profession
and to the research-driven mission of U. T. M. D. Anderson Cancer Center.
Renaming the Bastrop veterinary facility honors his far-reaching contribu-
tions to the field of laboratory animal science and comparative medicine.

The naming is consistent with the Regents' Rules and Requlations, Part Two,
Chapter VIII, Section 1, Subsection 1.3, Subdivision 1.32 relating to honorific
namings of facilities and institutional guidelines on the naming of facilities.
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REPORT AND RECOMMENDATIONS OF THE FACILITIES PLANNING AND
CONSTRUCTION COMMITTEE (Pages 66 - 80).--Committee Chairman Barnhill
reported that the Facilities Planning and Construction Committee met in open
session to consider those matters on its agenda and to formulate recommendations
for the U. T. Board of Regents. Unless otherwise indicated, the actions set forth in
the Minute Orders that follow were recommended by the Facilities Planning and
Construction Committee and approved in open session by the U. T. Board of
Regents:

1. U. T. Austin: Child Care Facility - Amendment of the FY 2004-2009
Capital Improvement Program and the FY 2004-2005 Capital Budget to
increase total project cost; approval to revise funding sources; approval of
design development; approval of evaluation of alternative energy economic
feasibility; appropriation of funds and authorization of expenditure; and
resolution regarding parity debt

The Board approved the recommendations for the Child Care Facility project at
The University of Texas at Austin as follows:

Project Number: 102-196

Architecturally or Historically

Significant: ves [ ] No [X

Project Delivery Method: Construction Manager at Risk

Substantial Completion Date:  June 2006

Total Project Cost: Sources Former Current
Revenue Financing System Bond Proceeds $2,850,000 $3,000,000
Interest on Local Funds $ 325,000
Auxiliary Enterprises Balances $ 55,000
Unexpended Plant Funds $ 15,000
$3,395,000

a. amend the FY 2004-2009 Capital Improvement Program (CIP) and the
FY 2004-2005 Capital Budget to increase the total project cost;

b. revise the funding sources;

C. approve design development plans;

d. approve the evaluation of alternative energy economic feasibility;
e. appropriate funds and authorize expenditure of funds; and
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f. resolve in accordance with Section 5 of the Amended and Restated
Master Resolution Establishing The University of Texas System
Revenue Financing System that

e parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;

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

e U. T. Austin, which is a “Member” as such term is used in the
Master Resolution, possesses the financial capacity to satisfy its
direct obligation as defined in the Master Resolution relating to the
issuance by the U. T. Board of Regents of tax-exempt parity debt in
the aggregate amount of $3,000,000.

Debt Service

The $3,000,000 in Revenue Financing System debt will be repaid from net
revenues on the project. Total annual debt service on the project is
estimated at $217,947. Debt service coverage on the project is expected to
be at least 1.31 times.

Previous Board Action

On February 4, 2004, the project was included in the CIP with a preliminary
project cost of $2,850,000 with funding from Revenue Financing System
Bond Proceeds.

Project Description

The facility of 15,000 gross square feet will allow U. T. Austin to provide child-
care services for 200 children. Currently, 60 children are enrolled at the
existing student child-care center in Wooldridge Hall. The new center will add
140 child-care spaces to be available to the campus community. The project
will provide space for classrooms, indoor activities, administrative offices, and
other support space. In addition, the project will include 10,000 gross square
feet for an exterior playground. The increase in the total project cost supports
the programming for the project to provide a cost-effective space and future
needed expansion.
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Project

The Child Care Center, which serves employees and faculty, has a waiting list
of 350 children, more than half of whom are infants.

Texas Government Code Section 2166.403 requires the governing body of a
State agency to verify in an open meeting the economic feasibility of incor-
porating alternative energy devices into a new State building. Therefore, the
Project Architect prepared an evaluation for this project in accordance with
the Energy Conservation Design Standards for New State Buildings. This
evaluation determined that alternative energy devices such as solar, wind,
biomass, or photovoltaic energy are not economically feasible for the project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.

U. T. Austin: Jack S. Blanton Museum of Art - Phase | and ll:
Amendment of FY 2004-2009 Capital Improvement Program and the

FY 2004-2005 Capital Budget to combine projects; approval to revise the
total project cost; approval to revise funding sources; and appropriation of
funds and authorization of expenditure

The Board approved the recommendations for the Jack S. Blanton Museum of
Art - Phase | and Il project at The University of Texas at Austin as follows:

Number: 102-965 (Phase 1) and 102-162 (Phase II)

Architecturally or Historically

Significant: Yes |:| No |E
Project Delivery Method: Construction Manager at Risk
Substantial Completion Date:  June 2005
Total Project Cost: Source Former
Phase | Revenue Financing System Bond Proceeds $26,500,000
Gifts $32,000,000
$58,500,000
Former
Phase I Gifts $25,000,000
Current
Revised Total Project Cost: Revenue Financing System Bond Proceeds $26,500,000
Gifts $52,200,000
Interest on Local Funds $ 4,800,000
$83,500,000
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a. amend the FY 2004-2009 Capital Improvement Program (CIP) and the
FY 2004-2005 Capital Budget to combine the Jack S. Blanton Museum
of Art - Phase | and Phase Il projects;

b. revise the total project cost;

C. revise the funding sources; and

d. appropriate funds and authorize expenditure of $20,200,000 from Gifts
and $4,800,000 from Interest on Local Funds.

Previous Board Actions

. Phase I: On August 1, 1995, the project was included in the CIP with a
preliminary project cost of $27,000,000 with funding from Gifts and
Grants. On November 11, 1999, the Board approved the increase in
preliminary project cost to $58,500,000 with funding from Gifts and
Grants. On February 14, 2002, the Board approved design development
plans with a preliminary project cost of $58,500,000 with funding from
Gifts and Grants. On May 9, 2002, the Board approved revising the
source of funding to $32,000,000 from Gifts and Grants and $26,500,000
from Designated Tuition. On November 13, 2002, the Board approved
revising the source of funding to $32,000,000 from Gifts and Grants and
$26,500,000 from Revenue Financing System Bond Proceeds.

) Phase II: On February 13, 2003, the project was included in the CIP
with a preliminary project cost of $25,000,000 with funding from Gifts
and Grants.

Project Description

The Phase | project will construct a new 108,500 gross square foot building
to house the art museum and provide exhibition space for permanent as
well as traveling exhibits. Also included will be space for the curation of the
collection, storage space, administrative offices, and other support space.
The Phase Il project will provide approximately 50,000 gross square feet for
facilities to complement the Phase | gallery space. Facilities in Phase |l
include educational space, a bookstore, a café, and administrative office
space.

The combined project will complete the Blanton Museum of Art as envisioned
in the original master plan.
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3. U. T. Medical Branch - Galveston: National Biocontainment Laboratory -
Amendment of the FY 2004-2009 Capital Improvement Program and the
FY 2004-2005 Capital Budget to decrease the total project cost; approval of
design development; approval of evaluation of alternative energy economic
feasibility; appropriation of funds and authorization of expenditure; and
resolution regarding parity debt

The Board approved the recommendations for the National Biocontainment
Laboratory project at The University of Texas Medical Branch at Galveston as

follows
Project Number: 601-164
Architecturally or Historically
Significant: Yes |:| No |E
Project Delivery Method: Construction Manager at Risk

Substantial Completion Date: May 2008

Total Project Cost: Source Former Current
Revenue Financing System Bond Proceeds $ 40,000,000 $ 40,000,000
Gifts $ 20,000,000 $ 17,000,000
Grants $120,000,000 $110,000,000

$180,000,000 $167,000,000

a. amend the FY 2004-2009 Capital Improvement Program (CIP) and the
FY 2004-2005 Capital Budget to decrease the total project cost;

b. approve design development plans;

C. approve the evaluation of alternative energy economic feasibility;

d. appropriate funds and authorize expenditure of funds; and

e. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System
Revenue Financing System that

e parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;

e sufficient funds will be available to meet the financial obligations of
the U. T. System, including sufficient Pledged Revenues as defined
in the Master Resolution to satisfy the Annual Debt Service
Requirements of the Financing System, and to meet all financial
obligations of the U. T. Board of Regents relating to the Financing
System; and
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e U. T. Medical Branch - Galveston, which is a “Member” as such
term is used in the Master Resolution, possesses the financial
capacity to satisfy its direct obligation as defined in the Master
Resolution relating to the issuance by the U. T. Board of Regents of
tax-exempt parity debt in the aggregate amount of $40,000,000.

Debt Service

The $40,000,000 in Revenue Financing System debt will be repaid from
indirect cost recoveries. Total annual debt service on the project is
estimated at $2,752,215. Debt service coverage on the project is expected
to be at least 1.3 times.

Previous Board Action

On January 7, 2003, the project was included in the CIP with a preliminary
project cost of $180,000,000 with funding of $40,000,000 from Revenue
Financing System Bond Proceeds, $20,000,000 from Gifts, and $120,000,000
from Grants.

Project Description

The project consists of approximately 180,000 gross square feet to contain a
new seven-story, state-of-the-art biocontainment facility complex, including
BSL-4, BSL-3 and BSL-2 laboratory space as well as associated animal
facilities and research support space. The facility will allow for research on
any number of known infectious diseases as well as emerging and new
diseases in the future.

U. T. Medical Branch - Galveston retains and continues to recruit
internationally recognized researchers to the strong infectious disease
research program the campus has developed. To support the continuing
efforts of this group and to provide the necessary facilities in support of the
emerging federal program on bioterrorists’ pathogens research, U. T. Medical
Branch - Galveston has completed the first BSL-4 facility on campus and
proposed construction of this new facility. The National Biocontainment
Laboratory is a national initiative providing the opportunity for the institution to
build on its unique strengths and to establish itself as the premier site for
infectious disease research as well as to support national defense. With the
completion of design development, the project budget has been finalized at
$167,000,000, a decrease from the original estimate of $180,000,000.

Texas Government Code Section 2166.403 requires the governing body
of a State agency to verify in an open meeting the economic feasibility of
incorporating alternative energy devices into a new State building.
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Therefore, the Project Architect prepared an evaluation for this project in
accordance with the Energy Conservation Design Standards for New
State Buildings. This evaluation determined that alternative energy
devices such as solar, wind, biomass, or photovoltaic energy are not
economically feasible for the project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.

4, U. T. Southwestern Medical Center - Dallas: Ambulatory Surgical Center -
Approval of design development; approval of evaluation of alternative enerqy
economic feasibility; appropriation of funds and authorization of expenditure;
and resolution regarding parity debt

The Board approved the recommendations for the Ambulatory Surgical Center
project at The University of Texas Southwestern Medical Center at Dallas as

follows:
Project Number: 303-194
Architecturally or Historically
Significant: ves [ ] No [X
Project Delivery Method: Construction Manager at Risk

Substantial Completion Date:  April 2007

Total Project Cost: Source Current
Revenue Financing System Bond Proceeds $62,400,000

a. approve design development plans;

b. approve the evaluation of alternative energy economic feasibility;

C. appropriate funds and authorize expenditure of funds; and

d. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System
Revenue Financing System that

e parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;

e sufficient funds will be available to meet the financial obligations of
the U. T. System, including sufficient Pledged Revenues as defined
in the Master Resolution to satisfy the Annual Debt Service
Requirements of the Financing System, and to meet all financial
obligations of the U. T. Board of Regents relating to the Financing
System; and
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e U. T. Southwestern Medical Center - Dallas, which is a “Member
as such term is used in the Master Resolution, possesses the
financial capacity to satisfy its direct obligation as defined in the
Master Resolution relating to the issuance by the U. T. Board of
Regents of tax-exempt parity debt in the aggregate amount
of $62,400,000.

Debt Service

The $62,400,000 in Revenue Financing System debt will be repaid from net
revenues generated by the project. Total annual debt service on the project
is estimated at $5,098,376. Debt service coverage on the project is
expected to be at least 1.18 times and average 1.52 times over the first six
years of operation.

Previous Board Action

On December 19, 2003, the project was included in the Capital Improvement
Program (CIP) with a preliminary project cost of $62,400,000 with funding
from Revenue Financing System Bond Proceeds.

Project Description

The Ambulatory Surgical Center project consists of an approximately

230,000 gross square foot, seven-story building and a 625 car parking
garage. The building will initially include finished space totaling approximately
130,000 gross square feet.

The Ambulatory Surgical Center will include ambulatory surgical and
procedure suites, and diagnostic and treatment rooms including imaging,
clinics, and physician offices. The building will be located on the west side of
St. Paul University Hospital adjacent to Medical Center Drive, in conformance
with the current Campus Master Plan.

This is the first project to move forward as part of the work envisioned in
the Clinical Services Building that is currently on the Future Projects list

at $146,000,000. Working with the faculty and hospital partners, the
immediate need has been identified to provide new space to conduct
outpatient surgery. Presently, these procedures, including orthopedics,
plastics, and gastrointestinal day procedures, are conducted primarily in the
hospitals. With limited operating rooms, the work naturally competes for
space causing delays in conducting the less acute procedures. This space
limitation negatively impacts the practice, hospital operations, and patient
satisfaction, a key goal of the patient service initiative. The conclusion of
the combined hospital and practice management team, along with both
university and private physicians, is that this new facility is vital to the
combined operations.
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Texas Government Code Section 2166.403 requires the governing body of a
State agency to verify in an open meeting the economic feasibility of
incorporating alternative energy devices into a new State building. Therefore,
the Project Architect prepared an evaluation for this project in accordance
with the Energy Conservation Design Standards for New State Buildings.
This evaluation determined that alternative energy devices such as solar,
wind, biomass, or photovoltaic energy are not economically feasible for the
project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.

5. U. T. Health Science Center - Houston: Replacement Research Facility -
Approval of design development; approval of evaluation of alternative enerqgy
economic feasibility; appropriation of funds and authorization of expenditure;
and resolution regarding parity debt

The Board approved the recommendations for the Replacement Research
Facility project at The University of Texas Health Science Center at Houston as

follows:
Project Number: 701-160
Architecturally or Historically
Significant: ves [ ] No [X
Project Delivery Method: Competitive Sealed Proposals

Substantial Completion Date:  August 2005

Total Project Cost: Source Current
Tuition Revenue Bond Proceeds $23,600,000
Gifts $ 9,330,000
Insurance Claims $16,600,000
Grants $ 6,000,000
$55,530,000

a. approve design development plans;

b. approve the evaluation of alternative energy economic feasibility;

C. appropriate funds and authorize expenditure of funds; and

d. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System
Revenue Financing System that

e parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;
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e sufficient funds will be available to meet the financial obligations of
the U. T. System, including sufficient Pledged Revenues as defined
in the Master Resolution to satisfy the Annual Debt Service
Requirements of the Financing System, and to meet all financial
obligations of the U. T. Board of Regents relating to the Financing
System; and

e U. T. Health Science Center - Houston, which is a “Member” as
such term is used in the Master Resolution, possesses the financial
capacity to satisfy its direct obligation as defined in the Master
Resolution relating to the issuance by the U. T. Board of Regents of
tax-exempt parity debt in the aggregate amount of $23,600,000.

Debt Service

Annual debt service on the $23,600,000 of Tuition Revenue Bonds is
projected to be $2,057,556. While the annual debt service is payable from
Pledged Revenues, it is expected that debt service on Tuition Revenue
Bonds will be reimbursed through General Revenue Appropriations.

Previous Board Actions

. Medical School Building - Rooftop Vivarium and Exterior Elevator:

On November 13, 2002, the Vivarium project was added to the
Capital Improvement Program (CIP) with a preliminary project

cost of $38,000,000 with funding from Insurance Proceeds.

On August 7, 2003, the Board approved appropriation of $7,300,000
from Tuition Revenue Bond Proceeds for the Vivarium project.

. Basic Science Research Building (formerly Freeman Replacement
Building):

On August 8, 2001, the project was included in the CIP with a
preliminary project cost of $80,000,000.

On August 12, 2004, the projects were combined and the preliminary project
cost and funding were revised to a preliminary project cost of $55,530,000
with funding of $23,600,000 from Tuition Revenue Bond Proceeds,
$9,330,000 from Gifts, $16,600,000 from Insurance Claims, and $6,000,000
from Grants.

Project Description

The Replacement Research Facility project is the first phase of the Institute
of Molecular Medicine and will be a six-story building consisting of
208,000 gross square feet of laboratory and vivarium space. The Research
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Expansion Project will be Phase Il of the Institute of Molecular Medicine.
This building will replace the existing two-story John Freeman Building.

In addition to highly flexible biotechnology laboratory and animal facilities,
the building will house office space, mechanical rooms, and other support
space.

The vivarium will occupy the top two floors with the bottom four floors being
laboratory floors. There will be a dedicated loading dock for support of the
vivarium facility and a mechanical penthouse.

The 78th Session of the Texas Legislature authorized $64,900,000 of tuition
revenue bonds to be issued for U. T. Health Science Center - Houston to be
issued for recovery from damage caused by Tropical Storm Allison. Of this
amount, $23,600,000 is being allocated for the Replacement Research
Facility project. The use of Tuition Revenue Bond Proceeds is to improve
infrastructure for recovery from the damage caused by Tropical Storm Allison
and for the replacement of research and academic facilities.

Texas Government Code Section 2166.403 requires the governing body
of a State agency to verify in an open meeting the economic feasibility
of incorporating alternative energy devices into a new State building.
Therefore, the Project Architect prepared an evaluation for this project
in accordance with the Energy Conservation Design Standards for New
State Buildings. This evaluation determined that alternative energy
devices such as solar, wind, biomass, or photovoltaic energy are not
economically feasible for the project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.

6. U. T. San Antonio: Student Housing Expansion, Phase |l - Approval of design
development; approval of evaluation of alternative energy economic
feasibility; appropriation of funds and authorization of expenditure; and
resolution regarding parity debt

The Board approved the recommendations for the Student Housing Expansion,
Phase Il project at The University of Texas at San Antonio as follows:

Project Number: 401-211

Architecturally or Historically

Significant: ves [ ] No [X

Project Delivery Method: Competitive Sealed Proposals

76



Substantial Completion Date:  April 2007

Total Project Cost:

Source Current
Revenue Financing System Bond Proceeds $27,000,000

a. approve design development plans;

b. approve the evaluation of alternative energy economic feasibility;

C. appropriate funds and authorize expenditure of funds; and

d. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System
Revenue Financing System that

parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;

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

U. T. San Antonio, which is a “Member” as such term is used in the
Master Resolution, possesses the financial capacity to satisfy its
direct obligation as defined in the Master Resolution relating to the
issuance by the U. T. Board of Regents of tax-exempt parity debt in
the aggregate amount of $27,000,000.

Debt Service

The $27,000,000 in Revenue Financing System debt will be repaid from
overall housing system revenues. Total annual debt service on the project
is estimated at $1,857,746. Debt service coverage on the project is
expected to be at least 1.3 times.

Previous Board Actions

On August 7, 2003, the project was included in the Capital Improvement
Program (CIP) with a preliminary project cost of $20,500,000 with funding
from Revenue Financing System Bond Proceeds. On August 12, 2004, the
total project cost was increased to $27,000,000 with funding from Revenue
Financing System Bond Proceeds.
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Project Description

The Student Housing Expansion, Phase Il project at U. T. San Antonio will
consist of apartment style residences, with 700 beds. The facility will be
designed to incorporate shared living spaces, meeting rooms, lounges,
and study rooms.

U. T. San Antonio is expanding its student housing. The Student Housing
Phase | project will provide housing for approximately 1,000 students with
scheduled occupancy for the Fall Semester 2004. The waiting list currently
stands at 500 students. The Student Housing Phase Il project is scheduled
for occupancy for the Fall Semester 2006 providing housing for 700 students.
A future Phase Il project is anticipated for Fall Semester 2007 adding an
additional 1,200 beds. With future growth, the plan for the campus is to
house 6,000 students.

Texas Government Code Section 2166.403 requires the governing body
of a State agency to verify in an open meeting the economic feasibility
of incorporating alternative energy devices into a new State building.
Therefore, the Project Architect prepared an evaluation for this project
in accordance with the Energy Conservation Design Standards for

New State Buildings. This evaluation determined that alternative energy
devices such as solar, wind, biomass, or photovoltaic energy are not
economically feasible for the project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.

7. U. T. San Antonio: Thermal Energy Plant No. 2 - Amendment of the
FY 2004-2009 Capital Improvement Program and the FY 2004-2005 Capital
Budget to increase total project cost; approval to revise funding source;
approval of design development; approval of evaluation of alternative enerqy
economic feasibility; appropriation of funds and authorization of expenditure;
and resolution regarding parity debt

The Board approved the recommendations for the Thermal Energy Plant No. 2
project at The University of Texas at San Antonio as follows:

Project Number: 401-177

Architecturally or Historically

Significant: ves [ ] No [X

Project Delivery Method: Competitive Sealed Proposals
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Substantial Completion Date:  April 2006

Total Project Cost: Source Former Current
Designated Tuition $8,000,000
Revenue Financing System Bond Proceeds $16,500,000

a. amend the FY 2004-2009 Capital Improvement Program (CIP) and the
FY 2004-2005 Capital Budget to increase the total project cost;

b. revise the funding source;

C. approve design development plans;

d. approve the evaluation of alternative energy economic feasibility;

e. appropriate funds and authorize expenditure of funds; and

f. resolve in accordance with Section 5 of the Amended and Restated

Master Resolution Establishing The University of Texas System
Revenue Financing System that

e parity debt shall be issued to pay the project’s cost, including any
costs prior to the issuance of such parity debt;

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

e U. T. San Antonio, which is a “Member” as such term is used in the
Master Resolution, possesses the financial capacity to satisfy its
direct obligation as defined in the Master Resolution relating to the
issuance by the U. T. Board of Regents of tax-exempt parity debt in
the aggregate amount of $16,500,000.

Debt Service

The $16,500,000 in Revenue Financing System debt will be repaid from
designated tuition. Total annual debt service on the project is estimated
at $1,135,289. Overall debt service coverage at U. T. San Antonio is
projected to exceed 1.69 times.

Previous Board Action

On August 7, 2003, the project was included in the CIP with a preliminary
project cost of $8,000,000 with funding from Designated Tuition.
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Project Description

This new thermal energy plant will contain approximately 15,000 gross square
feet and will provide chilled water, steam, and emergency power for upcoming
campus projects on The University of Texas at San Antonio 1604 Campus. In
accordance with the master plan update, the new thermal energy plant will be
located on the south side of campus and will support the following new
projects: University Center Expansion, Phase llI; Biotechnology, Sciences
and Engineering, Phase II; and the Recreation/Wellness Center, Phase Il
The thermal energy plant will be connected to the existing campus utilities
loop, and will be designed for future expansion.

Texas Government Code Section 2166.403 requires the governing body
of a State agency to verify in an open meeting the economic feasibility
of incorporating alternative energy devices into a new State building.
Therefore, the Project Architect prepared an evaluation for this project
in accordance with the Energy Conservation Design Standards for New
State Buildings. This evaluation determined that alternative energy
devices such as solar, wind, biomass, or photovoltaic energy are not
economically feasible for the project.

The economic impact of the project was reported to the U. T. Board of
Regents as part of the design development presentation.
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RECONVENE.--At 11:20 a.m., the Board reconvened as a committee of the whole to
consider an item remaining on the agenda.

OTHER MATTER

U. T. Board of Regents: Presentation of certificate of appreciation to President
Jenifer

Chairman Huffines thanked President Jenifer for his leadership as President of
The University of Texas at Dallas over the past 10 years and for his service to The
University of Texas System and to the State of Texas.

Mr. Huffines then presented the following certificate of appreciation to Dr. Jenifer,
after which President Jenifer accepted the accolade:

CERTIFICATE OF APPRECIATION

The Board of Regents
Expresses to
FRANKLYN G. JENIFER, PH.D.
Its Sincere Appreciation for His
Distinguished Service and Outstanding Contributions
to
The University of Texas System
as
President
at
The University of Texas at Dallas
1994 - 2004

Adopted by unanimous vote this 5th day of November, 2004

(signed by all members of the Board)
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SCHEDULED MEETINGS.--The next regular scheduled meeting will be held on
February 9-10, 2005, in Austin.

ADJOURNMENT.--There being no further business, the meeting was adjourned
at 11:25 a.m.

/s/ Francie A. Frederick

Counsel and Secretary to the Board

January 19, 2005
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See Page 28 for
Regental approval
via the Finance and
Planning Committee.

THE UNIVERSITY OF TEXAS SYSTEM ADMINISTRATION
DOCKET NO. 119

October 13, 2004

TO MEMBERS OF THE FINANCE AND PLANNING COMMITTEE:

Woody L. Hunt, Chairman
John W. Barnhill, Jr.

H. Scott Caven, Jr.

Cyndi Taylor Krier

Robert B. Rowling

The Docket for The University of Texas System Administration and the Dockets
recommended by the Presidents concerned and prepared by the institutions listed
below are submitted for approval as appropriate at the meeting of the U. T. Board of
Regents on November 5, 2004. The Executive Vice Chancellor for Academic Affairs,
the Executive Vice Chancellor for Business Affairs, 