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MEETI NG NO. 915

VEDNESDAY, MAY 13, 1998.--The nenbers of the Board of Regents
of The University of Texas System convened at 1:30 p.m on
Wednesday, May 13, 1998, in Alanp 2 of the Radi sson Hotel and
Conference Center in Odessa, Texas, with the followng in

at t endance:

ATTENDANCE. - -

Pr esent Absent
Chai rman Evans, presiding

Vi ce- Chai rman Loeffler

Vi ce- Chai rman Cl enents

Regent Hi cks

Regent Leber mann

Regent Oxford

Regent Riter

Regent Sanchez

Regent Sm | ey

Executive Secretary Dilly

Chancel | or Cunni ngham

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

Chai rman Evans announced a quorum present and called the
neeting to order.

RECESS TO EXECUTI VE SESSION. --At 1:33 p.m, Chairman Evans
announced that the Board would recess to convene in Executive
Sessi on pursuant to Texas Governnment Code, Chapter 551, Sec-
tions 551.071 and 551.072 to consider those matters |isted

on the Executive Session agenda.




RECONVENE. - - At 3:30 p.m, the Board reconvened in open session
to consider action on the itens that were di scussed i n Execu-
ti ve Sessi on.

EXECUTI VE SESSI ON OF THE BOARD OF REGENTS

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

Code, Chapter 551, Sections 551.071 and 551.072. In response
to Chai rman Evans’ inquiry regarding the wi shes of the Board,
the foll ow ng actions were taken:

1. U T. Medical Branch - Galveston: Settlenment of Medi-
cal Liability Litigation - Susan Goss and John De La
Fuent é. - - Regent Oxford noved that the Chancell or and
the O fice of General Counsel be authorized to settle
on behalf of The University of Texas Medical Branch at
Gal veston the nedical liability litigation brought by
Susan Goss and John De La Fuenté in accordance wth
t he proposal presented in Executive Session.

Regent Lebermann seconded the notion which carried with-
out obj ection.

2. U T. Board of Regents: Authorization for the General
Counsel to Request Approval by the Texas Attorney Ceneral

to Have Vinson & Elkins Represent the U T. Board of
Regents in the Appeal of the Hopwood Lawsuit and Aut ho-
rization for Such Gt her Counsel as Approved by the

Chai rman of the Board and the Attorney CGeneral to Join in

Assisting with the Appeal . --Chairman Evans reported that
since the distribution of the Material Supporting the
Agenda an additional itemwas posted with the Secretary
of State related to consultation with attorneys regard-
ing a possible appeal of the Hopwood case on behal f of
The University of Texas at Austin.

M. Evans publicly thanked both Attorney General Dan
Moral es and fornmer Chief Justice of the Suprene Court
John Hi Il for consulting with the Board in Executive
Sessi on and for hel ping the Board understand the options
related to the Hopwood appeal .



In response to Chairman Evans’ request for suggested
action on behalf of the Board, Vice-Chairman Loeffler put
forth the followi ng notions:

Wher eas, I n governing, setting policy, and
operating The University of Texas System
there is a strong institutional interest in
clarity and uniformty of constitutional
standards; and

Whereas, |If the Hopwood injunction is not

chal l enged, all institutions in the State

of Texas are at a conpetitive disadvantage
in the recruitnment of students; and

Whereas, A decision by the United States
Suprene Court would bring uniformty and
finality to the inportant issue and would
permt Texas coll eges and universities to
conpete on a level playing field.

| nove that the General Counsel be autho-
rized to request approval by the Texas
Attorney Ceneral to have Vinson & El kins
represent The University of Texas System
Board of Regents and all other defendants
in:

a. Maki ng appropriate response to points
of appeal asserted by the plaintiffs
in the Hopwood | awsuit

b. Putting forth appropriate cross point(s)
to appeal the injunction issued in the
March 20, 1998, judgnent in the Hopwood
| awsui t agai nst The University of Texas
at Austin and any other cross point(s)
to protect the interest of the U T.
System

| further nove that such other counsel as
approved by the Chairman of the Board and the
Attorney Ceneral be authorized to join in
assisting with the appeal on behalf of U T.
Austin.

Regent Lebermann seconded t he notions which prevail ed
by unani nous vote.



U T. Dallas: Approval to Sell Approximately 43.4 Acres

of Land West of Waterview Parkway and North of Frankford

Road, Richardson, Collin County, Texas, to DNS El ectron-
i cs Manufacturing Corporation and Authorization for the
Executive Vice Chancellor for Business Affairs or the
Executive Director of Real Estate to Execute Al Docu-
nments Rel ated Thereto.--Upon notion of Vice-Chairnman

Cl enents, seconded by Regent Hicks, the Board:

a. Aut hori zed The University of Texas System
Real Estate Ofice to sell on behalf of
The University of Texas at Dall as approxi -
mately 43.4 acres of |land west of Waterview
Par kway and north of Frankford Road in
Ri chardson, Collin County, Texas, to
DNS El ectroni cs Manufacturing Corporation
in accordance with the paraneters outlined
in Executive Session

b. Aut hori zed the Executive Vice Chancell or
for Business Affairs or the Executive
Director of Real Estate to take all steps,
i ncl udi ng execution of all docunents,
required to conplete the transaction fol -
| owi ng approval by the O fice of General
Counsel .

U T. Southwestern Medical Center - Dallas: Authoriza-
tion to Purchase 5.7325 Acres of Land Located at

1969 Record Crossing Road in Dallas, Dallas County,
Texas, and Approval for the Executive Vice Chancell or
for Business Affairs or the Executive Director of Rea
Estate to Execute Al Docunents Rel ated Thereto. --Upon
notion of Regent H cks, seconded by Regent R ter, the
Boar d:

a. Aut hori zed The University of Texas System
Real Estate O fice to purchase on behal f
of The University of Texas Sout hwestern
Medi cal Center at Dallas a 5.7325 acre
tract of land | ocated at 1969 Record
Crossing Road in Dallas, Dallas County,
Texas, according to the paraneters out-
lined in Executive Session

b. Aut hori zed the Executive Vice Chancell or
for Business Affairs or the Executive
Director of Real Estate to take all steps,



5.

i ncl udi ng execution of all docunents,
required to conplete the transaction fol-
| owi ng approval by the O fice of General
Counsel .

U T. Dallas: Approval to Sell Approximately 4.0 Acres

of Land Located at the Northwest Corner of Waterview
Par kway and Synergy Park Boulevard in Dallas, Collin
County, Texas, to Kodiak Investnent Goup, L.C ;

Aut hori zation to Grant an Option to Purchase an Adj a-
cent 8.83 Acre Tract of Land; and Authorization for

t he Executive Vice Chancellor for Business Affairs or
the Executive Director of Real Estate to Execute A
Docunents Rel ated Thereto. --Chai rman Evans reported
that since the distribution of the Material Supporting

t he Agenda an additional itemwas posted with the
Secretary of State related to the proposed sal e of
real estate on behalf of The University of Texas at
Dal | as.

On behalf of U T. Dallas, Regent Riter noved that:

a. The University of Texas System Real Estate
O fice be authorized to conplete negoti a-
tions to sell approximately 4.0 acres of
| and | ocated at the northwest corner of
Wat er vi ew Parkway and Synergy Park Boul e-
vard in Dallas, Collin County, Texas, to
Kodi ak I nvestnment Goup, L.C., and to
grant an option to purchase an adj acent
8.83 acres of land in accordance with the
parameters outlined in Executive Session

b. The Executive Vice Chancellor for Business
Affairs or the Executive Director of Real
Estate be authorized to take all steps,

i ncl udi ng execution of all docunents,
required to conplete the transaction fol-
| owm ng approval by the O fice of General
Counsel .

Regent Sm | ey seconded the notion which prevailed wth-
out obj ection.



MVEETI NG W TH REPRESENTATI VES OF THE UNI VERSI TY OF TEXAS SYSTEM
FACULTY ADVI SORY COUNCI L ( DEFERRED) . - - Chai rman Evans reported
that, because of the |ength of the Executive Session, the
annual nmeeting with The University of Texas System Faculty

Advi sory Council was deferred until the August 1998 neeting

of the Board.

RECESS. --At 3:40 p.m, the Board recessed and convened in a
briefing session as permtted by law. Chairman Evans
announced that the Board woul d reconvene in open session at
8:45 a.m on Thursday, May 14, 1998, in the Devoni an Room of
the Mesa Building at The University of Texas of the Perm an
Basi n.



THURSDAY, MAY 14, 1998.--The nenbers of the Board of Regents
of The University of Texas Systemreconvened in regular ses-
sion at 8:45 a.m on Thursday, May 14, 1998, in the Devoni an
Room of the Mesa Building at The University of Texas of the
Perm an Basin in Odessa, Texas, with the following in atten-
dance:

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

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

Regent Riter

Regent Sanchez

Regent Sm | ey

Executive Secretary Dilly

Chancel | or Cunni ngham

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

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

| NTRODUCTI ON OF DR. RODNEY H. MABRY, PRESI DENT-ELECT OF U. T.
TYLER. - - Chai rman Evans introduced Dr. Rodney H WMabry, Presi-
dent - El ect of The University of Texas at Tyler, who wll
becone President of that institution effective July 1, 1998,
and wel comed himto The University of Texas System

VWELCOVE BY DR CHARLES A. SORBER, PRESI DENT OF THE UNI VERSI TY
OF TEXAS OF THE PERM AN BASI N. - - Chai rman Evans stated that the
Board was pl eased to be neeting at The University of Texas of
the Perm an Basin and was especially delighted to have had the
opportunity to neet with nmany of this conponent’s friends and
supporters at |ast evening’s (May 13) very nice social event.

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



On behal f of the Board, Chairnman Evans expressed appreciation
to the Perm an Basin conmmunity for its ongoi ng and generous
support of this institution. He then called on Dr. Charles A
Sorber, President of U T. Perm an Basin, for any wel com ng
remar ks on behal f of the host institution.

On behal f of the faculty, staff, and students of the institu-
tion, President Sorber welconed the nenbers of the Board and
ot her guests to COdessa.

U T. BOARD OF REGENTS: APPROVAL OF M NUTES OF REGULAR MEET-
| NG HELD ON FEBRUARY 11-12, 1998, AND SPECI AL MEETI NG HELD
ON MARCH 6, 1998.--Upon notion of Vice-Chairman C enents,
seconded by Regent Riter, the Mnutes of the regular neeting
of the Board of Regents of The University of Texas System
hel d on February 11-12, 1998, in Austin, Texas, were approved
as distributed by the Executive Secretary. The official

copy of these Mnutes is recorded in the Permanent M nutes,
Vol unme XLV, Pages 688 - 1504.

Upon noti on of Regent Lebernann, seconded by Vice-Chairman
Loeffler, the Mnutes of the special neeting of the Board

of Regents of The University of Texas System held on

March 6, 1998, in Austin, Texas, were approved as distrib-
uted by the Executive Secretary. The official copy of these
M nutes is recorded in the Permanent M nutes, Volunme XLV,
Pages 1505 - 1507.




1.

Sec.

SPECI AL | TEMS

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

Part One: Anendnents to Chapter Il, Section 13, Subsec-
tions 13.1 and 13.2 (Chief Adm nistrative Oficers of
Conmponent Institutions) and Chapter V, Section 1 (G ad-
uate Education in The University of Texas Systenm).--To
conformthe provisions of the Regents’ Rules and Regu-
|ations related to the reporting structure for The
University of Texas System chief adm nistrative offi-
cers with regard to U. T. System Adm nistration and
oversight for graduate education to conply with orga-

ni zati onal changes approved by the U T. Board of
Regents at the August 14, 1997 neeting, the Regents

Rul es and Regul ati ons, Part One, Chapter Il, Section 13,
Subsections 13.1 and 13.2, regarding chief adm nistra-
tive officers of conponent institutions, and Chapter V,
Section 1, regarding graduate education in the U T.
System were anended as set forth bel ow

CHAPTER I |
ADM NI STRATI ON

13. Chief Admnistrative Oficers of Conponent
I nstitutions.

13.1 The Board selects the chief adm nistrative

of ficer of each conponent institution.

13.11 Wen there is a vacancy or it is known
that there is to be a vacancy in the
office of a chief adm nistrative
of ficer of a conmponent institution
having faculty and students and the
Board does not have candi date(s) from
recent searches at other conponent
institutions, fromwithin the U T.
System and/or of national prom nence
fromoutside the U T. Systemto
advance for consideration, an Advisory
Committee shall be established to
recommend candi dates to the Board.

The Executive Vice Chancellor for
Health Affairs or the Vice Chancell or
for Academ c Affairs shall be chairmn
of the Advisory Conmttee. In



Sec.

ci rcunst ances where this Executive

Vi ce Chancellor or Vice Chancell or nmay
be a candidate for the office, the
chai rman of the Advisory Conmttee
shall be the Chancellor or the
Chancellor's designee. 1In addition to
the chairman, committee nenbership is
as follows:

13.2 Each chief admnistrative officer of every
health-related institution reports to and is
responsible to the Executive Vice Chancel |l or
for Health Affairs and serves w thout fixed
term subject to the pleasure of the
Executive Vice Chancellor for Health Affairs
and approval by the Chancell or and the Board.
The chief adm nistrative officer has access to
the Chancellor and is expected to consult with
t he Executive Vice Chancellor for Health
Affairs and the Chancellor on significant
i ssues on an as needed basi s.

Each chief adm nistrative officer of every
general academc institution reports to and is
responsi ble to the Chancell or, and serves

W thout fixed term subject to the pleasure of
the Chancell or and approval by the Board. The
chief admnistrative officer is expected to
consult with the Chancellor on significant

I ssues on an as needed basis.

CHAPTER V
GRADUATE EDUCATI ON I N THE UNI VERSI TY OF TEXAS SYSTEM

1. The various conmponent institutions of the System

authorized to offer graduate degrees shall provide
and mai ntain an appropriate faculty and

adm ni strative organi zati on for such graduate
degrees. The chief admnistrative officer of each
academ ¢ conponent institution of the System shal

be responsible to the Chancellor, and through himor



2.

Sec.

her, to the Board for policies and adm nistration of
the graduate prograns. The chief adm nistrative

of ficer of each health conponent institution of the
System shal | be responsible through the Executive
Vice Chancellor for Health Affairs to the

Chancel l or, and through himor her, to the Board for
policies and adm nistration of the graduate

progr ans.

"Graduate prograns,” as the termis used in these
Rul es, does not include the prograns that lead to
the MD., DDD.S., MP.H, Dr. P.H, J.D., LL.M, and
M C. J. degrees, or others that nmay be excl uded upon
recommendation by the chief adm nistrative officer
of the component institution and concurrence by the
Chancel | or.

U T. Board of Regents - Regents' Rules and Regul ati ons,
Part One: Approval of Anendnents to Chapter |V, Sec-
tion 3 (Faculty Advisory Council) and Chapter VI, Sec-
tion 1, Subsection 1.6 (Student Advisory G oup).--The
Board anended the Regents' Rul es and Regul ati ons, Part
One, Chapter 1V, Section 3, regarding the Faculty Advi -
sory Council, and Chapter VI, Section 1, Subsection 1.6,
regardi ng the Student Advisory Goup, to read as set
forth bel ow

CHAPTER | V
FACULTY ORGANI ZATI ON

3. Facul ty Advisory Council.--At the discretion of the
Chai rman of the Board of Regents and the Chancell or,
a faculty advisory council representing conmponent
institutions in the U T. Systemmay be forned to
facilitate the flow of ideas and informati on between
and anong the Board of Regents, the System Adm ni s-
tration, and the conponent institutions. The
Chai rman and Chancellor w Il pronul gate guidelines
for the selection of faculty advisory counci
representatives. Representatives of the faculty
advi sory council may fromtinme to tine address the
Board at neetings of the Board and may recommend




action to the Board through the Chancellor. At

| east once each year, a neeting will be arranged
bet ween the faculty advisory council executive
commttee and t he Board.

CHAPTER VI

STUDENT SERVI CES AND ACTI VI TI ES | NCLUDI NG FACI LI TI ES USE

Sec. 1. CGeneral Provisions.

1.6 Student Advisory Council.--At the discretion of
the Chairman of the Board of Regents and the
Chancel | or, a student advi sory counci
representing conponent institutions in the
U T. Systemnay be fornmed to facilitate the
flow of ideas and infornmation between and anong
the Board of Regents, the System Adm ni stra-
tion, and the conmponent institutions. The
Chai rman and Chancel lor will pronul gate
gui delines for the selection of student
advi sory council representatives. Represen-
tatives of the student advisory council may
fromtinme to tine address the Board at neetings
of the Board and may recommend action to the
Board through the Chancellor. At |east once
each year, a neeting will be arranged between
t he student advisory council executive
commttee and t he Board.

The anmendnents to the Regents' Rules and Regul ati ons,
Part One, Chapter IV, Section 3, provide for an annual
nmeeting between the Faculty Advisory Council executive
commttee and the U. T. Board of Regents in lieu of the
requi renent for an annual report.

The anendnents to Part One, Chapter VI, Section 1, Sub-
section 1.6, reflect a change in nanme from Student

Advi sory G oup to Student Advisory Council to better
reflect the work and purpose of the organization.

The new nane will be effective beginning with the

1998- 1999 acadeni c year.

- 12 -



Thi s anendnent al so provides for an annual neeting of
t he Student Advisory Council with the Board.

Chai rman Evans noted that he had received a letter from
M. Luke Keller, a graduate student at The University
of Texas at Austin and Chairman of the Student Advi -
sory Group, expressing appreciation to the Board for
the name change related to the Student Advisory G oup.

U T. System Report of Summary of G ft Acceptance and
Rel ated Adm nistrative Actions Conform ng to Board Policy

for Decenber 1, 1997 Through February 28, 1998.--Vice
Chancel | or for Devel opnent and External Relations Perry
reviewed the Summary of G ft Acceptance and Rel at ed

Adm ni strative Actions Conformng to Board Policy for
The University of Texas Systemfor the period Decem
ber 1, 1997 through February 28, 1998, as set forth on
Pages 14 - 18.

Vi ce Chancellor Perry reported that during this period
131 itenms conformng to Board policy were approved

i ncl udi ng the acceptance of $48,367,779 in gifts. Oher
mat chi ng contributions from previously accepted Board-
hel d mat ching funds total ed $1, 075,000 and transfers of
endowrent funds total ed $173, 626.

Ms. Perry noted that this report includes only those
funds which relate to endowrents, estates, and ot her
such funds which are managed by the U T. System Ofice
of Devel opnent and External Rel ations.
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ACCEPTANCE OF GIFTS HELD BY BOARD

ASSET TYPES
#ALL COMPONENT REAL MATCHING
ITEMS INSTHUTION CASH SECURITIES ESTATE PLEDGES OTHER TRANSFERS FUNDS TOTAL VALUE
6  U.T. Arlington $ 91,000 § § § 40,000 § 3 § b 131,000
53 U.T.Austin § 2806331 39162 § 73,000_§ 1394905 § $ 689,182 § $ 5118954 ¢
il U.T.El Paso ) 591,209 § 211,987 § $ $ 5 27063 § $ 830,260
1 U. T. Pan America, $ $ $ 5 H $ $ $
4 U. T. Permian Basin $ 65,000 S 3 § 25,000 § $ s § 90,000
4 U. T. San Antonio ) 25,726 § 10,908 § $ $ $ 4274 § $ 40,908
12 u.T. SWMC-Dallas $ 2260071 § 21321845 § § 5828168 § § ] 1,075,000  § 20,410,083 .
U. 7. M.B -Galveston $ 65,150 % $ $ 5000 § S 110,000 § $ 180,150
12 UTHSC-Houston § 2,066,650 § 10,104 % ) 2233350 § ] 10,000 § b) 4,320,104
| UTHSC-San Antonio $ 500,000 § 3 $ $ s $ $ 500,000
14 UTMDACC S 5,009,115 § 140,205 § 3 1,531,000 § S 600,000 § b) 7,340,320
5 UTHC-Tyler $ 316,154 % $ $ 60000 § $ 29,846 § $ 406,000
131 TOTAL $ 13,856,407 § 22,024,210 § 71000 $ 11,117422 § $ 1,470,365 § 1,075,000  § 48,367,779 «

* Npt included in total:

U. T. Austin » $173,626 of transfers ofendowment funds; and

U. T. SWMC-Dallas - §1,075,000 of Board-held matching funds.

NOTE: Compiled by (ffice of Development and External Relations
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COMPONENT

INSTITUTION

U. T. Arlington

ENDOWMENTS

CLASSIFICATION OF GIFTS AND OTHER ACTIONS

CHARITABLE
REMAINDER
TRUSTS

POOLED
INCOME
FUND

REMAINDER
INTERESTS

HELD IN
TRUST
BY OTHERS

CURRENT
PURPOSE

U. T. Austin

50

U.T. El Paso

10

U. T. Pan American

U. T. Permian Basin

U. T. San Antonio

U.T. SWMC-Dallas

U. T. M.B.-Galveston

UTHSC-Houston

IITHSC-San Antohin

UTMDACC

UTHC-Tyler

TOTAL

107



PURPOSES OF GIFTS HELD BY BOARD AND OTHERS

ENDOWMENT

COMPONENT DIST. DIST. FACULTY GRADUATE CURRENT OTHER

INSTITUTION CHAIR CHAIR PROF'SHIP PROF'SHIP FELLOWSHIP FELLOWSHIP SCHOLARSHIP OTHER PURPOSE PURPOSE
U. T. Arlington — - - - | 4 [
U.T. Austin - e 3 - 4 23 17 |
U.T. El Pasp L - - - - 7 2 - 1
U. T. Pan American - - - . - - —
U. T. Permian Basin - - s " - 3 - .
1J. T. San Antonio - - - - - — 4 - e
U. T. SWMC-Dallas 2 e . 2 - - 2 5
U.T. M.B.-Galveston an - . [ - - 3 [ - -
UTHSC-Houston — 2 | 4 . 1 3 . s
UTHSC-8an Antonio - 1 - - - - - _— _—
“TMDACC - - - ] 2 9
UTHC-Tyler - 2 - - - - 3 e -

TOTAL 2 4 3 10 2 5 48 34 9 3

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

COMPONENT ESTABLISH REDESIGNATE OTHER DISSOLVE APPROVE/ALLOCATE ACCEPT

INSTITUTION ENDOWMENT ENDOWMENT LEVEL REDESIGNATION ENDOWMENT MATCHING TRUSTEESHIP OTHER
U.T. Arlington 6 - — — — _
U. T. Austin 46 1 4 - _ \ —
U.T. El Paso 10 . - — - | -
{J. T. Pm American s . - | . . -
U.T. Permian Basin 3 .- | - - - -
U. T. San Antonio 4 - - — — -
1. T. SWMC-Dallas 11 1 1 - g — -
U. 7. M.B.-Galveston 5 I [ a— - -t
UTHSC-Houston 11 1 — — 2 - -
HTHSC-San Antonio I aas - — 1 — —
UTMDACC 4 - -
UTHC-Tyler 3 - n— 2 -

TOTAL 104 8 7 1 10 2 i
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COMPARATIVE SUMMARY OF GIFTS ACCEPTED VIA THE OFFICIAL ADMINISTRATIVE PROCESS

COMPONENT FY 1997 FISCAL YEAR 1998
INSTITUTION FULL YEAR 9/1/97 - 11/30/97 12/1/97 - 2/28/98 3/1/98 - 5/31/98 FULL YEAR

U. T. System h) - s e b -—
U. T. Arlington ) 467,160 ) 1,035,334 s 131,000
U, T. Austin 3 12,596,223 $ 3,958,202 $ 5,118,954
u. T.Brownsville $ 25,000 $ 10,000 y -
U. T. Dallas ) 67,313 $ 250,000 s -
U. T. El Paso 3 2,713,341 s 2,701,633 $ 830,260
U. 7. Pan Anerican S 643,151 $ e s -
U. 7. Permian Basin b 641,000 $ 112,770 S 90,060
U. T. San Antonio 5 380,500 ’ 86,593 s 40,908
U. T. Tyler $ 65,000 s 40,000 H -
U. 7. SWMC-Dallas ] 12,392,401 $ 559,286 $ 29,410,083
U. T. M.B.-Galveston ) 8,403,150 s 2,260,581 $ 180,150
UTHSC-Houston s 4,584,653 ) 810,000 s 4,320,104
UTHSC-San Antoniio [} 2,489,807 ] 1,000,000 § 500,000
UTMDACC $ 1,977,697 5 1,497,744 $ 7,340,320
U. T. HC-Tyler $ 140,910 $ - § 406,000
U. T.AustinUTMDACC $ 28,048 $ . $ -

TOTAL $ 47,615,354 $ 14,322,143 $ 48,367,779
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MATTERS RELATED TO THE UNI VERSI TY OF TEXAS
| NVESTMENT MANAGEMENT COMPANY ( UTI MCO)

U T. System Report on Investnents for the Fiscal Quar-
ter Ended February 28, 1998.--On behalf of The University
of Texas | nvestnent Managenent Conpany (UTIMCO and in

t he absence of Chairman Hi cks, Regent Loeffler, a nenber
of the UTI MO Board, sunmarized the Report on Investnents
for The University of Texas Systemfor the fiscal quarter
endi ng February 28, 1998, for the Permanent University
Fund, Long Term Fund, Short/Internediate Term Fund, and
Separately Invested Assets.

Report by Regent Loeffler on Behal f of UTIMCO

M. Chairman and nmenbers of the Board, | am pleased to
summari ze on behal f of UTIMCO the investnments for The
University of Texas Systemfor the fiscal quarter end-
i ng February 28, 1998.

Itema on Page 22 presents the summary report for

Per manent University Fund (PUF) Investnents. The PUF
began the quarter with a market value of $6.615 billion.
During the quarter, contributions of mineral incone
from PUF Lands equal ed $20.2 m | lion, unchanged versus
recei pts for the second quarter of the preceding fis-
cal year. In addition, total investnent return was
$405.2 million of which $64.1 mllion was incone return
and $341.1 nmllion was price return. Accrued incone
distributed to the Avail able University Fund (AUF) was
$64.1 mllion. PUF market value ended the quarter at
$6.976 billion.

Quarter-end asset allocation was virtually unchanged from
the preceding fiscal quarter end; 64% broadly defi ned
equities and 36% fixed i ncone versus an unconstrai ned
neutral allocation of 80%equities and 20% fi xed i ncone.
Wthin equities, period-end allocation to equities was
46% U. S. large and md cap stocks, 6% U. S. small cap
stocks, 6% non-U. S. equities and 6% alternative

equities.



PUF inconme distributions to the AUF of $64.1 mllion increased
by a nomnal rate of 0.5%versus the second quarter of the
prior fiscal year and decreased 0.9% on an inflation adjusted
basis. The nom nal increase in incone was attributable to a
$2.8 million increase in dividend and ot her incone which off-
set a $2.5 nmllion decrease in interest incone. The reinvest-
ment spread on nmaturing and redeened bonds deteriorated
further to a negative 3.2%as bonds ran off at an average
yield of 9.32% and were repl aced by bonds yielding 6.12%

Accrued income of $127.2 million for the first half of this
fiscal year was under budget of $128 million and first half
1997 actual of $128.9 mllion by $800,000 and $1.7 mllion,
respectively.

Total investnment return for the quarter was 6.1% and 23.0% for
the last 12 nonths. Fixed incone as an asset class continued
to performrelatively poorly versus equities with the Sal onon
Broad Bond I ndex generating a total return of 2.3%for the
quarter. The Fund's fixed inconme portfolio at 2.6%for the
quarter outperfornmed this index. Equities, as an asset cl ass,
continued to generate higher relative returns with the

S&P 500 I ndex and Russell 3000 Index posting quarterly returns
of 10.3% and 9.9% respectively. The PUF s equity portfolios
(including non-U. S. portfolios) produced a 9.2% return.
Finally, alternative equities produced a -0.7%return for the
quarter.

Itemb on Page 23 reports summary activity for the Long
Term Fund (LTF). During the quarter, net contributions
totaled $20.2 million. Investnent return was $166.6 million,
of which $20.8 mllion was paid to the 4,626 endowrent and
ot her accounts underlying the LTF at quarter-end. Total
payout increased by 5.6% over the previous February 1997
gquarter reflecting both the increase in the nunber of Fund
units outstanding and the increase in payout to $0.18 per
unit. The Fund' s nmarket value closed the quarter at
$2.361 billion, up $165 mllion fromthe prior quarter.
The LTF s value per unit also increased, ending the quar-
ter at $5.09 versus $4.78 on Novenber 30, 1997.

Asset allocation at quarter-end was 24%fi xed i ncone and

76% broadly defined equities. Wthin equities, U S. snal
cap and non-U. S. equities were roughly neutral weighted at
11% and 13% respectively. U. S. large and md cap equities
were overwei ghted at 47%vs. 30% while alternative equities
wer e underwei ghted at 5% versus a neutral weighting of 25%
Total investnment return for the quarter was 7.5% and 24. 1%
for the last 12 nonths.



Itemc on Page 24 presents quarterly activity for the
Short/Internmediate Term Fund. During the quarter, the Fund
recei ved contributions of $15.6 mllion. It earned $38.4 m| -
lion in total return and incurred expenses of $200 thousand.
Distributions to the U T. System conponent institutions
equal ed $24.5 mllion resulting in a quarter-end Fund val ue

of $1.649 billion. Total return on the Fund was 2.4%for the
quarter versus the Fund s performance benchmark of 1.7%

Itemd on Page 25 presents book and market val ue of cash,
fixed incone, equity and other securities held in funds
outside of internal investnent pools. Total cash and equiva-
I ents, consisting primarily of conponent operating funds held

in the Dreyfus noney market fund, increased by $178 mllion to
$725 million during the quarter. Asset values for the renmain-
i ng asset classes were fixed inconme securities: $79 mllion
vs. $61 nmillion at previous quarter-end; equities: $37 ml-
lion vs. $34 nmillion at previous quarter-end; and other

i nvestnents of $6 mllion.



a. RERMANENT UNIVERSITY FUND
5 I I t R t at Fel 8. 1998, - -
PERMANENT UNIVERSITY FUND (1)

INVESTMENT BUMMARY REPORT
(8 mllions)

FY96-97 FY97-98
Full  Year Ist Qr 2nd  Qr Year - To- Dat e
Beginning Market Val ue 5,292-1 6,368.3 6,615.1 6,368.3
PU- Lands Receipts (2) 05.2 25.8 20.2 46. 0
Investnent Incone (3) 263.0 63.1 64.1 127.2
Change in Undistributed Income Payable
to the Available Uiversity Fund (4)
Investment  Incone Distributed (4) (26:::) (63.1) (64.1) (127.2)
Realized @ins 251.0 123.3 07.6 210. 9
Change in Urealized G@Gins 740.0 97.7 253.5 351.2
Ending Market Value 6,368.3 6,615,1 6,976.4 6,976.4
AUF incone:
I nvest ment | ncone 263.0 (5) 63.1 64.1 127.2
Surface  Incone 5.3 1.2 2.2 3.4
Tot al 268. 3 64. 3 66. 3 130. 6

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

(1) Excludes PUF Lands mneral and surface interests wth estimated June 30, 1997,
values of $550.5 nillion and $151.8 mllion, respectively.

(2) As of February 28, 1998: 918,706 acres under |ease; 526,165 producing
acres; 2,990 active leases; and 2,063 producing |eases.

(3) Investnent income includes anortization of discount and premum bonds
in accordance with statutory requirenents.

(4) For FY96-97, cash investnent income was distributed to AUFR. FEffective
FY97-98, accrued investment inconme is distributed to AUR

(5 Restated to present on an accrual basis for conparative purposes.



b. IONG TERM FUND
at 28. 1998, - -

LONG TERM FUND
SUMMARY REPORT
($ millions)

FY96-97 FY97-98
Full Year st Qr 2nd Qtr Year - To- Dat e
Beginning Net Assets 1.712.1 2,125.0 2,195.7 2,125.0
Wt Contributions 66. 1 20.5 20.2 40. 7
I nvestment Return 433.B 71.9 166. 6 238.5
Recei pt of Funds from System
for UTIMCO Fee 0.5 0.5 1.0
Expenses 54, 5 (1.4) (1.4) (2.8)
Di stributions (Payout) (79. lf (20.7) (20.8) (41.5)
Distribution of Gin
on Participant Wthdrawal s 13.4) (0.1) (0.1)
Endi ng Net Assets 2,125.0 2,195.7 2,360.8 2,360.8
Net Asset Val per Unit 4,672 4.782 5.094
No. of Units (End of
Peri od) 454,803,889 459,182,234 463,409,072
Distribution Ratger Unit 0.175 0. 0450 0. 0450

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



Summary Investment Report at February 28, 1998,.--

SHORT/INTERMEDIATE TERM FUND
SUMMARY REPORT
{($ millions)

FY96-97 ¥FY97-98
Full Year 1st Otr 2nd otr Year-To-Date
Beginning Net Assets 1,332.1 1,631.4 1,619.7 1,631.4
Contributions
(Net of Withdrawals) 274.3 (26.9) 15.6 (11.3)
Investment Return 115.4 40.4 38.4 78.8
1 Expenses (0.4) (0.1) (0.2) (0.3)
. Distributions of Income (90.0) (25.1) (24.5) (49.6)
":‘ Ending Net Assets 1,631.4 1,619.7 1,649.0 1,649.0

Report prepared in accordance with Sec. 51.0032 of the Texas Education Code.
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d. SEPARATELY INVESTED ASSETS

Summary Invesment Report at_February 28, 1998.—
SEPARATELY INVESTED ASSETS
SUMMARY REPORT
(3 thousands)
FUND TYPE
CURRENT PURPOSE ENDOWMENT & ANNUITY & LIFE
DESIGNATED RESTRICTED SIMILAR FUNDS INCOME FUNDS AGENCY FUNDS OPERATING FUNDS TOTAL
ASSET TYPES
Cash & Equivalents: BOOK MARKET BOOK MARKET mwmmm&mmm BOOK ~ MARKET
Beginning value 12/1/97 8,095 8.095 3,260 3.260 15770 15.770 2,310 2310 . 516.673 516.673 546,108 546,108
Increase/(Decroasc) (2,298) (2,28) (271) (271) 13,209 13,209 (1,816) (1,816) - - 169,780 169,780 178.604 178,604
Ending value 2/28/98 2,989 2089 LN T X 7] 494 d - - G88.45) _ GRG.4%3 4, 724,712
Debt Securities:
Beginning value 12/1/97 500 500 . i 50.181 51,708 8,745 9,280 . 59.433 61,489
Increase/(Decroase) (500) (500) 7 T 16278  16.816 1,693 1.776 . - - . 17.471 18.093
Ending value 272898 . - 66,459 68.52T 10,438 11,056 . - z - 76,904 79502
Equity Securities:
Beginning value 12/1/97 42 2,862 201 200 16.524 25,292 " 4R " 8ié . . ) . 21.892 34.198
Increase/(Decreasc) - (230) L{ik} 3% 1.459 2548 05 T30 - - - - 2229 3,266
Ending valuc 2/28/98 42 2,632 17.983 27,840 ’ 4 21 37,464
Other;
Beginning value 12/197 . . 544 544 (432) 432) 5137 6123 . . - - 5,149 6,235
Increase/(Decrease) . - 125 125 (218) (218) 999 493 . . . . %06 400
Ending value 2/28/98 : Z 8§80 (753 (650) (650) 6,136 65616 . . 6,155 6,635

Report prepared in accordance with Sec. 51.0032 of the Texas Education Code.
Details of individual assets by account fumnished upon request.
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U T. System Authorization to Increase the Long Term
Fund (LTF) Distribution Rate Effective May 31, 1998. --
Upon reconmmendation of the Board of Directors of The
Uni versity of Texas | nvestnent Managenent Conpany

(UTI MCO) and upon notion of Vice-Chairman Loeffler,
seconded by Regent Riter, authorization was given to
increase the distribution rate for The University of
Texas System Long Term Fund (LTF) from $0.18 per unit
to $0.21 per unit effective May 31, 1998.

The formula under the U T. System Long Term Fund I nvest -
ment Policy increases distributions fromthe LTF at the
rate of inflation subject to a distribution range of
3.5%to 5.5%o0of the average market value of LTF assets
for the trailing twelve fiscal quarters.

The 16. 7% increase in the LTF distribution rate from
its current rate of $0.18 per unit to $0.21 per unit
will (a) recognize the above average rate of appreci-
ation in the market value of LTF assets in recent
years and (b) provide for an initial distribution rate
of 4% of the value of endowrent contributions as of
February 28, 1998.

RECESS FOR COW TTEE MEETI NGS AND COW TTEE REPORTS TO THE
BOARD. --At 8:55 a.m, the Board recessed for the neetings
of the Standing Comm ttees, and Chairman Evans announced
that at the conclusion of each commttee neeting the Board
woul d reconvene to approve the report and recomrendati ons
of that commttee.

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



REPORTS AND RECOMMVENDATI ONS OF STANDI NG COW TTEES

REPORT OF EXECUTI VE COW TTEE (Page 27 ).--I1n conpliance with
Section 7.14 of Chapter | of Part One of the Regents’ Rules
and Regul ati ons, Chairman Evans reported that there were no
items referred fromthe Executive Commttee to the Board.




REPORT AND RECOMVENDATI ONS OF THE BUSI NESS AFFAI RS AND AUDI T
COM TTEE (Pages 28 - 38).--Commttee Chairman Riter reported
that the Business Affairs and Audit Commttee had net in

open session to consider those matters on its agenda and to
formul ate recommendations for the U T. Board of Regents.

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

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

1. U T. System Approval of Chancellor's Docket No. 93
(Cat al og Change). --Upon recomendati on of the Business
Affairs and Audit Commttee, the Board approved Chan-
cellor's Docket No. 93 in the formdistributed by the
Executive Secretary. It is attached follow ng Page 175
in the official copies of the Mnutes and is made a part
of the record of this neeting.

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

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

2. U T. Board of Regents - Regents' Rules and Regul ati ons,
Part One: Anendnents to Chapter 11, Section 29 (Indebt-
edness to the Systemor the State).--In order to conply

with the Texas Governnment Code and the Texas Property
Code whi ch exenpt conpensation for personal services from
seizure for an individual’s debt to the State of Texas,
the Board anended the Regents' Rules and Regul ati ons,

Part One, Chapter I1l, Section 29, regarding indebtedness
to The University of Texas Systemor the state, to read
as set forth bel ow

Sec. 29. Indebtedness to the Systemor the State.--
Except as provided herein, no paynent shal
be made to an enpl oyee, his or her agent or
assignee, who is indebted to the System any
of its component institutions, or to the state
until such debt is paid. This section does
not authorize the wi thholding of a salary or
ot her conpensation for personal services to an
enpl oyee or the enployee's agent or assignee.

- 28 -



3.

Conmpensation and sal ary include wages, |ongev-
ity pay, hazardous duty pay, and enol unents
provided in |lieu of wages, but do not include
expense rei nbursenents.

U T. System Approval of Optional Retirenent

Program (ORP) Vendors Effective June 1, 1998.--The Busi -
ness Affairs and Audit Commttee reconmmended and the
Board approved the follow ng vendors to offer products
to The University of Texas System Optional Retirenent
Program (ORP) participants effective June 1, 1998:

Aetna Life Insurance and Annuity Conpany
Hartford, Connecti cut

Fidelity Investnents Tax-Exenpt Services Conpany
Bost on, Massachusetts

G eat-West Life and Annuity | nsurance Conpany
Engl ewood, Col orado

Lincoln National Life Insurance Conpany
Fort Wayne, I ndi ana

Metropolitan Life I nsurance Conpany
New Yor k, New York

The Copel and Conpani es
East Brunsw ck, New Jersey

The Variable Annuity Life Insurance Conpany
Houst on, Texas

Teachers | nsurance and Annuity Associ ation-Col | ege
Retirement Equities Fund
New Yor k, New York

Al'l enpl oyees appointed to a position in public higher
education in Texas for twenty hours per week or nore, for
four and one-half nonths or nore, nust participate in the
Texas Teacher Retirenent System (TRS) or, if eligible,
the Optional Retirenent Program (ORP)

The U. T. Systemused the Request for Proposal (RFP)
process to select a consultant to assist with the ORP
vendor selection process. Witson Watt and Conpany, a
nationally recogni zed benefits and conpensati on
consulting firmof San Francisco, California, was
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selected to prepare an RFP contai ni ng redesi gned
selection criteria based on industry standards and the

U T. Systenis experience in the active managenent of the
ORP. Watson Watt and Conpany advi sed that of the
fifteen conpani es responding to the RFP, eight conpanies
met the established mninumcriteria.

These conpanies wll offer fixed and variable annuities
and nutual fund investnment options for ORP participants.

Current enpl oyees will have the option of either

continuing wth their current vendor or choosing fromthe
above approved vendors.

U T. System Approval of Mnthly Insurance Prem uns for

the Medi cal and Dental Plans and the Heal t h Mai nt enance
Organi zations (HMX>s) to be Effective Septenber 1, 1998. --
Commttee Chairman Riter noted that supplenental nmaterial
related to the proposed nonthly insurance prem uns for

FY 1998-99 nedical and dental plans and the health

mai nt enance organi zations (HVOs) for enpl oyees of The
University of Texas System was before the Board on yel | ow
paper.

Upon reconmendation of the Business Affairs and Audit
Comm ttee, the Board approved the nonthly insurance
premuns for the U T. System nedical and dental plans
and the heal th mai nt enance organi zations to be effective
Septenber 1, 1998, as set out on Pages 31 - 33.



U T. SYSTEM SELF- FUNDED MEDI CAL PLAN MONTHLY PREM UMS

FOR FY 1998-99

NYLCARE Cl GNA NON- Cl GNA
GALVESTON HOUSTON GALVESTON HOUSTON GALVESTON HOUSTON
DUAL OPTI ON UT SELECT PLAN* UT SELECT PLAN*
Cover age
Level

Subscri ber
Only $184. 29 $172.73 N A
(Aut omati c
Package)
Subscri ber
Only (Non- $185. 88 $174. 32 $185. 88
Aut ormati c
Package)
Subscri ber
and $355. 39 $348. 55 $369. 46
Spouse
Subscri ber
and $336. 78 $320. 08 $342. 49
Chi I d(ren)
Subscri ber
and $506. 77 $486. 85 $520. 93
Fani |y

*The UT Sel ect

Pl an was not available in FY 1997-98.

U T. SYSTEM SELF- FUNDED HMO AND EPC* MONTHLY PREM UM5 FOR

FY 1998-99
U T. SOUTHWESTERN HEALTH
PLAN HMO ( DALLAS) NYLCARE VALLEY EPO
Cover age
Level

Subscri ber
Only $171.52 $189. 38
Subscri ber
and $336. 70 $363. 51
Spouse
Subscri ber
and $310. 99 $328. 07
Chi I d(ren)
Subscri ber
and $465. 68 $486. 98
Fani |y

*EPO i s an Exclusive Provider Organization




FULLY-1 NSURED HMO MONTHLY PREM UMs FOR FY 1998-99

PRUDENTI AL EL PASO

PRUDENTI AL  HOUSTON

Cover age
Level

Subscri ber
Only

$148. 60

$181. 22

Subscri ber
and
Spouse

$291. 76

$354. 51

Subscri ber
and
Chi I d(ren)

$272. 27

$320. 74

Subscri ber
and
Fani |y

$410. 77

$465. 50

NEW FULLY- | NSURED HMO MONTHLY

PREM UM RATES FOR FY 1998-99

PRUDENTI AL HUMANA PRUDENTI AL
AUSTI N AUSTI N SAN ANTONI O*
Cover age Level

Subscri ber
Only $171. 44 $147. 06 $165. 57
Subscri ber
and $322. 56 $293.51 $300. 46
Spouse
Subscri ber
and $291. 10 $278. 84 $260. 55
Chi I d(ren)
Subscri ber
and $423. 96 $469. 62 $397. 69
Fani |y

*Prescription drug benefits to be provided by U T.
prescription drug program

sel f-funded




U T. SYSTEM SELF- FUNDED MEDI CAL PLAN MONTHLY PREM UM5 FOR FY 1998-99

TEXAS UNI VERSI TI ES HEALTH PLAN ( TUHP)
DALLAS HMO W TH OUT- OF- NETWORK BENEFI TS*
Coverage Level

Subscri ber

Only $191. 75

Subscri ber

and $383. 41

Spouse

Subscri ber

and $352. 09

Chi I d(ren)

Subscri ber

and $535. 54

Fani |y

*The premiumrates shown for the self-funded HMO wi t h out - of - net work
benefits are based upon projected clains experience.

DENTAL PLAN MONTHLY PREM UM RATES FOR FY 1998-99

U T. SYSTEM SELF-
U T. SYSTEM SELF- FUNDED DELTA DENTAL UNI TED DENTAL
FUNDED DELTA DENTAL PREVENT PLAN* (Dental HMO)
Cover age
Level
Subscri ber
Only $19. 52 $7. 96 $10. 83
Subscri ber
and $35. 22 $13.78 $20. 16
Spouse
Subscri ber
and $44. 81 $15. 13 $26. 48
Chi I d(ren)
Subscri ber
and $55. 88 $21. 41 $31. 83
Fani |y

*The Prevent Plan is only being offered in the Gal veston and Houston area.

MONTHLY SMOKER PREM UM RATE

A rate of $10.00 per nmonth will be added to either a U T. System self-
funded nedi cal or dental plan for enployees and retirees who do not sign
an affidavit stating they are nonsnokers unless the enployee or retiree
is covered by the automatic plan




MIlimn & Robertson, Inc., a nationally recognized
actuarial firmserviced through Denver, Col orado, was

sel ected through a Request for Proposal (RFP) process to
assist the U T. System Enpl oyee G oup | nsurance Program
in setting premumrates for the self-funded nedical and
dental plans for FY 1998-99 and Towers Perrin, a
nationally recogni zed consulting firm serviced through
the Austin, Texas, office was selected as consultants for
the HMO wit h out-of -network benefits.

Premumrates for the self-funded nedi cal and denta

pl ans were increased based upon past and projected cl ai ns
experience and rates for the fully-insured HM3s and
United Dental HMO were set by each organi zati on.

Enpl oyees and retirees who snoke and are enrolled in the
U T. self-funded nedical or dental plan will be assessed
a $10 per nonth snoker fee.

See Iltem 5 belowrelated to establishnent of UT Sel ect
Pl an and t hree HMOs.

U T. System Establishnent of Self-Funded UT Sel ect

Pl an and Three Heal th Mi nt enance Organi zati ons ( HMOs)
and Appoi ntnent of (a) Cl GNA Heal thCare, Bl oonfield,
Connecticut, as Adm nistrative Agent for the UT Sel ect

Pl an, (b) Humana Health Plan of Texas, Inc., San

Ant oni o, Texas, as a Fully-lnsured HMO and Adni ni strative

Agent in the Austin Area, (c) Prudential HealthCare,
Houst on, Texas, as a Fully-Insured HMO and Admi nistrative

Agent in the Austin and San Antoni o Areas, and (d) Texas
Universities Health Plan (TUHP), Austin, Texas, as a

Sel f - Funded HMO with Qut-of - Network Benefits and

Adm ni strative Agent in the Dallas Area to be Effective
Septenber 1, 1998.--Conmittee Chairman Riter reported
that supplenmental material related to the recomrended
establishnment of the self-funded UT Sel ect Plan and three
heal t h mai nt enance organi zati ons (HM3s) and the proposed
appoi ntnent of admnistrative agents for the nedical

pl ans for The University of Texas Systemto be effective
Septenber 1, 1998, was before the Board on yell ow paper.

The Board, upon recommendati on of the Business Affairs
and Audit Comm ttee, established the self-funded

UT Select Plan and three health nmai ntenance organi zati ons
and approved the appoi ntnment of the follow ng

adm nistrative agents to be effective Septenber 1, 1998:



a. Cl GNA Heal thCare, Bloonfield, Connecticut, for the
UT Sel ect Plan which conbines the benefits of both a
heal t h mai nt enance organi zation (HMO plan and a
preferred provider organization (PPO plan and al so
i ncl udes out-of -network benefits to service
enpl oyees and retirees of The University of Texas
System

b. Humana Heal th Pl an of Texas, Inc., San
Ant oni o, Texas, as a fully-insured HVO to
service enpl oyees and retirees in the Austin
area

C. Prudenti al Heal t hCare, Houston, Texas, as
a fully-insured HMO to service enpl oyees
and retirees in the Austin and San Antonio
ar eas

d. Texas Universities Health Plan (TUHP),
Austin, Texas, as a self-funded HMO with
out - of -network benefits to service enpl oy-
ees and retirees in the Dallas area.

Thr ough Request for Proposal (RFP) procedures, consul -
tants assisted the U T. System Enpl oyee G oup | nsurance
Programin the review of proposals for the PPO and HMO
pl ans and an Indemity Plan to be called the UT Sel ect

Pl an.

W J. Al exander and Associates, a nationally recogni zed
consulting firm assisted in the review of the PPO
contract for the UT Select Plan, which was awarded to
Cl GNA Heal thCare, Bloonfield, Connecticut, due to the

| ow adm ni strative cost and extensive network avail abl e
to enployees and retirees in the service areas.

Towers Perrin, a nationally recognized consulting firm
serviced through the Austin, Texas, office, was sel ected
as consultants for the HMO plans and the HMO wi t h out - of -
net wor k benefits.

After an extensive review of proposals, the fully-insured
HMO contracts were awarded to Humana Heal th Pl an of

Texas, Inc., San Antoni o, Texas, and Prudenti al
Heal t hCare, Houston, Texas, due to the acceptable prem um
rates offered and the networks avail able to nenbers.

The sel f-funded HVO wit h out - of -network benefits contract
was awarded to Texas Universities Health Plan, Austin,

- 35 -



Texas, due to the extensive network available to
enpl oyees and retirees in the Dallas service area.

See Page 30 for nonthly premumrates for the group
nmedi cal and dental plans.

U T. System Appointnent of Anthem | nsurance

Conpanies, Inc., Geenwod, Indiana, as Carrier

for U T. Flexible Spending Plan Effective

Septenber 1, 1998.--Conmittee Chairman Riter noted that a
recommendati on to appoint an adm nistrator for The
University of Texas System Fl exi bl e Spending Plan to

be effective Septenber 1, 1998, was before the Board

on yel | ow paper.

Upon reconmendation of the Business Affairs and Audit
Comm ttee, the Board appoi nted Ant hem | nsurance

Conpani es, Inc., Geenwod, Indiana, as the carrier for
the U T. System Fl exible Spending Plan for enpl oyees of
the U T. Systemeffective Septenber 1, 1998.

Thi s appoi ntment, which foll owed an anal yses of proposals
by Towers Perrin, is based on Anthem s record of good
custoner service as provider of the current flexible
spendi ng plan, |low cost, and ability to nmeet the needs

of the U T. System

| NFORVATI ONAL REPORTS

1.

U T. System Presentation of the March 1998 Monthly

Fi nancial Report.--M. R D. Burck, Executive Vice
Chancel | or for Business Affairs, reviewed the March 1998
Mont hly Financial Report for The University of Texas
System and enphasi zed that in this seven-nonth period
there were no vari ances from budget which did not have
reasonabl e expl anati ons.

A copy of The University of Texas System Monthly Fi nanci al

Report as of March 1998 is on file in the Ofice of
the Board of Regents.

U T. System Report on Deregulation of Uilities

| ssues. - - Executive Vice Chancellor for Business Affairs
Burck reported that Chancell or Cunni ngham had asked
himto chair an ad hoc commttee to examne the utility
costs and efficiency of The University of Texas System
conponent institutions and related regul atory issues.
He noted that the commttee, which is conposed of
representatives fromthe U T. System Ofices of
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Facilities Planning and Construction, Ceneral Counsel,
Governnent al Rel ations, and conponent institutions, wll
study utility costs and infrastructure issues to prepare
the U T. Systemto be in a conpetitive position when
deregul ati on occurs.

M. Burck noted that the committee is neeting with

i ndustry representatives, such as Enron, and the
University of California regardi ng energy conservation
neasures. He pointed out that the Ofice of Facilities
Pl anni ng and Construction is in the process of conpleting
an energy consunption survey and the results of that
study and additional reports on the deregul ati on of
utilities will be shared with the Board at a | ater date.

Regent Sanchez, who was responsible for bringing into
sharp focus utility issues, comrented briefly on Enron’s
i nnovative approach to the delivery of utilities and
noted that in conparing the U T. System and University
of California utility costs and use one nmust keep in mnd
that U T. Systemis a producer of resources and the
University of California is not.

U T. System Report on Action Plan for Institutional
Conpl i ance. --1n keeping with Chairman Evans’ request

that an ad hoc comnmttee to review all conpliance issues
wi thin The University of Texas System be established,
Executive Vice Chancellor Burck reported that the Ad Hoc
Commttee on Institutional Conpliance net at The
University of Texas Health Science Center at Houston on
March 2, 1998, and that neeting featured a three-hour
presentation by representatives of Deloitte & Touche LLP
entitled “Corporate Conpliance for Universities and
Academ ¢ Medical Centers.” At that neeting, the
commttee discussed the requisite elements of a U T.
System action plan to ensure institutional conpliance and
that action plan was circulated to all nenbers of the ad
hoc commttee for review and comment. A copy of the

U. T. System Action Plan to Ensure Institutional Conpliance,

as approved by the Chancellor and presented to the
Busi ness Affairs and Audit Conmittee on April 24, 1998,
ison filein the Ofice of the Board of Regents.

M. Burck noted that the Ad Hoc Committee on
Institutional Conpliance will focus on an action plan to
ensure conpliance with all federal and state | aws, the
Regents’ Rul es and Regul ati ons, and rel ated agency

requi renents where conpliance with regul ati ons and
rulings is an issue. Some of the institutional
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conpliance issues are federal grants and contracts,

envi ronnental health and safety, human resources,

I nternal Revenue Service, and the National Collegiate
Athl etic Association. M. Burck reported that conpliance
trai ning sessions are being conducted throughout the U.

T. System and representatives of Deloitte & Touche LLP
have met with the U T. System Executive Oficers and
chief adm nistrative officers regardi ng System w de
conpl i ance i ssues.

The conmittee’s goal is to have a conplete action plan by
Septenber 1, 1998, and Executive Vice Chancell or Burck
will present a followup report at the August 1998
meet i ng.

U T. System Report on Year 2000 Information System

| ssues.--1n review ng the Year 2000 Chal l enge, which is
a set of issues related to how conputers have been
programmed to store dates, Executive Vice Chancell or
Burck reported that all institutions within The
University of Texas System have Year 2000 prograns in
pl ace but the quality and conprehensi veness of those
progranms varies.

M. Burck noted that the four prinmary areas of potentia
I npact are:

a. Adm ni strative systens used to perform such
activities as application processing, enroll-
ments, financial aid, degree tracking, fee
col l ection, etc.

b. Physical plant facilities with enbedded devi ces
such as elevators, air conditioning systens,
al arm systens, etc.

C. Medi cal devices with enbedded systens
d. Department and research systens with enbedded
devices -- departnents and researchers nust

ensure that the tools they rely on (equipnent,
software, spreadsheets, etc.) will handl e date
cal cul ations properly or validity of research

activities could be inpacted.

In closing, M. Burck stated that it was his firm belief
that the U T. System has a programin place to address
the Year 2000 information system i ssues.



REPORT AND RECOMVENDATI ONS OF THE ACADEM C AFFAI RS COW TTEE
(Pages 39 - 79).--Commttee Chai rman Lebermann reported that
the Academic Affairs Conmttee had nmet in open session to
consider those matters on its agenda and to fornulate recom
mendations for the U T. Board of Regents. Unless otherw se
i ndi cated, the actions set forth in the Mnute Orders which
foll ow were recommended by the Academ c Affairs Conmttee and
approved in open session and w thout objection by the U T.
Board of Regents:

1. U T. System Authorization to Submt to the Coordinat-
i ng Board Revised Role and M ssion Statenents and Tabl es
of Progranms for General Academic and Health
I nstitutions.--Upon recomendation of the Academ c
Affairs and Health Affairs Commttees, the Board
aut hori zed The University of Texas System Admi nistration
to submt to the Texas H gher Education Coordinating
Board revised Role and M ssion Statenments and Tabl es of
Progranms which are consistent with the respective
conponent institution’s long-range strategic plan and the
consol i dated Tabl es of Progranms shown on Pages 42 - 43.

Section 61.051 of the Texas Educati on Code requires

t he Texas Hi gher Education Coordinating Board to review
periodically the Role and M ssion Statenents, Tables

of Programs, and all degree and certificate prograns

of fered by public institutions of higher education. In
April 1994, the Coordinating Board revi ewed and approved
Tabl es of Progranms for U T. System general academ c
institutions. In Cctober 1994, the Coordi nating Board
revi ewed and approved Tables of Progranms for U T. System
health institutions and Role and M ssion Statenents for
all U T. Systeminstitutions. The next conprehensive
review and anendnent to the Tables of Prograns will
provi de the framework and pl anni ng aut horization for new
degree prograns to be inplenented during the follow ng
four years. The U T. System Adm nistration is autho-
rized to negotiate with the Coordinating Board staff to
expand the Tabl es of Prograns adequately to provide for

t he planned addition of new degree prograns.

The U. T. Board of Regents first approved Tabl es of
Prograns for U T. Systeminstitutions in June 1984 as
a part of the U T. System strategic planning process.
The Tabl es of Prograns have guided planning in the U T.
System since that tine. Subsequently, the Coordinating
Board adopted nore detailed tables using footnotes in



sonme instances to restrict degree programauthority to
subsets of the broad discipline categories shown in the
tabl es. The Coordinating Board staff has indicated that
they will continue to use the footnote format. Conse-
gquently, U T. System Administration and the institu-
tional admnistrations will be called upon to work with
Coordi nating Board staff to resolve issues associ ated

wi th the footnotes.

The scope of progranms reconmended for each conponent
institution is based primarily upon the size of the
popul ati on served by that institution and the nunber of
degrees which a popul ation of that size m ght be expected
to earn annually. If the nunber of degrees projected for
a given level and discipline is |low, the corresponding
row and colum in the table is left blank and the univer-
sity does not seek approval to establish prograns in that
discipline and |l evel. Exceptions are nmade at the under-
graduate | evel for the core disciplines in the |iberal
arts and sciences and at any |evel and discipline where
special circunstances lead to the conclusion that a
strong program can be devel oped with an adequate nunber
of students to operate efficiently.

Nat i onal data on degrees awarded in the United States
have been used as guidelines for the devel opnent of these
tables. Wthin the two categories, core disciplines and
pr of essi onal prograns, the disciplines are listed in
descendi ng order fromthe discipline in which the nost
degrees are awarded to the discipline category in which
the fewest degrees are awarded. All categories used are
those in a national taxonony for classifying academ c
prograns. As a general rule, institutions serving a

| arger popul ation will have degree program authority

for nore categories than will smaller institutions.

The Tabl es of Progranms summari ze the nmajor changes to

be presented to the Texas Hi gher Education Coordi nating
Board. The Coordinating Board will be asked to grant
degree program planning authority for the disciplines and

| evel s coded "2". In addition, the Coordinating Board
wi ||l be asked to renpve sone of its current restrictions
in disciplines and |l evels coded "1". Al disciplines and

|l evels with a "1" code have been approved previously by
the U T. Board of Regents.



M nor changes to the narrative Role and M ssion State-
ments will also be submtted. Sone changes are necessary
to ensure consistency with the Tables of Programs. O her
changes are a result of institutional review processes.
None of the changes represent a substantive change in

m ssi on.

It is anticipated that the Coordinating Board will act
upon these Statenents/ Tables of Prograns at its July 1998
meet i ng.
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TABLE OF PROGRAMS
THE UNIVERSITY OF TEXAS SYSTEM

ACADEM C
March 1998
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Education
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Table 2

TABLE OF PROGRAMS
THE UNIVERSITY OF TEXAS SYSTEM

HEALTH | NSTI TUTI ONS
March 1998
Certificata Bachelor Masters Joctoral s>fesaicn
GIH|S |h 1GIHIS M
A{O|A (L JAJO|A L
JL L L|u|N| L|ulnis
- . =]
Cougervation & Rowable Nat. Rsrcs. 1
Education 1 1 1 1
Engineering 1
Home Egonomics 1 1 1
L A Sci.Gnrl, Stda. & Humanities 1
Biological Sciences/Life Sciences 1111 11 1
Public Administration & Services 1
Physical Sci/Sci Technologies 3 1
Multi/Interdisciplinary studies, othar 11
Psychology ) 1
Protactive service.. 1
Bealth Prof.k Related Scisnces
Comm. Disorders Sci. and Services Lo
community Health Services 1 I
Dentistry (D.D.S., D.M.D.) 1
DntlClncl Sci/Grd Dntstry (M3, PhD) 1A
Dental Services AA 1 1
Health & Admipistrative Services 1 |
Health and Medical Assistants 1 2 |
Hlth & Med. Diagnostic & Treat.sxv. [A AAP |1 12
Hlth & Med. Lab, Tchnlgs/Tchmen B BBA||1 1 1
Hlth & Med. Lab. Tchnlgs/Tchncn B
Medicine (M.D.) ! 1 11
Medical Basic Sclences 11 ! 111
Medical Clinic.1 sei. {M.S., BRD.}
Mental Health Services
Nursing E! 1 t11 111
Pharmacy 1 1 1
Public Health A 1 1
Rehabilitation/Therapautic Services 1 11 1 1T 2
Misc Hlth Scl & Allied Hlth Srve a
Dental Residency Prograns 1 1
Meaical Resicency Programs
Misc Hlth Prof. & Related Sci 212 22

1 - Table of Programs AUtRORATAUON Satul

1. Institutions have been given authority by th. U, T. Board of Regents t O develop degree

programs in this discipline and level.

2. Institution. are requesting U. T. Board of Regents' ® thority to davelop degree program
in this discipline and level.

a. Institutions are requasting U. T. Board of Regents' authority to develop pre-baccalaureate
certificate programs in this discipline.

A. 1Inatitutions have bheen given authority Dy the v. T. Board of Regents to develop
pre-baccalanreate certificate programs in this discipline.

B. Institutions have been givem authority by th. U, T. Board of Regents {0 develop

post-baccalaureata certificate programs in this discipline.



2.

U T. System Report on the Strategic Pl anni ng Process
and Agency Strategic Plans.--Dr. Joseph H Stafford,
Executive Associate for Planning and Academ c Prograns,
reported on the strategic planning process and the Agency
Strategic Plans of the conponents of The University of
Texas System which are to be submtted to the Legislative
Budget Board by June 15, 1998.

Dr. Stafford reported that since 1991 public universities
have been required to submt biennially to the
Legi sl ati ve Budget Board and the Governor’s O fice of
Budget and Pl anning an “Institutional/Agency Strategic
Plan.” Strategic plans for the current cycle, which nust
be signed by the Chairnman of the Board, are due on June
15, 1998, and build upon biennial plans which have been
prepared by the U T. System conponent institutions since
1982.

Dr. Stafford noted that the foundation for all of the
strategic plans is the institutions’ commtnent to
academ c prograns for their various constituencies and
regions and the plans place particular enphasis on the
(a) growi ng power of information technology for inproved
teachi ng and research, (b) recruitnment and retention of
under graduat e students in order to increase the nunber of
col | ege graduates, and (c) rapidly changing health care
delivery systens.

In response to Regent Oxford' s inquiry as to whether the
strategic plans are viable and dynam c pl anni ng and
measur enent tools, Chancell or Cunni ngham noted that in
devel opi ng the current plans he had asked each chi ef

adm nistrative officer to submt about 10-18 key
initiatives for his/her canmpus and in the next 9 or 10
nont hs he woul d revi ew where each is in the devel opnent
of these particular initiatives.

Comm ttee Chairman Lebermann noted that the Academ c
Affairs Conmttee will pull together sone information
that currently exists related to these strategic pl ans
and that will be a “measuring stick” to assess future
pl ans.



3.

U T. Arlington: Establishnment of a Master of Science
Degree in Health Care Admi nistration and Authorization to

Submt the Degree Programto the Coordinating Board for
Approval (Catal og Change).--The Academ c Affairs Com
mttee reconmended and the Board established a Master
of Science degree in Health Care Adm nistration at The
University of Texas at Arlington and authorized sub-

m ssion of the proposal to the Texas Hi gher Education
Coordi nati ng Board for approval. The degree programis
consistent wth U T. Arlington’s Table of Prograns as
approved by the U. T. Board of Regents and with insti-
tutional plans for offering quality degree prograns to
nmeet student needs.

The Master of Science degree in Health Care Adm ni stra-
tion at U T. Arlington is a 42 senester credit hour
master’s degree, which includes a nine senester credit
hour internship. O the 33 senmester credit hours of
regul ar classroominstruction, 24 will be taken in
courses which are already offered by the School of

Nursi ng, the Coll ege of Business Adm nistration, the
Col | ege of Engineering, the School of Social Wrk, or the
School of Urban and Public Affairs. Three new courses
will be created to provide an overview and integrating
framework for courses in fields such as the Econom cs of
Health and Health Care Information Systens.

It is anticipated that there wll be no additional
instructional costs associated with this program One
new full-tinme faculty nenber will be recruited to serve
as programdirector and graduate student advisor for the
program Approximately half of this individual’ s tine

will be commtted to program | eadership, student

advi si ng, and managenent of the internship program The
remaining tinme will be devoted to instruction, either
directly in this programor in the related courses
offered by the affiliated colleges and schools. 1In
addition, the cost of a half-time clerical support person
will be incurred. These nodest increnental costs for

delivery of the program are conparable to the costs of
serving a simlar increnent of increased enrollnent in
an existing program

Upon approval by the Coordinating Board, the next appro-
priate catal og published at U T. Arlington will be
anmended to reflect this action.



4.

U T. Austin: Approval of a License Agreenent with
Orasis Software, Inc., Austin, Texas, and Authorization
for Dr. Benito Fernandez to Hold Equity in and Serve as
a Director of Orasis Software, Inc.--Upon recomendati on
of the Academic Affairs Cormittee, the Board:

a. Approved the License Agreenent set out
on Pages 48 - 61 between the U. T.
Board of Regents, for and on behal f of
The University of Texas at Austin, and
Orasis Software, Inc., Austin, Texas

b. Approved the holding of equity in and
service as a director of Orasis Software,
Inc., by Dr. Benito Fernandez, Associate
Prof essor in the Departnent of Mechanical
Engineering at U T. Austin.

Dr. Benito Fernandez, an Associ ate Professor of Mechan-
ical Engineering at U T. Austin, has devel oped software
including (1) “Software - A Virtual Instrunent for Con-
ti nuous Equi prment Condition Assessnent and End-of-Life
Prediction,” as described in Invention No. 97-051 FER,
(2) “(sigma)-Net: Statistica-Net - A Neural Network
for Data Boundi ng and Confidence Measure Estination of
Static and Dynam c Systens,” as described in Invention
No. 97-030 FER, (3) “CEN. Genetically-Engi neered
Net wor ks,” as described in Invention No. 97-031 FER,
and (4) “i-CAMD: Intelligent Condition Assessnent

of Mechatronic Devices,” as described in Invention

No. 97-032 FER (collectively the “Software”).

The Software products that will be devel oped under this
agreenent will use technol ogy from Texas A&M University
and U T. Austin. Texas A&M University has entered into
a separate but simlar |license agreenent with Orasis
Software, Inc. (Orasis). Also, Texas A&M University

and the U T. System have entered into a Menorandum of
Agreenment that details the intellectual property rights
and royalty sharing arrangenent upon successful conmmer-
cialization of the Software.



Under the License Agreenent, Orasis is granted an excl u-
sive, worldwi de license and right to nmake, have made,
use, lease, rent, sell, and distribute the Software.
Orasis wll pay the U T. Board of Regents (a) a royalty
fee of $2,500 within 90 days of the effective date of
the agreenment, (b) an additional royalty fee of $7,500
due one year fromthe effective date, and (c) three
percent (3% running royalty on net sales of |icensed
products to be shared equally between Texas A&M
University and U. T. Austin as outlined in the Menorandum
of Agreenent. The License Agreenent includes sublicense
provi sions and rei nbursenent of all Software expenses

to date and on patent applications filed in the future.

Dr. Fernandez has requested approval to serve as a
director of Orasis, and he currently holds equity in
Orasis. There is no conflict of interest between

Dr. Fernandez’ academ ¢ and research responsibilities to
U T. Austin and his responsibilities as a director of
Orasis. The activities by Orasis involve applied
research and t he devel opnent of prototype software
products, and Dr. Fernandez’ |aboratory perforns basic
research.



LICENSE AGREEMENT
between

ORASIS SOFTWARE, INC.
and

THE UNIVERSITY OF TEXAS SYSTEM

THIS AGREEMENT (Agreement) is made by and between the BOARD OF
REGENTS (BOARD) OF THE UNIVERSITY OF TEXAS SYSTEM (SYST EME? an
agency of the State of Texas, whose address is 201 West 7th Street, Austin, Texas 78701,
on behdf of THE UNIVERSITY OF TEXAS AT AUSTIN (UNIVERSITY), a component
ingtitution of SYSTEM, and ORASIS SOFTWARE, INC. (LICENSEE), a Texas
corporation having a principa place of business located a 3355 Bee Caves Road #203,
Audin, Texas 78746.

RECITALS

A. BOARD owns catan PATENT RIGHTS and COPYRIGHTS reated to

LICENSED TECHNOLOGIES which were developed at UNIVERSITY, a component
inditution of BOARD, and

B. BOARD desires to have LICENSED TECHNOLOGIES developed and
usad for the benefit of LICENSEE, the inventor, BOARD, and the public as outlined in the
Intellectua Property Policy promulgated by the BOARD, and

C. UNIVERSITY and Texas A&M System have collaborated in research and
the development of certain technologies related to complex systems utilizing neural
networks and learning agorithms resulting in some invention disclosures jointly owned by
both BOARD and the Texas A&M Sysem, as wel as relaed technolol\%ies soldy invented
by researchers from UNIVERSITY and by researchers from Texas A&M System; and

D. To facilitate and make possible coordinated protection and
commercialization of these related intellectual properties, Texas A&M System and
SYSTEM have entered into a Memorandum of Agreement (atached hereto as Exhibit A)
addressing wherein SYSTEM and the Texas A&M Sysem have agreed to divide royaties
such that products developed by way of joint collaboration between researchers from the
two Systems agree to one royaty, and

E. LICENSEE now desires to obtain alicense to the subject technologies
owned by the BOARD for the purpose of pursuing the commercialization of such
intellectual property; and

NOW THEREFORE, in condderation of the mutud covenants and representations
contained herein, and other good and valuable consderation, the receipt and sufficiency of
which is hereby acknowledged the parties hereby agree as follows:

- 48 =
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ARTICLE I - DEFINITIONS
“LICENSED TECHNOLOGIES' <hdl mean the technology, methods, agorithms,

software and developments covered by PATENT or TECHNOLOGY RIGHTS or
COPYRIGHTS described in the following Disclosure of Inventions.

12

13

14

15

16

@) SYSTEM'’s Disclosure of Invention No. 97-051 FER “Software . A Virtud
Ingrument for Continuous Equipment Condition Assessment and End-of-
Life Prediction”; and

(i) SYSTEM's Disclosure of Invention No. 97-030 FER “sigma)-Net:
Statistica-Net - A Neural Network for Data Bounding and Confidence
Measure Edtimation of Static and Dynamic Systems’; and

(i)  SYSTEM'’s Disclosure. of Invention No. 97-031 FER “GEN: Genetically-
Engineered Networks’; and

(iv)  SYSTEM’s Distlosure of Invention No. 97-032 FER “i-CAMD: Inteligent
Condition Assessment of Mechatronic Devices'.

“PATENT RIGHTS' shdl mean BOARD's rights in presently exigsing information
or discoveries covered by Fatents and/or patent agpplications whether domestic or
foreign to be tiled, and al divisons, continuaions, continuaions-in-part, reissues,
reexaminations Or extensions thereof, and any |etters patent that issue thereon,
which name. Benito Fernandez as either sole or joint inventor and which relate to the
manufacture, use or sde of neural networks and learning agorithms.

“TECHNOLOGY RIGHTS’ shal mean BOARD'’s rights in any technical
information, know-how, procedure, technique, design, drawing, or data relating to
neurd networks and learning agorithms developed & UNIVERSITY prior to the
EFFECTIVE DATE of this Agreement which are not covered by PATENT

RIGHTS, but which are necessary for practicing the invention coveredoy PATENT
RIGHTS. P : d

“COPYRIGHTS’ shall mean all domestic and international copyrights and
registrations therefore protecting any aspect of the software and associated
documentation which exists or is developed for use, development or
implementation of the technology which may be described in the LICENSED
TECHNOLOGIES and/or described or claimed in PATENT RIGHTS and
TECHNOLOGY RIGHTS which name Benito Fernandez as author during the time
he is employed by UNIVERSITY.

“FUTURE TECHNOLOGIES” shdl mean any and dl new discoveries, inventions,

andlor improvements to LICENSED TECHNOLOGIES developed which name

Benito Fernandez as author or inventor while on sabbaticd from UNIVERSITY.

gbb E%rgaqdez will notify UNIVERITY, in writing, of the effective dates of his
atical.

“LICENSED PRODUCTS dhdl mean any processes or products, including but
not limited to, computer software, programs, architecture and the like, which are (3)
SOLD, leased or sublicensed to athird party, or (b) used by LICENSEE in the
provision of services of any kind to thii parties, which are covered under any vaid
clam, in whole or in pat, or which are within the scope of any COPYRIGHTS, in
whole or in part.
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“NET SALES” shdl mean the purchase price, royaties, service fees, or license
fees, rentel fees, user fees, or any other sums whatsoever collected by LICENSEE
for LICENSED PRODUCTS hereunder, less the sum of the following:

(@)  sdes taxes, tariff duties andlor use taxesdirectly imposed with reference to
particular sdes,

(b)  outbound transportation prepaid or alowed:;
(©) amounts alowed or credited on returns.

Should LICENSED PRODUCTS be packgqed or combined with other processes,
products or software, and sold, | or sublicensed by LICENSEE or
SUBSIDIARY as a comprehensive product package, NET SALES shall be
computed b multiﬁl%/in the net sales of the total packaged product(s) by the
“SYSTEM PERCENTAGE.

It is understood that consideration from the SALB of beta units or contracts for test
pilot studies or other contractual obligations that do not result in direct sales of
LICENSED PRODUCTS, as well as proceeds that are considered pat of a dtart-u

fundin% or additional rounds of financing, shal not be consdered NET SALES. |t
is further understood by LICENSEE that LICENSEE shdl not provide or exchange
LICENSED PRODUCTS for any type of consideration in lieu of payment of
royalties as described in paragraph 3.3 of this agreement, and LICENSEE shall
report any consideration of any kind received from the transfer of beta units or
contracts to third parties and any and all consideration of any kind received
involving start-up funding and/or additiond financing in annua reports as described
in paragraph 5.3(b) hereinbelow

No deductions shdl be made for commissons pad to individuas, whether they be
with independent sdes agencies or regulaly employed by LICENSEE and on its
payroll, or for the cost of collections. LICENSED PRODUCTS shall be
conddered “sold” upon payment of product invoice. Receipts from transactions
which are not made a arm’s length shall be assigned the vaue they would have had
in dmilar commerciai sdes made a am's length.

The“SYSTEM PERCENTAGE” shall mean the percentage of the total product
package attributable to or conssting of LICENSED PRODUCTS, such ntage
to be mutualy determined in writing and agreed upon by BOARD and LICEN
with each product or package developed and marketed by LICENSEE. The
percentages established shall also be applicable to any deductions permitted
hereinabove.

“EFFECTIVE DATE” shall mean the latest date this Agreement is executed by
LICEN|SEE, UNIVERSITY, and content approved by the Office of General
Counse

“FUNDING DATE’! shall mean one year from the EFFECTIVE DATE or upon
securing one million dollars ($1,000,000) in dart-up funding, whichever comes
first.

“SUBSIDIARY” shall mean any business entity more than fifty percent (50%)
owned by LICENSEE, any business entity which owns more than fifty (50%) of
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2.1

2.2

2.3

2.4

31

3.2

3.3

LICENSEE, or any business entity that is more than fifty percent (50%) owned by
a business entity that owns more than fifty percent (50%) of LICENSEE.

“SALE” or “SOLD” shdl mean the transfer or disposition of a LICENSED
PRODUCT for vdue to a paty other then LICENSEE or a SUBSDIARY.

ARTICLE II - GRANT

Grant. Subject to the terms and conditions of this Agreement and the reservations
outlined in paragraphs 2.2, 2.3, and 2.4 below, BOARD hereby grants to
LICENSEE the exclusve, worldwide license and right to make, have made, use
lease, rent, sell, and distribute LICENSED PRODUCTS, or otherwise practice
LICENSED TECHNOLOGIES, and to grant sublicenses of the same scope, to the
end of die term of this Agreement  Furthermom. BOARD hereby grants to
LICENSEE a one hundred twenty (120) day right of first refusal to negotiate for
license rights to FUTURE TECHNOLOGIES.

Resarvation. BOARD hereby reserves an  irrevocable, nonexclusive,  royaty-free
right to LICENSED TECHNOLOGIES for research and educationa purposes only,
and not for commemia purposes, during the term of this Agreement.

BOARD retains the right to publish the general scientific findings from research
rdaed to LICENSED TECHNOLOGIES. Furthermore, BOARD hereby reserves
the right to use technology comprising LICENSED TECHNOLOGIES in any
future research and in development programs sponsored by the U.S. Government
or the State of Texas, and rights required to be granted to the U.S. Government or
the State of Texas.

Government Rights. Rights to LICENSED TECHNOLOGIES granted under this
Agreement are subject to rights required to be granted to the Government of the
United States of America pursuant to 35 U.S. Code, 200-211.

ARTICLE III - CONSIDERATION

Licensee Fee. As condderation for the license granted herein, LICENSEE agrees
to BOARD a nonrefundable royaty fee in the amount of ten thousand dollars
($10,000). Two thousand five hundred ($2,500) dollars shal be. due and payable
ningty (90) days from the EFFECTIVE DATE of this Agreement with the baance
of seven thousand five hundred ($7,500) dollars due and payable one. year from
the EFFECTIVE DATE

Patent Expenses. As additional consideration for the license granted herein,
LICENSEE shall fund the future prosecution of patents and/or petent applications
for protection of LICENSED TECHNOLOGIES, as more fully described in Article
VI. LICENSEE shdl pay dl patent expenses directly to the legd counsd sdlected
upon the mutual consent of both parties, with copies of invoiced payments sent to
BOARD

Roydty on LICENSED PRODUCT. As additiond consderation for the license
granted herein, LICENSEE shall remit to BOARD and Texas A&M System a
combined total royalty of three percent (3%) of NET SALES of LICENSED
PRODUCT made by LICENSEE or any SUBSIDIARY, such roydty payment to
be distributed to the BOARD and Texas A&M System in accordance with
digtribution formulas set forth in the attached Memorandum of Agreement, Exhibit
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3.5

4.1

4.2

A. Should a LICENSED PRODUCT be claimed under more than one of the
intellectual properties which comprise PATENT RIGHTS or COPYRIGHTS,
BOARD agrees and consents that only one royaty rate shal he applied aganst NET
SALES for such LICENSED PRODUCT, the rae as set forth hereinabove.

Roydty on COPYRIGHTS. In the event that a subject patent application claiming
features of a LICENSED PRODUCT fails to issue, and the LICENSED
PRODUCT is thereafter subject only to the scope of copyright protection for
software transferted to LICENSEE for im_Flemcntation of the expected patent
clams, then the roydty rate on COPYRIGHTS shdl be negotiated and agreed, in
writing, by both parties in good faith.

Minimum Annua  Congderation. Should annua roydties pad to BOARD from
NET SALES of LICENSED PRODUCT not egud or surpass the minimum annua
condderation amounts set forth below, in order to maintain this exclusive license,
LICENSEE shdl pay to the BOARD minimum annua congderation according to
the following schedule

Year 1(2,000) - $5,000

Year 2 (2,001) - $10,000

Year 3 (2,002) - $10,000

Year 4 (2,003) - $50,000

Year 5 (2,004) - $50,000

Year 6 (2,005) and each year that the license agreement
is in effect thereafter « $100,000

In the event that LICENSEE does not achieve any NET SALES in the calendar
year, or tha running royaties for the Cdendar year do not achieve the required
minimum, LICENSEE’s roydty payment for the last quarter of the caendar year
shall include payment of the balance needed to achieve the minimum annual
consideration for that caendar year. In the event that this Agreement expires or is
terminated prior to the end of a calendar year in which such minimum annual
congderation is due, the minimum annua consderation shal be prorated for the
year.

ARTICLE IV - SUBLICENSES

Sublicenses. LICENSEE may grant royalty-bearing sublicenses hereunder to
ersons, firms, or corporations for further distribution of LICENSED
ODUCTS. The terms and conditions of such sublicenses shal be consistent
with the terms of this Agreement, further LICENSEE shdl be responsble for its
sublicensees relevant to the Agreement. LICENSEE shdl pay BOARD twenty-five
percent (25%) of any and al such consideration received or due from sublicensee.

Reporting. LICENSEE shall notify BOARD of the grant of a sublicense to any
thibd party, and upon request shall promptly provide BOARD with true and
accurate copies of al executed sublicenses within thirty (30) days of such request.
LICENSEE shdl aso provide copies of such sublicensee’s quarterly reports as are
pertinent to caculation of SYSTEM's consideration hereunder.

- 52 =



4.3

4.4

5.1

5.2

5.3

Non-cash transactions. LICENSEE shall not accept anything of value from
sublicensee in lieu of money payment under a sublicense of LICENSED
TECHNOLOGY without the express written consent of the BOARD. Such consent
shall not be unreasonably withheld.

Sublicense obligations. LICENSEE agrees that any sublicenses granted by it shall
provide that the obligations to the BOARD of Article X1, and paragraphs 13.1,13.2

and 13.3 of this Agreement shall be binding upon the sublicensee(s) as if it were a

party to this Agreement. LICENSEE further agrees to include or attach copies of
these Articles and paragraphs to any sublicense agreements.

ARTICLE VY - DUE DILIGENCE

Commercial DevcloEIment. LICENSEE agrees to use reasonable efforts to develop
and commercialize LICENSED PRODUCTS. In addition to milestones described
in paragraph 5.2, reasonable efforts may include ongoing and active research,
development, manufacturing, marketing or licensing programs as appropriate,
directed toward production and SALE of LICENSED PRODUCTS.

Milestones. In addition, LICENSEE shall adhere to the following milestones:

(a) LICENSEE shall deliver to BOARD a detailed business plan which shall
include at a minimum, development and =ssssmialization plans, financial
projections, biographical data and resumés of company executives, and an
accounting of investors and potential investors. This information shall be
subject to the confidentiality provisions of paragraph 8.4 and shall be
delivered to BOARD no later than ninety (90) days from the EFFECTIVE
DATE of this Agreement.

(b)  Within sixty (60) days following the close of each calendar year,
LICENSEE shall deliver to BOARD a written report as to LICENSEE'’s
efforts and accomplishments during the preceding year in commercializing
LICENSED PRODUCTS, as well as its commercialization plans for the
coming year. This information shall be subject to the confidentiality
provisions of paragraph 8.4

(c)  LICENSEE shall complete development of a commertial prototype of a
LICENSED PRODUCT within twenty-four (24) months following
FUNDING DATE.

(d)  LICENSEE shall record first SALE of a LICENSED PRODUCT within
sixty (60) months of the FUNDING DATE.

(e) LICENSEE shall secure funding of not less than five hundred thousand
($500,000) dollars within thirty (30) months of the EFFECTIVE DATE of
this Agreement.

Failure to Accomplish Milestone or Record NET SALES. Should LICENSEE fail
to achieve milestones specified in paragraph 5.2 above, or should LICENSEE fail
to record NET SALES for two (2) consecutive calendar years once SALES begin
(as required by paragraph 5.2(d)), the BOARD, at its sole option, may waive the
requiremnent to achieve the milestone, may renegotiate the milestone, may revise the
license to a nonexclusive license, or may terminate this Agreement in accordance
with paragraph 9.3,



6.1

6.2

6.3

ARTICLE VI - PATENTS

U.S. Paent Applications. Upon execution of this Agreement, LICENSEE ¢hdl file
one or more U.S. 1patent goplication(s) with the U.S. Patent and Trademark Office
for protection of the Disclosures of Invention comprising LICENSED
TECHNOLOGIES. Such application(s) to be tiled no later than (i) twelve 812)
months following the Effective Date, and/or (ii) Sixty (60) days prior to any bar date
wherein the opportunity to protect PATENT RIGHTS may be lost it a patent
application is not filed with the U.S. Patent and Trademark Office.

(@  The number and scope of each agr;lication(s) shdl be mutualy determined
by BOARD, LICENSEE and lega counsdl, in regard to the technolo
described in paragraph ‘1.1, Such determinations shal be made as a result
of good faith discussions between the parties to assure appropriate
protection for the LICENSED TECHNOLOGIES.

()  The LICENSEE shdl prosecuteto-completion dl U.S. patent application(s)
comprisng PATENT RIGHTS. “‘Prosecution to completion” shal mean
diligent prosecution of the origind and any continuing patent goplications
before the U.S. Patent and Trademark Office to issuance or to a final
reection. LICENSEE is not required to, but may at its discretion, pursue
an apped to the Board of Patent Appeds and Interferences, or the Federa
Circuit Courts, or similar action in foreign countries.

(¢)  The LICENSEE shall maintain, at its own expense, any U.S. patents
issuing from the prosecution described hereinabove.

(@) In the event that LICENSEE determines not to secure patent protection for
any LICENSED TECHNOLOGIES, or determines to abandon any such
application or issued patent, and BOARD determines that patent applications
should be pursued or patents mantaned, then BOARD shdl have the right
to tile, prosecute and/or maintain such patent apPIicaIions and patents at its
own expense. In such case, LICENSEE shall have no tights in patent
applications tiled and prosecuted, and/or patents maintained a BOARD’s

expense.

Foreign Patent Applications. At its sole discretion and expense, LICENSEE may
file, prosecute and maintain foreign patent applications and patents corresponding to
the above-referenced U.S. applicaions in accordance to the following: LICENSEE
shdl inform BOARD, in writing, within three (3) months from the date of filing for
each U.S Paent Application as to its sdection of foreign countries in which it
intends to seek patent protection for each r ive technology. LICENSES shall
do so at its own expense. LICENSEE shall diligently prosecute and maintain
corresponding foreign patent applications and patents in countries selected by
LICENSEE BOARD shal have the right to file, prosecute and maintain
corresponding foreign patent applications at its own expense in those forei gn
countries not initially selected by LICENSEE, or subsequently abandoned by
LICENSEE. In such case, LICENSEE shal have no rights in such patent
applications tiled and prosecuted, and/or patents maintained in such foreign
countries & BOARD’s expense

Information. LICENSEE shdl provide BOARD the opportunity to provide input
during the preparation of the patent application(s) and any officid proceedings
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thereafter, including, but not limited to (i) technica input to al applications, office
actions and similar proceedings, and (ii) proposed costs and/or estimates for patent
applications, office actions and other official proceedings. Furthermore., the
LI CENSEE  shdl kesp BOARD promptly and fully informed of the status of patent
prosecution or other proceedings. LICENSEE shall provide copies to BOARD of
al patent apéolications filed by the LICENSEE comprising LICENSED
TECHNOLOGIES, as wedl as dl information received concerning office actions,
the initistion or possble initistion of any interference, opposition, i-e-examination,
reissue, revocation, nullification or any other patent office officid proceeding.
Cf&omes of patent counsel shall be mutually agreed, in writing, by BOARD an

LICENSEE.

Financial Responsibility. LICENSEE shall be responsble for al expenses invoiced
by legd patent counsel for the prosecution and maintenance described in paragraphs
6.1 and 6.2 (with the exception of any domestic or foreign prosecution or
mantenance edected a BOARD's expense). LICENSEE shdl render payment for
such expenses directly to me law firm with copies to BOARD.

Proprietary Rights. All patent rights and other pmprietary tights hereunder
%em.ining to LICENSED TECHNOLOGIES am vested in and solely owned by

OARD, "with the exception to the. technology described in paragraph 1.1(i) which
is owned by BOARD and Texas A&M System jointly. LICENSEE <hdl take all
reasonable action to protect such proprietary rights.  All patent applications
prosecuted under Section 6.1 and 6.2 shal be issued in me name of BOARD, with
the exception to me technology described in paragraph 1.1(i) which is jointly
owned with the Texas A&M System.

Ownership Rights of Technology. Any and dl future inventions developed soldy
by employees of UNIVERSITY shdl be owned soldy by BOARD. Any and al
future inventions developed by employees and %ents of me LICENSEE ghdl be
owned soldy by the LICENSEE. Any and dl future inventions developed jointly
by employees and/or agents of BOARD and employees and/or agents of
LICENSEE shdl be jointly owned by the BOARD and LICENSEE.

ARTICLE VII - PAYMENTS AND REPORTS

When Payments Are Due. Payments shall be due and payable each calendar
quarter. Such payments and reports shdl be made to BOARD In cam of Paricia C.
Ohlendorf, The University of Texas at Austin. 201 Main Building (G1000},
Augiin, Texas 78711-1111 with a copy to Office of Technology Licensing and
Intellectual Property, The University of Texas At Austin, MCC Building, Suite
1.9A (R3500), 3925 West Braker Lane, Audin, TX 78759, Attention: Director,
not later than sixty (60) days after the last day of the caendar quarter in which they
accrue.

Royalty Reports. With each quarterly payment, LICENSEE shal provide
information sufficient to alow BOARD to calculate the roydty due that quarter.
This information shdl include, & aminimum, sdes receipts, sublicensee reports,
deductions itted under this Agreement and roydty due. No quaterly reports
are due un!il the first SALE of LICENSED PRODUCTS begin. After product sdles
begin, quarterly reports shal be provided even if no royalties accrued during the
quarter.

= 55 =



7.3

1.4

1.5

8.1

8.2

Currency. Payments shdl be in United States dollars, without deduction for taxes,
assessments or fees of any kind. If any currency converson shdl be required in
connection with the payment of royaties hereunder, such converson shal be made
using the exchange rete prevailing a the Chase Manhattan Bank (N.A.) on the last
bulsmcss day of the cdendar quarter reporting period to which royaty payments
relate.

Inspection of Books and Records. At its own expense, BOARD may annually
inspect LICENSEE's books and records as needed to determine roydties due to
BOARD. LICENSEE shdl maintan such books and records for a least three (3)
years following the dates of the underlying transactions. Any such inspections
shal be in confidence and conducted during ordinary business hours, and BOARD
will provide LICENSEE prior notice of two (1'2) weeks before making such
inspections.  BOARD may employ a Certified Public Accountant for this purpose.

Interest charges. Overdue royalty payments shal accrue interest until payment at
the rate of one and one-haf percent (1.5%) per month, or the highest rate permitted
by law, whichever is lower. The payment of such interest shall not foreclose
SYSTEM from exercising any other rightsit may have as a consequence of the
lateness of any payment.

Confidential Information Identified. Obligations of confidentiality cover al
information which any party to this Agreement discloses to any other party,
provided that the information concerns or aises out of this Agreement and is made
In a written document marked “Proprietary and Confidential.” This informetion is
caled “CONFIDENTIAL INFORMATION.” However, the fol lowing classes of
information are specifically excluded from this definition of “CONFIDENTIAL
INFORMATION':

(a) Information which is available to the public a the time it is disclosed;

(b) Information which becomes available to the public without a breach of this
Agreement;

(¢  Information which the. recipient already possesses at the time it is disclosed,

(d) Information which is internaly developed by the recipient independently of
an(ilj wholly without knowledge of the CONFIDENTIAL INFORMATION;
an

(e) Information which is lawfully disclosed to the recipient by a third party
which makes such disclosure without a breach of any secrecy Agreement.

Secrecy. The recipient shall hold the CONFIDENTIAL INFORMATION in

confidence and shdl not disclose it nor permit it to be disclosed to any other party.
The recipient shall use the CONFIDENTIAL INPORMATION solely for the
purposes of this Agreement.

8.3 Governmental Disclosure. It is understood that the recipient of any

CONPIDENTIAL INFORMATION shall not be precluded from disclosing such
CONFIDENTIAL INFORMATION if such disclosure is made in response to a
valid order of acourt or other governmen tal body of the United States or any
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political subdivison thereof or any opinion of the Attorney Generd of Texas;
provided however, that the recipient first shall have given sufficient notice to the
disclosing party to allow the other party to seek protection from such order.
Furthermore, it is understood and agreed that nothing in this Agreement shall
prevent ether party from disclosng information to the United States or any State or
foreign government, or to any agency or representative thereof, which is required to
be disclosed by law or regulation or to satiSfy any governmental regulation relating
to the use of the LICENSED PRODUCTS. It is understood and agreed that
disclosure of CONFIDENTIAL INFORMATION may be made to the U.S. Patent
and Trademark Office, and to comparable foreign patent offices, for purposes of
securing and  prosecuting  patent  gpplication(s).

Protective  Measures.  To protect the confidentiality of the CONFIDENTIAL
INFORMATION, the recipient shal take the same measure which it takes to protect
the confidentiality of itS own confidential information, and shall take those
measures which a prudent business person would take to protect valuable, secret,
proprietary  information.

ARTICLEIX - TERM AND TERMINATION

Expiration. This Agreement unless sooner terminated asprovided herein, shall
remain in effect until the expiration of the last-to-expire of the patent(s) under the
PATENT RIGHTS, or if no patents issue, for 15 years from the EFFECTIVE
DATE of this Agreement

Termination by LICENSEE. LICENSEE may terminate this Agreement b
providing written notice to BOARD at least ninety (90) days before. suc
termination is to take effect.

Termination by BOARD. If LICENSEE defaults in making Paymems under this
Agreement, or fals to satisfy due diligence requirements specified in Article V, or
otherwise materially breaches this Agreement, BOARD may give LICENSEE
written notice of such breach. LICENSEE dhal have a period of ninety (90) days
from receipt of such notice to cure the breach. If LICENSEE does not curethe
breech to the reasonable satisfaction of BOARD within this period, BOARD may
terminate this Agreement by giving written notice of its election to do so.

Licensee's Financid Condition. If LICENSEE: (a) ceases to carry on its business,
or (b) becomes “insolvent” under chapter 7 (as such term is defined in the United
States Bankruptcy Code, as may be. amended from time to time), or (c) fails to pay
its debts in the ordinary course of business under conditions indicating insolvency,
or (d) voluntarily seeks, consents to or acquiesces in the benefits of any bankruptcy
or smilar debtor-relief laws, then BOARD may terminate this Agreement withotit
prejudice to any otherremedy to which BOARD may be entitled a law or in equity
or Celse\ghere under this Agreement, by giving written notice of such termination to
LICENSEE.

Retun of Rights. ShouldthisA%re_ement e terminated under either parﬁraf)hs
9.2, 9.3, or 9.4 above, any and al rights, licenses and claimshereunder shall be
returned by LICENSEE to BOARD. All CONFIDENTIAL INFORMATION shdll

be promptly returned to the respective parties.

Swival of Sublicenses. Any sublicense granted by LICENSEE under this
Agreement shdl survive termination of this Agreement. Upon termingtion of this



Agreement under paragraphs 9.2, 9.3, or 9.4 above, LICENSEE shall assign to
BOARD dl of its rights in such sublicenses.

9.7  Other Matters Surviving Terminaion. All accrued obligations and clams, including
royaty obligations and clams or causes of action for breach of this Agreement,
shall survive termination of this Agreement Obligations of confidentality shall
survive termination of this Agreement. This section 9.7 controls in the case of a
conflict with any other section of this Agreement.

10.1  Notice of Infringement. BOARD and LICENSEE shdll promp}l%_ notify the other
party, in writing, of any alleged infringement of any PATENT RIGHTS and/or
COPYRIGHTS. Within thirty (30) days after receipt of such notice, BOARD and
_I_nIfC_ENSER shdl meet and mutualy agree upon a draegy for resolving the dleged
infringement.

10.2 Legd Process. LICENSEE shdl have the right, but no obligation, to pursue legd
process to redress the alleged infringement. LICENSEE. with written approval
from SYSTEM, may bring such process in the name of BOARD and subject to the
statutory authority of the Attorney Generd of the State of Texas may make BOARD
a paty plantiff or otherwise appropriate participant in such process. LICENSEE
shall. indemnify BOARD against any order for costs that may be made against
BOARD in such proceedings. LICENSEE is entitded to bring legd action for pest
and present intiingement and seek injunctions for future actions of intiingement

10.3 Mone Recovery. Any monetary recovery for an infringement in a suit brOlIJtht
by LICENSEE shall be applied in the following manner: first, to LICENSEE's
documented legd expenset second, distributed to BOARD according to the royalty
payment (as defined in paragraphs 3.3 and/or 3.4 and in the. attached Memorandum
of Agreement), with balance of recovery to LICENSEE.

10.4 Cooperation. BOARD and LICENSEE shall cooperate in any legal process
concerning aleged infringement of PATENT RIGHTS. Bach party snall, to the
fullest extent possble, make avalable its employees, records, information and the
like as are relevant to the legal process.

10.5 Action by BOARD. Should LICENSEE choose not to pursue legal action to
redress the dleged infringement, BOARD may do s0 a its own expense. Any
monetary recovery resulting from such pursuit shall be applied in the following
manner; first to SY STEM’ s documented legal expenses; second, distributed as
follows  zero (0) percent to LICENSEE. and one hundred (100) percent to
BOARD.

ARTICLE XI - LIABILITY

11.1  Paent Infringement Indemnification. LICENSEE shdl a al times during the term of this
Agreement and thereafter, indemnify, defend and hold harmless BOARD, SYSTEM,
UNIVERSITY, its regents, officers, employees, and affiliates, against any claim,
proceeding, demand, liability, or expense (mcluding legal expenses and reasonable
attorney’s fees) which relates to any causes of action brought by athird party alleging
infringement of a domestic or foreign patent resulting from the activities of LICENSEE, its
SUBSIDIARIES or sublicense-es under this Agreement.
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11.2

11.3

121

Product Ligbility and Indemnification. LICENSEE shdl a dl times during the terms of
this Agreement and thereafter, indemnify, defend and hold hamless BOARD, SYSTEM,
UNIVERSITY, its regents, officers, employees, and affiliates, against any claim,
proceeding, demand, liability, or expenses (including legal expenses and reasonable
attorney’ s fees) which relates to injury or death to persons or damage to property, or
agang any other claim, proceeding, demand, expense and liability of any kind whatsoever
resulting from the production, manufacture, sade, use, lease, consumption or advertisement
of LICENSED PRODUCTS or aigng from any obligation or activities of LICENSEE, its
SUBSIDIARIES, or sublicensees under this Agreement.

Representation. BOARD represents that it owns or has obtained rights to the LICENSED
TECHNOLOGIES, and tha it has the full right and power to grant the license st forth in
paragraph 2.1. and that there are no outstanding agreements, assignments, or
encumbrances inconsistent with the provisions of this Agreement BOARD MAKES
NO OTHER REPRESENTATIONS AND EXTENDS NO OTHER
WARRANTIES OF ANY KIND, EITHER EXPRESS OR IMPLIED,
INCLUDING BUT NOT LIMITED TO, WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE,
NOR DOES BOARD ASSUME ANY OBLIGATIONS WITH RESPECT TO
INFRINGEMENT OF LICENSED TECHNOLOGY OR OTHER RIGHTS OF
THIRD PARTIES DUE TO LICENSEE’'S ACTIYITIES UNDER THIS
AGREEMENT.

ARTICLE XII - NOTICES

Notices. Notices or other communications required by this Agreement shall be sufficiently
made or given if maled by Certified First Class United States mail, postage prepaid, or by
commercial carier (eg., Federa Express, Airborne, efc.), when such carier mantains
receipt of record of delivery, addressed to the address stated below, or to the last address
specified in writing by the intended recipient

(@) If to BOARD:
Board of Regents
The Universty of Texas System
201 West 7th Street
Augin, TX 78701
ATTENTION: Office of Generd Counsd
FAX: (512) 499-4523
PHONE: (5 12) 499-4462

with a copy to: Office of Technology Licensng and Intellectud Property
The University of Texas at Audtin
MCC Building, Suite 1.9A (R3500)
3025 West Braker Lane
Audtin, Texas 78759
ATTENTION: Director
FAX: (512) 475-6894
PHONE: (512) 471-2995
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131

13.2

133

13.4

13.5

13.6

13.7

(b) If to LICENSE:

George E. Todd, VP of Finance
Orass Software, Inc.
3355 Bee Caves Road, Suite 203
Augtin, Texas 78746

ARTICLE X1II - MISCELLANEOUS PROVISIONS

Export Contrals. It is understood that BOARD and LICENSEE are subject to United States
laws and regulations controlling the export of technica data, computer software, laboratory
prototypes and other commodities, and that its obligations hereunder are contingent on
compliance with applicable United States export laws and regulations. The transfer of
certain technical data and commodities may require a license from the cognizant agency of
the United States Government and/or written assurances by LICENSEE that LICENSEE
shdl not export data or commodities to certain foreign countries without prior approva of
such agency. BOARD does not represent that a license shdl not be required nor does it
represent that, if required, a license shall be issued.

Non-Use of Names. LICENSEE shall not use the names of BOARD, SYSTEM, or
UNIVERSITY, or of any of its emplo?/ess or comﬁonents or any adaptation there of, in
any advertisng, promotiona or sdes literature without the prior written consent obtained
from BOARD in each case, except that LICENSEE may dae that it is licensed by BOARD
to one or more of the patents and/or applications comprisng the PATENT RIGHTS and
COPYRIGHTS.

Trademarks. LICENSEE shall have the right to select, own and use its own trademark(s)
on the LICENSED TECHNOL OGIES. However, nothing herein shall be construed as
granting to LICENSEE any license or other right under any trade name, trademark, or
sarvice mark owned or licensed by BOARD. Conversdy, BOARD shall have no rights to
trade names, trademarks, or service marks owned by LICENSEE.

Funding. It is understood that royalty and other payments due BOARD as specified in

Article IIT are just returns to BOARD in consideration of the grant made herein to
LICENSEE, and shdl not be congrued in any manner to be funding for additional research

or consulting.

Principal Investigator. LICENSEE acknowledges and agrees that any officers, directors, or
employees of LICENSEE, or of any company in which rights to the PATENT RIGHTS
have been or shall be acquired from or through LICENSEE, who are a so recorded by
BOARD asinventors of such PATENT RIGHTS, and who are employed by SY STEM,
shal be required to obtain the prior, written approval of BOARD to hold such concurrent
positions.

Assgnment of this Agreement The Agreement may not be assgned or transferred without

the prior written consent of both parties. Upon merger or acquisition of LICENSEE, Al

g][ovisions of this Agreement shah be transferred to the new entity with the written consent
BOARD.

Patent Marking. LICENSEE agrees to mark permanently and legibly all LICENSED

PRODUCTS and documentation manufactured or SOLD under this Agreement with such
patent notice as may be permitted or required under Title 35, United States Code.
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13.8

13.9

13.10

13.11

1312

1313

Force Maeure. Each paty shdl he excused form any breach of this Agreement which is

proximately caused be government regulaion, war, drike, act of God, or other smilar
circumstance normaly Oeemed outsde the control of well-managed businesses.

Execution and Modification. This Agreement will become binding only when signed by
both parties. It may be modified or amended only by a writing and signed by the patties.

Entire Agreement. This A t contains the entire understanding of the parties with
respect to the LICENSED TECHNOLOGIES and supersedes dl other written and ord

agreements between the parties with respect to the LICENSED TECHNOLOGIES.

Governing Law. This Agreement shal be construed under the Condtitution and laws of the
State of Texas.

Headings. Headings appear <olely for convenience of reference. Such headings are not
pat of this Agreement and shdl not be used to congtrue this Agreement.

Provisons.  If any provison or provisons of this Agreement shal be hed to be invdid,
illegal, or unenforceable, the validity, legality and enforceability of the remaining
provisons shdl not in any way be affected or impaired thereby.

IN WITNESS WHEREOF, the parties have caused this Agreement to become effective as

of the date last executed below by a sgnatory to this Agreement

ORASIS SOFTWARE, INC. BOARD OF REGENTS OF THE

UNIVERSTY OF TEXAS SYSTEM

George E. Todd Ray Farabee
Vice Presdent of Finance Vice Chancellor and Generd Counsd
Date: Date:

APPROVBD AS TO CONTENT:

Patricia C. Ohlendorf

Counsd to the President

Vice Provost

The Universty of Texas a Audin
Date:

APPROVED AS TO FORM:

Beth Lynn Maxwell
Office of Generd Counsd
Date:
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5.

U T. El Paso: Approval of a Patent License Agreenent
wi th Layton Bi oSci ence, Atherton, California, and Autho-
rization for the U. T. Board of Regents to Acquire Equity

Therein and for Dr. Donald E. Moss to Acquire Equity in
and Serve as a Menber of the Scientific Advisory Board of

Layton Bi oSci ence. --The Board, upon recomrendation of the
Academi c Affairs Conmttee:

a. Approved the Patent License Agreenent set
out on Pages 64 - 73 between the U T.
Board of Regents, for and on behalf of The
University of Texas at El Paso, and Layton
Bi oSci ence, Atherton, California

b. Aut hori zed the acquisition of equity in
Layton Bi oScience by the U T. Board of
Regents and approved the acquisition of
equity in and service as a nenber of
Layton Bi oScience’s Scientific Advisory
Board by Dr. Donald E. Mdss, Professor
of Psychology at U T. El Paso.

Dr. Donald E. Mbss has created inventions related to
sul fonyl fluorides for the treatnent of denenti a,
including: “Sulfonyl Fluorides For The Treatnent of
Al zhei ner’ s Disease,” as described in Invention

No. UTEP: 001GA (here-after the “lnvention”).

Under the Patent License Agreenent, Layton Bi oSci ence
(Layton) is granted a royalty-bearing, exclusive, world-
wi de license to manufacture, have manufactured, use, and
sell the Inventions. 1In consideration for this |license,
Layton will: (a) issue the U T. Board of Regents ten

t housand (10,000) fully paid, nonassessable shares of its
Series D Preferred Stock, $8.00 per share nmarket val ue,
whi ch shares of stock shall equal approxinmately 0.27% of
all shares of its stock outstanding after Series Dis
conpl eted; (b) pay a running royalty of five percent (5%
of net sales for |icensed products unless a conpetitor
receives United States Federal Drug Admi nistration or
equi val ent governnental approval in another country or

ot her countries to sell a product containing a sulfonyl
fluoride as an active conpound for human therapeutic use
in treating denentia at which tinme the running royalty
shal |l be reduced to two and one-half percent (2.5%

of net sales for licensed products in the country or
countries in which such governnental approval has been



obtained for said other sulfonyl fluoride; and (c) pay
one-half of royalties received by Layton from any sub-

| i censee not to exceed five percent (5% of such
sublicensee’s net sales. Additionally, Layton will pay
all patent prosecution and mai ntenance costs, including
foreign filings in such countries in which its license
remai ns excl usi ve.

Dr. Moss has requested approval to serve on Layton’s
Scientific Advisory Board and may acquire stock options
for up to 10,000 shares over a four-year period. U T.
El Paso has determ ned that no conflict of interest

exi sts between Dr. Mss’ academ c and research responsi -
bilities to U T. El Paso and his responsibilities as a
scientific advisor to Layton because the activities of
Layton invol ve applied research and Dr. Mss’ |aboratory
perforns basic research. Further, Dr. Mdss’ Scientific
Advi sory Board activities will be done in a manner that
does not interfere with his research and teaching duti es.
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PATENT LICENSE AGREEMENT

THIS Agreement is made between the Board of Regents (“‘Board”) of The Universty of
Texas System (“System”), an agency of the State of Texas, whose address is 201 West 7™ Street,
Augdin, Texas 78701, and LAYTON BIOSCIENCE, a DELAWARE corporation having a
principd place ofbusiness located a 105 Reservoir Road, Atherton, CA 94027 (“Licenseg’).

RECITALS

A Board owns certain Patent Rights and Technology Rights related to Licensed
Subject Matter, which were developed a The Universty of Texas a El Paso (“Universty”), a
component inditution of System.

B. Board desres to have the Licensed Subject Matter developed and used for the

benefit of Licensee, the inventor, Board, and the public as outlined in the Intellectua Property
Policy promulgated by the Board.

C. Licensee wishes to obtain a license from Board to practice Licensed Subject
Matter.

D. Licensee is a privately held company which expects to go public on or before
December 3 1, 1999.

NOW, THEREFORE, in condderation of the mutua covenants and premises herein
contained, the parties agree as follows:.

1. EFFECTIVE DATE

This Agreement shdl be effective as Of , 1998
(the “Effective Dat€’), subject to approva by Board.

2. DEFINITIONS

As usad in this Agreement, the following terms shal have the meanings indicated:
2.1  “Licensed Fied” shdl mean the trestment of dementia

2.2  “Licensad Product” shal mean any product Sold by Licensee comprisng Licensed
Subject Matter pursuant to this Agreement.

2.3 “Licensed Subject Matter” shal mean inventions and discoveries covered by Patent
Rights or Technology Rights within Licensed Fied.

24  “Licensad Teritory” shdl mean worldwide.
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PATENT LICENSE AGREEMENT UTEP.001GA

2.5 “Net Sales” shall mean the gross revenues received by Licensee from the Sale of
Licensed Products less sales and/or use taxes actually paid, import and/or export duties
paid, outbound transportation prepaid or allowed, and amounts allowed or credited due to returns
(not to exceed the original billing or invoice amount).

2.6 “Patemt Rights” shall mean Board's rights in information or discoveries covered by
patertts and/or patcat appkcanons, whether domestic or foreign, and all divisions, continuations,
CONtinuations-in-part, reissues, reexaminations or extensions thereof, and any letters patent that
issue theroon, which name Donald E. Moss as aither sole or joint inventor and which relste to the
manufacture, use or sale of sulfonyl fuorides to treat dementia.

27  “Sale or Sold” shall mean the transfer or disposition of a Licensed Product for
value to a party other than Licensee or a Subsidiary.

2.3 “Subsidiary” shail mean any business entity more than fifty percent (50%) owned
by Licensee, any business entity which owns mare than fifty percent ($0%) of Licensee, or any
business entity that is more than fifty percent (50%) owned by a business entity that owns more
than fifty percenr (50%) of Licensee.

29  “Technology Rights” shall mean Board’s rights in any technical information,
know-how, process, procedure, composition, device, method, formula, protocol, technique,
sofrware, design, drawing or data® relating to the therapeutic use of sulfonyl fluorides which are
not covered by Patemt Rights bast which are necessary for practicing the igvention st any time
covered by Patent Rights. *insert "created by Dr. Moss at University* '

change

approvz:

3. WARRANTY: SUPERIOR-RIGHTS %
3.1 Except for the rights, if any, of the Government of the United States, 13 set fo

below, Board represents and warrants its befief that it is the owner of the entire right, title, and
interest in and to Licensed Subject Matter, and that it has the sole right to grant Lcenses
thereunder, and that it has oot knowingly granted licenses thereunder 10 anty other entity thar
wouid restrict rights granted hereunder except as stated berein

3.2  Licensee understands that the Licensed Subject Matter may have been developed
under a funding agreement with the Government of the United States of America and, if so, that
the Government may have certain rights relative thercto. This Agreement is explicitly made
subject to the Government's rights under any such agreement and any applicable lgw or
reguiation To the extent that there is a conflict between any such agreement, spplicable sw or
regulation and this Agreement, the terms of such Government agreement, applicable lxw or
regulation shall prevail

4. LICENSE
4.1 Bowsd hercby grants to Licensee a royaity-bearing, exchusive license under

Licensed Subject Matter to cnanufacture, baeve mamufactused, and/or sell Licensed Products within
Licensed Territory for use within Licensed Field. This grant shall be subject to the payment by
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PATENT LICENSE AGREEMENT UTEP:001GA
Licensee to Board of all consderation as provided in this Agreement, and shag be further subject
to rights retained by Board to:

a Publish the general scientific findings from research related to Licensed Subject
Matter; and

b. Use any information contained in Licensed Subject Matter for research, teaching
and other educationaly-related purposes.

4.2  Licensee shag have the right to extend the license granted herein to any Subsdiary
provided that such Subsidiary consents to be bound by this Agreementto the same extent as
Licensee,

4.3 Licensee shag have the right to grant sublicenses consstent with this Agreement
provided that Licensee shag be responsible for the operations of its sublicensees revant to this
Agreement as if such operations were caried out by Licensee, including the payment of roydties
whether or not paid to Licensee by a sublicensee. Licensee further agrees to deliver to Board a
true and correct copy of each sublicense granted by Licensee, and any modification or terminaion
thereof, within thirty (30) days after execution, modification, or termination. Upon terminaion of
this Agreement, any and all existing sublicenses granted by Licensee shag be assigned to Board.

4.4  Boad shag have the right a any time after two (2) years from the date of this
Agreement, to terminate the exclugvity of the license granted herein in any nationd politica
juridiction within Licensed Territory if Licensee, within ninety (90) days after written notice from
Board as to such intended termination of exclusvity, fails to provide written evidence that it has
commercidized or is actively attempting to commercialize an invention licensed hereunder within
such jurisdiction. Board agrees to negotiate in good faith with Licensee for adjusting terms under
such a non-exclusve arrangement. Board shag have the right a any time after three (3) years
from the date of this Agreement to terminate the license completely in any nationd politica
jurisdiction if Licensee, within ninety (90) days after written notice from Board of such intended
termination, fails to provide written evidence that it has commercialized or is actively attempting
to commercidize an invention licensed hereunder within such jurisdiction. Evidence provided by
Licensee that it has an ongoing and active research, development, manufacturing, marketing or
licensng program as appropriate, directed toward production and sde of Licensed Products
within such jurisdiction shag be deemed satisfactory evidence.

5. PAYMENTS AND REPORTS

5.1  In congderation of rights granted by Board to Licensee. under this Agreement,
Licensee agrees to pay Boad the following:

a A running royalty equa to five percent (5%) of Net Sdes for Licensed Products
unless a competitor recelves United States F.D.A. or equivalent governmental
approva in another country or other countries to sel a product containing a
sulfonyl fluoride as an active compound for human therapeutic use in tregting
dementia a which time the running royaty shag be reduced to two and one-haf
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percent (2.5%) of Net Sales for Licensed Products in the country or countries in
which such governmental approval has been obtained for said other sulfonyl
fluoride:

b. One hdf of roydlties received by licensee from any sublicensee not to exceed five
percent (5%) of Net Sdes.

52  During the Term of this Agreement and for one (1) year thereafter, Licensee shall
keep complete and accurate records of its and its sublicensees’ Saes and Net Saes of Licensed
Products under the license granted in this Agreement in sufficient detal to enable the roydlties
payable hereunder to be determined. Licensee shall permit Board or its representatives, a
Board's expense, to periodicdly examine its books, ledgers, and records during regular business
hours for the purpose of and to the extent necessary to verify any report required under this
Agreement. In the event that the amounts due to Board are determined to have been underpad,
Licensee shag pay the cost of such examination, and accrued interest a the highest dlowable rate.

5.3 Within thirty (30) days tier March 3 1, June 30, September 30, and December 3 1,
Licensee shag deliver to Board a true and accurate report, giving such particulars of the business
conducted by Licensee and its sublicensee(s), if any exist, during the preceding three (3) calendar
months under this Agreement as are pertinent to an account for payments hereunder. Such report
shag include a least () the quantities of Licensed Subject Matter that it has produced; (b) the
totd Sdes; (€) the caculation of roydties thereon; and (d) the totd royaties so computed and
due Board. Simultaneously with the delivery of each such report, Licensee shag pay to Board the
amount, if any, due for the period of such report. If no payments are due, it shag be so reported.

54  Upon the request of Board but not more often than once per caendar year,
Licensee shag deliver to Board a written report as to Licensee's efforts and accomplishments
during the preceding year in commercidizing Licensed Subject Matter in various parts of the
Licensed Territory and its commercirdization plans for the upcoming year.

55  All amounts payable hereunder by Licensee shag be payable in United States funds
without deductions for taxes, assessments, fees, or charges of any kind. Checks shag be made
payable to Board of Regents, The Universty of Texas System.

5.6  Licensee shag remburse Board for all its out-of-pocket expenses as of the
Effective Date for prosecuting, enforcing and maintaining Patent Bights exclusively licensed
hereunder and shall pay al such future expenses so long as and in such countries as its license
remains exclusive.

6. COMMON STOCK: EQUITY OWNERSHIP

6.1 In consderation of the rights granted to Licensee by Board in this Agreement,
Licensee agrees that upon execution of this Agreement it shall issue Board Ten Thousand
(10,000) fully paid, non-assessable shares of its Series D Preferred stock, 88.00 per share market
value, which shares of stock shag equa approximately 0.27 percent (0.27 %) of al shares of its
stock outstanding (as of September 30, 1997, there were 1,777,248 shares of common stock and
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1,858,700 shares of preferred stock outstanding). The parties intend that the Board wil{ own
0.27% of all shares of Licensee's stock outstanding after Series D is completed.

6.2  Boad shag have “Board Observer Bights' which includes the right to have an
observer attend all Board meetings with no voting rights.

6.3 In addition, Licensee hereby grants Board a two (2) year option, exercisable in its
sole discretion, to purchase up to an additional ten thousand (10,000 ) shares of its Preferred
Series D stock at a fixed purchase price of eight dollars ($8.00) per share upon the same generd
terms and conditions as then applicable to the other purchasers of such stock. Board shah have
the option to purchase all of the shares, or a lesser amount, by providing sixty (60) days written
notice to Licensee, which notice shag specify the number of shares which Board desires to
purchase and the date of purchase.

7. MILESTONES

7.1 Licensee shag pay to BOARD the following non-refundable amounts in ether cash
or equivalent amount of Layton common stock or equivalent (with the consent of the Board) such
payment shag be mutualy agreed upon by the parties.

a Two hundred fifty thousand dollars ($250,000) upon F.D.A. approva to
market a product containing a sulfonyl fluoride for thergpeutic use in humans in
the United States of America;

b. Two hundred fifty thousand dollars ($250,000) upon governmentd
approva to market a product containing a sulfonyl fluoride for thergpeutic use in
humans in Japan; and

C. Two hundred fifty thousand dollars (0250,000) upon governmenta
approva to market a product containing a sulfonyl fluoride for therapeutic use in
humans in the first maor European country (eg., Germany, France, Italy, or
United  Kingdom).
7.2 Vauation of Layton common dock or its equivaient shag be determined as
follows.

a Licensee and BOARD shag each provide the other with notice of their
proposed vaue for the asset(s) in question;

o} Licensee and BOARD shag each sdect an independent appraiser acceptable
to the other party (which acceptance shag not be unreasonably withheld);

C. The two appraisers whall jointly select a third appraiser;

d. The third appraiser shag determine which of the proposed vaues is closest
to the actua fair market value for the asset(s) in question (as of the applicable
vadudion date); and

e. Such closest vaue ghall thereafter be deemed to be the fair market vaue of
the asset(s) in question (as of the applicable vauation date) for al purposes under
this  Agreement.
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8. TERM AND TERMINATION

8.1  The term of this Agreement shall extend from the Effective Date to the fyll end of
the term or terms for which Patent Bights have not expired or, if only Technology Bights are
licensed and no Patent Bights are gpplicable, for a term of fifteen (15) years.

8.2  This Agreement will ealier terminate:

a automaticaly if Licensee shah become bankrupt or insolvent and/or if the
business of Licensee shal be placed in the hands of a receiver, assignee, or trustee,
whether by voluntary act of Licensee or otherwise;

h. upon ninety (90) days written notice if Licensee shag breach or default on
any obligation under this License Agreement; provided, however, Licensee. may
avoid such termination if before the end of such period Licensee notifies Board
that such breach has been cured and states the manner of such sure.

C. under the provisons of Paragraph 4.4 if invoked.

8.3 Upon termination of this Agreement for any cause, nothing herein shah be
congdrued to release either party of any obligation matured prior to the effective date of such
termination.  Licensee may, after the effective date of such termination, sdll al Licensed Products
and parts therefor that it may have on hand at the date of termination, provided tha it pays earned
roydties thereon as provided in this Agreement.

84  Upon and effective as of the date of termination of this Agreement pursuant to
Paragraph 4.4 above, Licensee grants to Board a non-exclusive license with the right to sublicense
others with respect to improvements made by Licensee in the Licensed Subject Matter.

8.5  Boad's right to sublicense others hereunder shag be solely for purposes of
permitting others to develop and commercidize the entire technology package.

9. INFRINGEMENT BY THIRD PARTIES

9.1  Licensee shdl have the obligation of enforcing a its expense any patent exclusively
licensed hereunder againgt infringement by third parties and shag be entitled to retain recovery
from such enforcement. Licensee shag pay Board a roydty on any monetary recovery to the
extent that such monetary recovery by Licensee is held to be damages or a reasonable roydty in
lieu thereof Inthe event that Licensee does not file suit against a substantial infringer of such
patents within six (6) months of knowledge thereof, then Board shdl have the right to enforce any
patent licensed hereunder on behdf of itself and Licensee (Board retaining all recoveries from
such enforcement) and/or reduce the license granted hereunder to non-exclusive.

9.2 In any suit or dispute involving an infringer, the parties shah cooperate fully, and
upon the request and a the expense of the party bringing suit, the other party shah make available
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to the party bringing suit a reasonable times and under appropriate conditions al relevant
personnel, records, papers, information, samples, specimens, and the like which are in its
POSSEssion.

10. ASSIGNMENT

This Agreement may not be assigned by Licensee without the prior written consent of
Board.

11. PATENT MARKING

Licensee agrees to mark permanently and legibly all products and documentation
manufactured or sold by it under this Agreement with such patent notice as may be permitted or
required under Title 35, United States Code.

12. INDEMNIFICATION

Licensee shah hold harmless and indemnify Board, System, University, its Regents,
officers, employees and agents from and againgt any clams, demands, or causes of action
whatsoever, including without limitation those arising on account of any injury or death of
persons or damage to property caused by, or arising out of, or resulting from, the exercise or
practice of the license granted hereunder by Licensee, its Subsidiaries or ther officers, employees,
agents or representatives.

13. USE OF BOARD AND COMPONENT'S NAME

Licensee shdl not use the name of Universty, Sysem or Board without express written
consent.

14. CONFIDENTIAL INFORMATION

141 Boad and Licensee each agree that al information contained in documents
marked “confidential” which are forwarded to one by the other shah be received in strict
confidence, used only for the purposes of this Agreement, and not disclosed by the recipient party
(except as required by law or court order), its agents or employees without the prior written
consent of the other party, unless such information (a) was in the public domain a the time of
disclosure, (b) later became part of the public domain through no act or omission of the recipient
party, it's employees, agents, successors or assigns, (c) was lawfully disclosed to the recipient
paty by a third party having the right to disclose it, (d) was dready known by the recipient party
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at the time of disclosure, () was independently developed by the recipient or (f) is required by
law or regulaion to be disclosed.

14.2  Each party’'s obligation of confidence hereunder shal be fulfilled by using at least
the same degree of care with the other party’s confidentid information as it uses to protect its
own confidentid information. This obligation shall exist while this Agreement is in force and for a
period of three (3) years theresfter.

15. PATENTS AND INVENTIONS

15.1 If after consultation with Licensee it is agreed by Board and Licensee that a patent
goplication should be tiled for Licensed Subject Matter, Board will prepare and file appropriate
patent gpplications, and Licensee will pay the cost of searching, preparing, Sling, prosecuting and
maintaning same If Licensee notifies Board that it does not intend to pay the cost of an
aoplication, or if Licensee does not respond or make an effort to agree with Board on the
dispostion of rights in the subject invention, then Board may file such application at its own
expense and Licensee shdl have no rights to such invention. Board shal provide Licensee with a
copy of any patent gpplication for which Licensee has pad the cost of Sling, as well as copies of
any documents recaved or filed during prosecution thereof

16. GENERAL

16.1  This Agreement condtitutes the entire and only agreement between the parties for
Licensed Subject Matter and al other prior negotiations, representations, agreements, and
understandings are superseded hereby. No agreements dtering or supplementing the terms hereof
may be made except by means of a written document signed by the duly authorized
representatives of the parties.

16.2  Any notice required by this License Agreement shall be given by prepaid, first
class, certified mail, return receipt requested, addressed in the case of Board to:

Board of Regents

The Universty of Texas System

201 West 7™ Street

Audin Texas 78701

ATTENTION: Office of Generd Counsd
FAX: (5 12) 499-4523

PHONE: (5 12) 499-4462
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or in the case of Licensee to:
Layton Bioscience, Inc.
105 Resarvoir Road
Atherton, Cdifornia 94027
ATTENTION: Mr. Gary Snable, Presdent & CEO
FAX: (650) 854-4776
PHONE: (650) 854-6614

or such other address as may be given from time to time under the terms of this notice provision.

16.3  Licensee shdl comply with al applicable federd, state and locd laws and
regulaions in connection with its activities pursuant to this Agreement.

16.4  This Agreement shall be construed and enforced in accordance with the laws of the
United States of America and of the State of Texas.

16.5 Falure of Board to enforce a right under this Agreement shal not act as a waiver
of that right or the ability to later assert that right relative to the paticular stuation involved.

16.6  Headings included herein are for convenience only and shdl not be used to
congtrue this  Agreement.

16.7 Ifany provison of this Agreement shdl be found by a court to be void, invaid or
unenforcegble, the same shall be reformed to comply with applicable law or dricken if not so
conformable, so as not to affect the validity or enforcesbility of this Agreement.

(THE REST OF THIS PAGE IS INTENTIONALLY LEFT BLANK)
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IN WITNESS WHEREOF, paties hereto have caused their duly authorized
representatives to execute this Agreement.

ATTEST:
LAYTON BIOSCIENCE BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM
By 2 By
Gary [}. Snable Ray Farabee
Presdent & CEOQ Vice Chancdlor and Generd Counsd

Jus d
dent for Finance and

Administration

APPROVED AS TO FORM:

By
BethLynn Maxwdl, Esg.
office of Genera counsd
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U T. Board of Regents: Presentation of Certificates and

Resol ution of Appreciation to Dr. George F. Hamm

Presi dent of The University of Texas at Tyler.--Conmttee
Chai rman Lebermann noted that this would be the last tine
that Dr. CGeorge F. Hanm President of The University of
Texas at Tyler, would be representing that institution
before the Board of Regents and called on Chancell or

Cunni ngham who presented the follow ng certificate of
appreci ation on behalf of the chief adm nistrative
officers of The University of Texas System academ c
institutions:

CERTI FI CATE OF APPRECI ATl ON

The University of Texas System
Presented to
CGeorge F. Hamm

In Recognition of Hi s Qutstanding Leadership
and Dedication to

The University of Texas at Tyler
as
Pr esi dent
1981 - 1998
(signed by Chancel | or Cunni ngham Acting Vice Chancell or

Frederick, and chief adm nistrative officers of the
acadenmi c institutions)



M . Lebermann then recogni zed Regent Riter who presented
the followi ng Resolution and Certificate of Appreciation
in recognition of President Hamrmis 17 years of devoted
service to The University of Texas System

RESCLUTI ON OF APPRECI ATl ON

WHEREAS, Dr. Ceorge F. Hamm has served as
Presi dent of The University of Texas at Tyl er
Wi th distinction, honor, and vision for
sevent een years;

VWHEREAS, Dr. Hamm has been engaged in higher
education adm ni stration and teaching

since 1962, including a distinguished career
in student services admnistration at Arizona
State University prior to comng to The Uni -
versity of Texas at Tyler;

WHEREAS, Dr. Hamm has devel oped and chanpi oned
a strong international studies and student
exchange program at The University of Texas at
Tyl er, including his personal |eadership and
service to Sister Cties International and the
Ei senhower International Golf d assic;

VWHEREAS, Dr. Hamm has provi ded | eadership for
numer ous ot her acconplishnments at the
University, including the recent authorization
for devel opnent of | ower division prograns,
establ i shment of the School of Engineering,
creation of the D stinguished Lecture Series,
conpletion of the R Don Cowan Fine and
Performng Arts Center, and construction of the
first student housing conpl ex on canpus;

VWHEREAS, Dr. Hanm has denonstrated his
commtnent to extendi ng academ c prograns of the
University to cities throughout East Texas and
has devoted substantial energy toward creation
of facilities in Longview and Pal esti ne;



VWHEREAS, Dr. Hanm has been instrunmental in
bui l di ng and greatly expandi ng private, external
support for the University, including funds for
st udent schol arshi ps;

VWHEREAS, Dr. Hamm has, during his tenure at the
University, served the Tyler community and the
East Texas area in nunerous and distinctive
capacities;

WHEREAS, Dr. Hanmm has announced his retirenment
as President of The University of Texas at Tyler
effective June 30, 1998; and

VWHEREAS, Dr. Hamm has been ably assisted and
supported in his responsibilities and activities
by his wife, Janie.

NOW THEREFORE BE | T RESOLVED, That the Board

of Regents of The University of Texas System
expresses its deep appreciation to George and
Janie Hanm for their excellent service and

i mreasur abl e devotion to The University of Texas
at Tyler and The University of Texas System and
be it

RESCOLVED, That the Board of Regents recogni zes
t he outstandi ng acconplishnents of Dr. Hanm and
appl auds the significant positive inpact he has
had on students and col |l eagues at U. T. Tyler
and on education; and be it further

RESOLVED, That the original of this Resolution
be presented to Dr. and Ms. George F. Hamm as
a token of esteem and gratitude of the Board of
Regents of The University of Texas System and
that a copy be incorporated in the M nutes of
this neeting as a testanment to their inval uable
servi ce.

Adopt ed by unani nous vote this 14th day of
May 1998.



CERTI FI CATE OF APPRECI ATI ON
The Board of Regents
Expresses to
GEORCGE F. HAMM Ph. D.

Its Sincere Appreciation for His
Di stingui shed Service
to
The University of Texas System
as

Presi dent
and
Prof essor of Psychol ogy
at
The University of Texas at Tyler

1981 - 1998
Adopt ed by unani nous vote this 14th day of May 1998
(signed by all menbers of the Board)

Fol l owi ng a standi ng ovation, President Hamm graciously
accepted this accol ade and expressed his sincere
appreciation to the Board of Regents for the opportunity
to serve the U T. System He noted that the U T.
System has nmade great strides over the years and this had
been possible |largely because the Board of Regents and
System Admi ni stration | eft the academ c and research
initiative to the institutions and had supported those
canpus plans with dedication and resources. Dr. Hamm
stated that he would continue to watch the steady
progress of the U T. System and would anticipate the
sane i npressive record

to be nmaint ai ned.

In closing, Regent Riter expressed the special appre-
ciation of the Tyler and East Texas conmunities for

Dr. Hammi s | eadership and dedication to many of the
cultural, business, and social welfare aspects of life
in that region.



7.

U T. System Report on Reading Initiatives and
Prograns. --Comm ttee Chai rman Lebermann cal |l ed on
Chancel | or Cunni ngham for an update on readi ng
initiatives and prograns within The University of Texas
System

Dr. Cunninghamreported that at the February 1998 neeting
the Board heard presentations by key individuals from
three U. T. System conponents (The University of Texas

at Austin, The University of Texas at Dallas, and The
University of Texas Health Science Center at Houston)

on reading related research and activities and adopted

a resolution in support of the U T. Systenis reading
initiatives and the Governor’s Reading Initiative.

Dr. Cunni ngham noted that, follow ng the February 1998
neeting of the Board, a videoconference was held on

March 25 with the nine general academic institutions and
four of the health-related institutions which included
presentations fromthe Governor’s Ofice, Texas Education
Agency, and State Board of Educator Certification.

Chancel | or Cunni ngham noted that he has asked the O fices
of Academ c Affairs and Governnental Relations to
initiate a process to devel op a proposed nodel for the
training of teachers in reading based on the | atest
research and appropriate technol ogy and which is aligned
with the Texas Essential Know edge and Skills (TEKS).

The proposed nodel will include guidelines and benchnmarks
for ongoi ng eval uati on of reading educator prograns in
the U T. System Representatives of U T. System
general academc institutions and sel ected readi ng
experts fromU. T. health conponents, the State, and the
nation will be included in the devel opnent and eval uati on
of the nodel.

The initial step will be to assenble an ad hoc steering
commttee that will plan a workshop for all U T. faculty
involved in reading related teacher preparation prograns
with the first neeting of this steering conmttee
schedul ed for May 19, 1998.

The second step of the process will be to convene a
Systemw de workshop in Septenber 1998, which w |
involve all reading related faculty fromthe academ c
institutions, to review and finalize the proposed nodel
for training teachers in reading and plan for inplenen-
tation steps for the nodel.



In closing, Dr. Cunningham noted that periodic reports
on the reading initiatives will be nmade to the Board and
U T. System Admi nistration will continue to comrunicate
with the Texas Education Agency, the State Board for
Educator Certification, and the Governor’s Ofice
regardi ng reading activities.

In response to Chairman Evans’ request that a status
report on the proposed nodel for the training of teachers
be presented at the August 1998 neeting, Chancell or

Cunni ngham noted that he will present another report on
this matter in August which will outline the benchmarks
of each institution related to the reading initiatives.



REPORT AND RECOMVENDATI ONS OF THE HEALTH AFFAI RS COW TTEE
(Pages 80 - 135).--Commttee Chairnman Loeffler reported that
the Health Affairs Conmttee had nmet in open session to
consider those matters on its agenda and to formul ate
recommendations for the U T. Board of Regents. Unless

ot herw se indicated, the actions set forth in the Mnute
Orders which follow were reconmended by the Health Affairs
Comm ttee and approved in open session and w thout objection
by the U. T. Board of Regents:

1. U T. Southwestern Medical Center - Dallas, U T. Mdi-
cal Branch - Galveston, U T. Health Science Center -
Houston, U. T. Health Science Center - San Antoni o,

U T. MD. Anderson Cancer Center, and U T. Health
Center - Tyler: Rescission of the Standard Format for
Byl aws of the Medical Service, Research and Devel opnent

Pl an/ Physi ci an Referral Service (MSRDP/PRS) and Adop-
tion of a New Standard Format for Byl aws of the Medi -
cal Service, Research and Devel opnent Pl an/ Physi ci an
Referral Service to be Effective Septenber 1, 1998. --
Upon recommendation of the Health Affairs Conmttee,
the Board rescinded the standard format for Byl aws of
the Medical Service, Research and Devel opnent Pl an/
Physi ci an Referral Service (MSRDP/PRS) for The Univer-
sity of Texas Sout hwestern Medical Center at Dall as,
The University of Texas Medical Branch at (Gal veston,
The University of Texas Health Science Center at

Houst on, The University of Texas Health Sci ence Center
at San Antoni o, The University of Texas M D. Anderson
Cancer Center, and The University of Texas Health Cen-
ter at Tyler and adopted a new standard format for

Byl aws of the Medical Service, Research and Devel op-
ment Pl an/ Physician Referral Service as set out on
Pages 82 - 96 to be effective Septenber 1, 1998.

In 1969, The University of Texas System nmandated the
establ i shnment of physician faculty practice plans,
known as MSRDP/ PRS, for the billing, collection, and
use of fees generated by University physicians. The
U. T. Board of Regents approved a standard format for
Byl aws of the MSRDP/PRS in June 1984 which descri bed
t he nenbership and organi zati on of the Plans, estab-
lished the Institutional Trust Fund for collection
and use of physician fees, designated itens of incone
whi ch nust be turned into the Plan, and delineated
fringe benefits and ot her paynents which nay be nade
from MSRDP/ PRS f unds.



Since 1984, the inpact of the Plans on each institu-
tion s operations, the growh and conplexity of the
Pl ans, and the dramati c change in the nethodol ogy of
and requirenments for reinbursenent of professiona
servi ces have nade sone aspects of the previously
approved standard format for Byl aws redundant or
obsol et e.

It was noted that the chief admnistrative officers

of the U T. Systemhealth institutions will submt

to the Ofice of Health Affairs revised Bylaws for
their conponent Plans. Upon approval by the Executive
Vi ce Chancellor for Health Affairs and the Chancell or
that the Bylaws are in conpliance with the standard
format, the institutional MSRDP/PRS Bylaws will becone
effective Septenber 1, 1998.



BYLAWS OF
THE UNIVERSITY OF TEXAS
(INSTITUTION)
AT
MEDICAL SERVICE, RESEARCH AND DEVELOPMENT PLAN/
PHYSICIAN REFERRAL SERVICE

ARTICLE |
PURPOSE

The purpose of the Medical Service, Research and Development Plan/Physician
Referral Service (the “Plan”) is to manage and hold in trust the professional income of
faculty members of the Plan at the medical school of The University of Texas
(Institution). The Plan will contribute to and safeguard the
continued growth in excellence of the (Institution). The Plan creates an Institutional
Trust Fund. The purposes and operation of the fund are described in these Bylaws.

ARTICLE I
DEFINITIONS

2.10 TOTAL COMPENSATION

2.11  For purposes of the Plan, “Total Compensation” shall be defined as that
total remuneration comprised of salary and other compensation paid to
faculty members by the Institution. Total Compensation shall not be
construed to include fringe benefits.

2.20 SALARY

2.21  For purposes of this Plan, “Salary” shall be defined as that part of Total
Compensation set forth as “Total Salary” in the annual operating budget
of the Institution, and amendments thereto as approved by the Board of
Regents of The University of Texas System upon recommendation of the
Administration.

2.22 Each Members Salary shall be determined annually, upon
recommendation of his or her Department Chairman (and the Dean of
Medicine, Senior Clinical Administrator, or Chief Academic Officer) with
approval of the Chief Administrative Officer of the (Institution) and the
Executive Vice Chancellor for Health Affairs in accordance with The
University of Texas System Budget Rules and Procedures.
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2.30 OTHER COMPENSATION

2.40

2.50

231

2.32

For purposes of this Plan, “Other Compensation” shall be defined as that
part of Total Compensation set forth as an addition to Total Salary in the
annual operating budget of the Institution, and amendments thereto, as
approved by the Board of Regents of The University of Texas System
upon recommendation of the Administration.

Each Members “Other Compensation” shall be determined annually,
upon recommendation of his or her Department Chairman (and the Dean
of Medicine, Senior Clinical Administrator, or Chief Academic Officer)
with approval of the Chief Administrative Officer of the (Institution) and
Executive Vice Chancellor for Health Affairs in accordance with The
University of Texas System Budget Rules and Procedures.

MEMBERSHIP

241

2.42

2.43

2.44

2.45

Member means faculty members of The University of Texas (Institution)
as defined herein. Membership in the Plan is required of each full-time
faculty member in a clinical department who generates income from
medical professional activites as set out in Section 4.30, except as
authorized by the U.T. Board of Regents.

A full-ime faculty member in a pre-clinical department who generates
income from medical professional activies must be a Member of the
Plan.

Part-time faculty members may become Members upon recommendation
of the Department Chairman and approval of (the Dean of Medicine,
Senior Clinical Administrator, or Chief Academic Officer) and the Chief
Administrative Officer of the (Institution).

All Members shall be entitled to vote upon all business brought before
the Membership of the Plan and be eligible for any election or
appointment to any committee of the Plan.

A Member leaving the faculty terminates Membership in the Plan without
recourse.

EXECUTIVE DIRECTOR OF THE PLAN

251

The Executive Director of the Plan shall be the general administrative
officer of the Plan.
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ARTICLE 1l
ORGANIZATION OF PLAN

3.10 MEETINGS OF THE MEMBERSHIP

3.11

3.12

3.13

3.14

3.15

3.16

3.17

3.18

3.20 BOARD

321

3.22

The Membership shall meet in general session annually at a place
designated by the Chairman of the Board of Directors, Notice of the

(annual, quarterly) meeting shall be distributed to each Member at least
fourteen days prior to the meeting.

Special meetings may be called by the (Board, Chairman of the Board)
or upon written petition of one-half {1/2) of the Members, subject to
fourteen days notice in writing.

The Chairman of the Board of Directors or in his or her absence, the
Vice-Chairman shall preside. The Secretary of the Board of Directors
shall serve as Secretary of the Plan.

One-half (1/2} of the Membership shall constitute a quorum.

Each Member shall have one (1) vote.

Except where otherwise specified within these Bylaws, a simple majority
shall of those present constitute a prevailing vote.

Minutes of each meeting shall be prepared by the Secretary, published
and circulated to each Member of the Board of Directors and the
Executive Vice Chancellor for Health Affairs, and shall be available to
each Member upon request.

The rules of order for meetings shall be the current editon of Robert’s
Rules of Order.

OF DIRECTORS

The Board of Directors will assume its responsibilities annually on
September 1.

The Board of Directors shall be composed as follows:
3.221 Officers of the Board

A. Chairman-Chief Administrative Officer of the (Institution);

0. Vice Chairman-(Dean of the Medical School or Co-Vice
Chairmen, the Dean of Medicine and Senior Clinical
‘Administrator);

C. Treasurer-Chief Business or Fiscal Officer of the
(Institution, Medical School);

D. Secretary-Executive Director of the Plan, serving as ex-

officio, non-voting member of the Board of Directors.



3.23

3.24

3.222

Other Directors

A. (Senior Clinical Administrator, if not a Vice-Chairman)
B. (Number) Chairmen of Clinical Departments;
C. (Number) Members-at-large will be elected by the

membership (indicate method for nomination, election,
and so forth). Such members may serve no more than
two consecutive one-year terms, but may be eligible to
serve after an interval of one year;

D. (Members appointed from departments based on
departmental professional income; indicate number and
method for determining qualification, appointment, and so

forth);

E. No Clinical Department shall have more than (number)
voting Members of the Board of Directors.

F. The Chief Legal Officer of the (Institution) shall serve as

an ex-officio-member, without vote.

G. Other persons may be appointed by the Chairman of the
Board as ex-officio members without vote.

Standing Committees of the Board. The following standing Committees

of the Board shall be appainted. These Committees may be appointed

from the Board of Directors of a nonprofit health corporation of which the
sole corporate member is the Chief Administrative Officer.

3.231

Budget and Finance Committee shall be chaired by the (Dean of
Medicine, Senior Clinical Administrator or the Chief Business or
Fiscal Officer) and shall consist of (the Dean of Medicine where
there is a Dean, the Senior Clinical Administrator where there is
one, and the Chief Financial Officer) and other members
appointed by the Chairman of the Board of Directors, at least one
to be a non-Chairman.

3.232 Compliance and Ethics Committee shall be chaired by the (Dean

3.233

3.234
3.235

of Medicine, or if no Dean the Senior Clinical Administrator to
whom Clinical Department Chairmen report; may be Co-
Chairmen) and shall consist of members appointed by the
Chairman of the Board of Directors, at least one to be a non-
Chairman. The Compliance Officer shall report to this
Committee.

Professional Affairs Committee shall be chaired by the (Dean of
Medicine or Senior Clinical Administrator, who may be co-
chairmen) and shall include members appointed by the Chairman
of the Board of Directors, at least one to be a non-Chairman.
Audit Committee shall be chaired by the Chairman of the Board,
and Members shall include the Officers of the Board of Directors.
Chief Residents Advisory Committee shall be chaired by the
(Dean of Medicine or Senior Clinical Administrator) and shall
include Chief Residents, one appointed by each Clinical
Chairman.

Duties of Standing Committees shall include, but not be limited to, those
set out in Appendix C.

- 85 =



3.25

3.26

3.27

3.28

3.29

3.30

331

Standing Committees shall meet at least quarterly or on call of the
Chairman of the Committee and report deliberations, in writing, to the
Board of Directors.

The Board of Directors may create other standing and ad hoc
committees from the Directors or from the Membership to make
recommendations upon specific matters when necessary. Committees
may also be appointed at the request by majority vote of the
Membership. Appointment to these committees shall be noted in the
Minutes of the Board of Directors including any restriction on
membership. The Minutes shall be kept of all committee meetings and
recommendations shall be submitted to the Board in writing.

The Board of Directors shall report its activities, in writing, to the
Membership at the annual meeting.

The Board shall meet at least (monthly, quarterly), on call of the
Chairman of the Board, or on the written petiton of (one-half, two-thirds)
(1/2, 2/3) of the Members of the Board. Minutes shall be recorded of all
meetings of the Board of Directors and a copy, including all committee
reports, provided to the Executive Vice Chancellor for Health Affairs.

One-half (1/2) of the Board of Directors shall constitute a gquorum.

A simple majority vote shall prevail except that all action taken by the
Board is subject to approval by the Chairman of the Board.

The Executive Vice Chancellor for Health Affairs may approve non-
substantive exceptions to the organization of the Plan as may be
requested by the Chief Administrative Officer of the (institution).

3.40 BUSINESS OPERATIONS

341

342

3.43

An annual operating budget for all income and expenditures of the Plan
shall be prepared by the Budget and Finance Committee for approval by
the Board of Directors and approved in accordance with the Budget
Rules and Procedures of the Board of Regents of The University of
Texas System.

The Board of Directors shall appoint an Executive Director of the Plan
who shall serve at the pleasure of the Board.

The Board may contract with an entity to administer the business
operations of the Plan, including but not limited to, strategic

development, marketing, biling for and collection of professional fees,
contracting for professional services, clinic operations, credentialing, and
managed care operations. Contract oversight, reporting, corporate
compliance, and financial audit of the entity are the responsibilities of the
appropriate officers or committees of the Board of Directors.
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3.44

If the business operations and personnel responsible for the business
operations of the Plan, including biling for and collection of professional
fees, are the responsibility of the instituton and the Plan:

3441 A Business Office shall be maintained for the Plan under the
direction of the Executive Director of the Plan.

3.442 The Executive Director of the Plan shall be the business
manager. The Executive Director shall be under the direction
and supervision of the (Senior Clinical Administrator or Chief
Business or Fiscal Officer) of the (Institution, medical school).

3.443 Financial reports for the Plan shall be prepared by the Executive
Director of the Plan and submitted to the Board of Directors at
each meeting. Quarterly financial reports shall be submitted to
and in a format designed by the Executive Vice Chancellor for
Health Affairs.

3.444 Detailed accounting records of all revenue under the Plan shall
be maintained by the Executive Director of the Plan.

3.445 Professional fees shall be centrally billed and collected by the
business office for the Plan, in accordance with procedures
developed by the Board and appropriate Business Procedure
Memoranda of The University of Texas System. All collections
will be deposited in the Institutional Trust Fund.

3.446 Al personnel in the business operations who have responsibilities
for biling and collection for professional services of the Members
of the Plan shall be under the control of and assigned for
personnel matters to the Executive Director of the Plan,

ARTICLE IV
INSTITUTIONAL TRUST FUND

410 COMPOSITION

411

4.12

An Institutional Trust Fund shall be established for the receipt and
disbursement of Plan income.

The Institutional Trust Fund shall be audited in accordance with
regulations of The University of Texas System. The cost of said audit
shall be paid for from the Institutional Trust Fund.

4.20 SOURCES OF INCOME

421

4.22

Pursuant to the Member's contract with the Institution for participation in
the MSRDP/PRS, each Member shall assign Professional Income as
defined in Section 4.30 to the Institutional Trust Fund.

Income can be accepted from voluntary and part-time faculty who are
not Members of the Plan, at the discretion of the individual, upon the
recommendation of the Department Chairman, and approval of the
Chairman of the Board of Directors.
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4.30 ITEMS

431

4.32

4.33

4.34

INCLUDED IN PROFESSIONAL INCOME

Professional fees generated for all patient care services rendered by full-
time faculty regardless of where rendered and by all part-time faculty
who are members of the Plan.

Fees for all court appearances, depositions, or legal consultations.

All other professional income with the exception of the following:

A. Honoraria, royalties, non-professional retainers.
B. Payment for editing scientific publications.
C. Non-medical professional consultation fees honoraria.

Other income not specifically described above shall be reported to the
(Dean of Medicine or Senior Clinical Administrator) who shall determine
whether said income will be considered professional income.

4.40 DETERMINATION OF PROFESSIONAL FEES

441

4.42

The Budget and Finance Committee will prepare a fee schedule which
shall be used for hiling purposes, subject to approval by the Board of
Directors. Substantive changes in the fee schedule must be approved
by the Board of Directors.

Guidelines for discounting fees will be developed by the Board of
Directors. Individual Members may alter or extinguish any charge for
professional services at any time prior to billing for such services, subject
to rules developed by the Board of Directors, or after biling and prior to
collection where the initial charge resulted from an incorrect financial
classification of patient.

450 AUTHORIZED EXPENDITURES

451

4.52

4.53

4.54

Fringe Benefits authorized by the Board of Regents are set out in
Appendix A of the Plan.

The fringe benefits provided to each Member shall be designated by the
Chief Administrative Officer from among those authorized by the Board
of Regents upon recommendation by the (Dean of Medicine, Department
Chairman). Members shall not have the authority to determine which
fringe benefits they shall receive.

Benefits provided pursuant to Sections 451 and 4.52 may be taxable to
the individual Member and may be subject to withholding and reported
pursuant to the rules and regulations of the Internal Revenue Service.

Professional business expenditures authorized by the Board of Regents
are set out in Appendix B of the Plan.



ARTICLE V
GENERAL  PROVISIONS

5.10 COMPLIANCE AND ETHICS

511

5.12

5.13

514

515

The principles of medical ethics of the American Medical Association and
the principles of dental ethics of the American Dental Society are
accepted as the governing code of ethics by the physician and dentist
members of the Plan.

Should the principles of ethics described in Section 5.11 be found to be
in conflict with the constitution or laws of the State of Texas or the United
States of America, they shall not apply to the extent of the conflict.

The Board shall appoint a Compliance Officer and develop a compliance
plan. The Compliance Plan shall provide a means to inform, educate,
and train Members and personnel and staff employed in the Business
Office and Compliance Office regarding these Bylaws, billing
requirements and applicable rules and regulations. The compliance plan
shall include a provision for penalties when standards are not met.

Compliance with provisions of federal, state and local rules and
regulations is the responsibility of each Member.

Each Member of the Plan must acknowledge and sign an annual
employment contract recognizing the requirements of applicable
compliance plans and Bylaws of the Plan.

5.20 AMENDMENTS

521

522

523

These Bylaws have been developed within the standard format
approved by the Board of Regents on
Substantive amendments may be made only upon approval of the Board
of Regents. Non-substantve amendments and discretionary
amendments may be approved upon written request of the Executive
Vice Chancellor for Health Affairs.

Recommendation for substantive amendments to these Bylaws requires
a two-thirds (2/3) vote of the Members at any regular meeting of the Plan
or a meeting called specifically for this purpose, provided that the
proposed amendment shall have been offered by written notice to the
Members not less than thirty (30) days prior to the meeting at which the
amendment is brought to a vote. Non-substantive amendments may be
requested of the Executive Vice Chancellor for Health Affairs upon
approval of the Board of Directors.

Notice of proposed amendments required in Section 5.22 shall include
the complete text of the proposed amendments.
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5.24 Amendments shall become effective upon approval of the Board of
Regents or the Executive Vice Chancellor for Health affairs, as
appropriate.

5.30 EMPLOYMENT CONTRACT

531 An employment contract prescribed by the Executive Vice Chancellor for
Health Affairs of The University of Texas System shall be executed
annually between each member and the Institution.

‘6.32  Execution of the annual employment contract by the Member is a
condition for membership and participation in the Plan, notwithstanding
any other provision in these Bylaws.

5.40 DISSOLUTION

541 The Plan may be dissolved by the Board of Regents or by applicable
law. All monies residual in the Trust Fund shall be utilized to discharge

obligations of the Plan with the balance to become the property of the
(Institution).
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APPENDIX A

MSRDP/PRS AUTHORIZED FRINGE BENEFITS

Effective September 1,1998

Authorized Benefit

1. Supplemental

2.

3.

Retirement
Payments

Parking Fees

Incentive Plan

Maximum

In accordance with UT. System policy. Tax
sheltered SRA's only through salary reduction
agreements.

At U.T. institution(s) and teaching hospital(s).
Actual expense not to exceed IRS Section 132
limitation.

Only Members may receive additional
remuneration to motivate generation of
professional fees. Must be approved by the
Executive Vice Chancellor for Health Affairs
and Office of General Counsel prior to
implementation. Payments to Members must
have prior approval of the Executive Vice
Chancellor for Health Affairs. Payments under
this provision shall not be eligible for additional
state or MSRDP/PRS fringe benefits; however,
to the extent permitted by law, deductions may
be made for retirement programs.

No MSRDP/PRS funds may be expended for the benefit of any single individual
person or member except as herein approved unless specific exception has
been approved by the Board of Regents.

Classified plan employees may receive only the basic state-approved benefits

paid from MSRDP/PRS.

Benefits specifically not approved include:

personal liability insurance
medical and dental insurance
life insurance

educational allowance
estate planning

tax service

accounting service.
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+ Authorized fringe benefits may not exceed thirty (30) percent of total salary,
This list of authorized fringe benefits and yearly limits may be periodically

amended by action of the Executive Vice Chancellor for Health Affairs.
Additionally, exceptions for Presidents may be made by the Board of Regents.
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10.

11.

APPENDIX B

MSRDP/PRS AUTHORIZED PROFESSIONAL
BUSINESS EXPENDITURES

Effective September 1, 1998

Authorized Business Expense Maximum
Malpractice Insurance U.T. Self-insurance rates
Official travel, including registration In accordance with policy and limits,

fees (see No. 17, Official Institutional ~ established by U. T. System and
Functions and Official Entertainment)  institution not to exceed actual expense

Faculty Development Leave In accordance with the Regents’ Rules
and Requlations and institutional-y
Uniforms or Lab Coats Through institutional purchasing
In accordance with institutional policy.
Membership Dues in Professional Faculty Clubs, Medical Center clubs, or
Scientific Organizations, Faculty equivalent with Presidents approval
Clubs, Medical Center clubs, or
equivalent
Texas State Clinical License Fee Annual fee; reimbursement expenditure
including Board of Medical Examiners  only
License
Medically-Related Educational Aids In accordance with institutional policy
Salary, Salary Augmentation and/or In accordance with U.T. System Policy

Incentive Augmentation Plans

Purchase, maintenance and operation In accordance with institutional policy
of equipment and maintenance and
operation of U.T. System facilities

Ordinary and necessary business In accordance with institutional policy
expenses incurred by the member in

earning the professional fees charged

by said member, excluding

entertainment (see No. 17, Official

Institutional Functions and Official,

Entertainment)

Registration fees and tuition incident In accordance with institutional policy
to attendance at meetings and

courses as requested or approved by

institution



12.

13.

14.

15.

16.

17.

Consultant fees and expenses
including guest speakers at official
institutionally sponsored or approved
meetings

Expenses incident to faculty or staff
recruitment (see No. 17, Official
Institutional Functions and Official
Entertainment)

Establishment or endowment of
programs, professorships, or chairs

Support of academic programs and
projects involving education, research
or patient care

Institutional participation in
community, organizations or events

Official Institutional Functions and
Official Entertainment. Official
entertainment is defined as business-
related events or expenditures which
are of documented benefit to the
institution or The University of Texas
System.

In accordance with U. T. System and
institutional policy

In accordance with institutional policy

In accordance with U. T. System policy

In accordance with institutional policy

In accordance with institutional policy

Prior presidential approval required for
any expenditures greater than $2,500.
A quarterly report of all expenditures
approved in this category shall be filed
with the Executive Vice Chancellor for
Health Affairs.

No MSRDP/PRS funds may be expended for the benefit of any single individual
person or member except as herein approved.

All requests for reimbursement must contain adequate documentation and must be
signed by the person seeking reimbursement.

All expenditures are subject to the Rules and Regulations of the Board of Regents
of The University of Texas System and applicable institutional regulations and
procedures. This list of authorized expenditures may be periodically amended by

action of the Executive Vice Chancellor for Health Affairs.
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APPENDIX C

DUTIES OF STANDING COMMITTEES
OF THE BOARD OF DIRECTORS

Effective September 1, 1998

Duties of Budget and Finance Committee:

Duties

Duties

Duties

@)
(b)
(©)

(d)
(e)

Develop annual operating and capital budgets for the Plan for approval
by the Board

Review and approve any unbudgeted expenditures greater than

$

(Review and approve all financial reports for presentation to the Board
Develop professional fee schedules for approval by the Board
Recommend to the Board any action necessary to address budgetary
changes or shortfalls.

of Compliance and Ethics Committee:

(@

(b)
(c)
{d)

(e)
(f)

Develop and oversee compliance plans, including training of faculty and
staff, to assure that biling and collecting comply with all local, state and
federal statutes, rules and guidelines

Review compliance reports and make appropriate recommendations to
the Board

Review findings of Professional Affairs and Audit Committees and make
appropriate  recommendations to the Board

Review Departmental guidelines for supervision of residents and
documentation standards and make appropriate recommendations to the
Board

Make recommendations to the Audit Committee

Develop and oversee ethics policies and compliance with these policies.

of Professional Affars Committee:

(@)
(b)
(©)

Review and recommend action to Board concerning Membership in the
Plan not expressly required by the Bylaws

Develop and oversee a Professional Standards Monitoring Plan and
report findings as appropriate to Compliance and Ethics Committee
Develop and oversee a plan that assures appropriate credentialing of all
Members of the Plan.

of Audit Committee;

(a)
(b)

(c)
(d)

Develop and oversee an annual audit plan, to include audits of any entity
contracted for business operations of the Plan

Review audit objectives and reports and recommend corrective action to
the Board

Assure implementation of remedial plan or corrective action
Make recommendations to the Professional Affairs and Compliance and
Ethics Committees and to the Board as appropriate.
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Duties of Chief Residents Advisory Committee:

(@)

(b)

(€

Review compliance plans and ethics policies to assure that the
Committee understands roles of Members of the Plan in supervising
residents and in biling and collecting for the Members’ services

Review Professional Standards and Credentialing requirements to
assure that the Committee understands expectations of Members of the
Plan

Provide liaison between resident staff and Members with the goal of
establishing understanding of the Plan requirements as they relate to
resident education and care of patients.
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2.

U T. Health Science Center - Houston: Establishnent of

a Master of Science Degree in Health Informatics and

Aut hori zation to Submt the Degree Programto the Coor-
di nati ng Board for Approval (Catal og Change).--Authoriza-
tion was granted to establish a Master of Science degree
in Health Informatics at The University of Texas Health
Sci ence Center at Houston and to submit the proposal to
t he Texas Hi gher Education Coordi nating Board for review
and appropriate action. In addition, the Coordinating
Board will be asked to change the U T. Health Science
Center - Houston’s Table of Prograns to reflect autho-
rization for the degree programwhich is consistent with
the institution’s mssion and its plans for offering

qual ity degree prograns to neet student needs.

The Master of Science in Health Informatics, which is a
42 senester credit hour degree program is to be adm n-
istered by the U T. Health Science Center - Houston's
Department of Health Informatics within the U T. Alied
Heal th Sci ences School - Houston. The naster’s degree
programin Health Informatics is the first step in a
new focus on graduate education and will provide the
foundati on for the devel opnent of a doctoral program

in Health Informatics.

I n devel oping the Master of Science in Health Infor-
matics, the Departnent of Health Informatics has worked
wWith representatives from Texas A&M Uni versity, Bayl or
Col | ege of Medicine, Rice University, the University

of Houston, The University of Texas Medical Branch at
Gal veston, The University of Texas Health Science Center
at San Antoni o, and Texas Wnen’s University to inprove
opportunities for students entering the Health Infor-
matics programand to create new el ectives available to
the other schools. Faculty and resources fromthese

ot her seven institutions, who are nenbers of the Texas
Medi cal Center Consortia, will be integrated into the
curricula so that the best faculty fromeach institu-
tion will teach in their specialty and students from
each institution will be allowed to take courses in

the Health Informatics program

The anticipated date for inplenentation of the program
is Fall 1998.

The Departnent of Health Informatics will be staffed by
five full-time equivalent faculty who are doctorally
prepared and have extensive teaching and research

hi stori es.



No new costs will be incurred by the U T. Health Science
Center - Houston for the programin Health Informatics.
Al'l of the funds are reallocations fromclosed or trans-
ferred prograns.

Upon approval by the Coordinating Board, the next appro-
priate catal og published at the U T. Health Science
Center - Houston wll be anmended to reflect this action.

U T. MD. Anderson Cancer Center: Approval of the
(a) Transplant Program i nical Support Services Agree-
nment Bet ween Spohn Heal th System (Spohn), Corpus Christi,

Texas, and M D. Anderson Cancer Center Qutreach Corpora-
tion (Qutreach) and (b) Sublicense Agreenent Between

M D. Anderson Cancer Center Qutreach Corporation and
Spohn Health System --On behalf of The University of
Texas M D. Anderson Cancer Center, the Board approved
the foll ow ng agreenents:

a. The Transplant Program Cl i ni cal Support
Servi ces Agreenent between Spohn Health
System Corpus Christi, Texas, and
M D. Anderson Cancer Center Qutreach
Corporation (Qutreach) as set forth on
Pages 100 - 125

b. The Sublicense Agreenent between M D.
Ander son Cancer Center Qutreach Corpora-
tion and Spohn Health System as set
forth on Pages 126 - 135.

Spohn Heal th System (Spohn), a Texas nonprofit corpora-
tion, is one of the largest health care providers in the
Corpus Christi, Texas, netropolis and surroundi ng areas.
Spohn desires to establish a bone marrow transpl ant pro-
gramin conjunction with M D. Anderson Cancer Center
Qutreach Corporation (Qutreach). The Transplant Pro-
gram Clini cal Support Services Agreenent provides for

an exchange of services between Qutreach and Spohn

which will facilitate the devel opnent of a superior
bone marrow transplant program During the termof the
Agreenment, Qutreach will provide clinical support ser-

vices including cell processing for autol ogous bone
marrow transplantation, training of nedical personnel
that will be involved in transplantation, and program
support and review, including providing clinical guide-
i nes, pathways, and continuing education to the health
care providers of Spohn.
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Spohn will pay a fee to Qutreach for these services and
rei mburse Qutreach for reasonabl e out-of - pocket expenses
related to the Agreenent. This programwll result in a
net positive contribution to the U T. MD. Anderson
Cancer Center financial margin.

The Sublicense Agreenent between Qutreach and Spohn pro-
vides for the use of the nane “Spohn Hospital Bone Marrow
Transpl antation Service Affiliated with M D. Anderson
Qutreach,” to be used at the Spohn facility in Corpus
Christi, Texas, to identify the transplant program The
Subl i cense Agreenent al so provides for an additional
subl i cense of the name “Spohn Hospital Cancer Care
Services Affiliated wwth M D. Anderson Qutreach.” The
second name will only be utilized in the event of an
expansi on of this program beyond Bone Marrow Transpl ant
Services. In order for the second nane to be used, a
separate Cinical Support Services Agreenent nust be
entered into between the parties and approved by the

U T. Board of Regents.

Bot h agreenents provide, through the interaction of the
agreenents, the opportunity to nonitor and enforce the
quality of the services provided in conjunction with the
Qutreach nanme. Additionally, both agreenents have been
approved by the M D. Anderson Cancer Center Qutreach
Corporation Board of Directors and are automatically
term nated upon term nation of the License Agreenent
between the U T. Board of Regents and CQutreach.



TRANSPLANT PROGRAM

CLINICAL SUPPORT SERVICES AGREEMENT

between

SPOHN HEALTH SYSTEM

and

M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION
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CLINICAL SUPPORT SERVICES AGREEMENT

This Transplant Program Clinical Support Services Agreement (the “Agreement”),
effective as of the ___ day of 1998 (the “Effective Date”), is by and between Spohn
Hedth Sysem, a Texas nonprofit corporation (“Facility”) and M. D. Anderson Cancer Center
Outreach Corporation, a Texas nonprofit corporation (“Outreach”).

RECITALS

WHEREAS, Facility owns and operates a general acute care hospital that provides
various services and that is duly licensed by the agpplicable licensng authority of the dtate of
Texas,

WHEREAS, Facility operates an autologous peripheral blood progenitor transplant
program (the “Program”) that renders certain oncology services to patients;

WHEREAS, Outreach has the ability to deliver certain Clinical Support Services (as
hereinafter defined) relating to the Program’'s services,

WHEREAS, Facility desiresto engage, for its benefit and the benefit of its patients,
Outreach to provide certain Clinica Support Services and Outreach desires to be so engaged, and

NOW THEREFORE, for and in consideration of the mutual promises and covenants
hereinafter set forth, the Parties (as hereinafter defined) agree to the following:

1. DEFIMTIONS

1.1, Clinical Support Services shal mean those clinica support services that Outreach
IS obligated to provide Facility pursuant to Section 2.1 of this Agreement.

1.2, MDACC dhdl mean The Universty of Texas M. D. Anderson Cancer Center.
1.3.  Outreach Affiliate shdl mean MDACC and M. D. Anderson Physicians Network.

14, Outreach Name shdl mean any form of the name “M. D. Anderson Cancer Center
Outreach  Corporation.”

1.5, Party and Parties shdl mean Facllity and Outreach individudly or collectively, ‘as
goplicable.

1.6.  Patients shdl mean the patients of Facility who recelve tregtment in the Program.
17.  Physicians shal mean any physician who is permitted to provide oncology

sarvices to Patients or otherwise participate in the Program and who are listed on
Exhibit 1.7 to this Agreement.
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18,  Term shal mean the initid and any renewa periods of duration of this Agreement
as described in Article V of this Agreement.

2. OBLIGATIONS OF OUTREACH

2.1.  Clinical Support Services. Outreach shall provide those Clinica Support Services
described on Exhibit 21 to Facility for and in consideration of the compensation
to be paid by Facility to Outreach as specified herein.

2.2.  Subcontractors. Outreach may contact or subcontract with professionals or heath
care providers, including Outreach Affiliates, for the delivery of Clinicad Support
Services to Facility pursuant to this Agreement.

2.3.  Exclusivity. During the Term of this Agreement, Outreach shall not enter a
relationship with any facility providing autologous peripheral blood progenitor
cell transplant services located in any area described in Exhibit 2.3 pursuant to
which Outreach:

(a) agrees to provide Clinical Support Services or services or items
substantially similar to Clinical Support Services to such facility; or

(b) agrees to own, manage, operate, control, participate in the management or
control of, lend its name to or maintain or continue any interest in such
facility.

To the extent that any restriction contained in this Section 2.3 is held by any court
of competent jurisdiction to be unenforceable or unreasonable, the Parties agree
that a lesser restriction shall be enforced in its place and remaining restrictions
contained herein shall be enforced independently of each other.

2.4 Other Activities by Outreach and Outreach Affiliatzes. MDACC has throughout its
existence delivered to requesting physicians parts of Clinical Support Services.
Examples are physicians who request treatment or research protocols for a certain
type of cancer, continuing medical education programs, and MDACC physicians
who work with collaborative investigators in the conduct of specific clinica trials.
Moreover, MDACC is required by certain governmental requirements to provide
access to its research and clinical efforts. Neither Outreach nor an Outreach
Affiliate shall be deemed to have breached any provision of this Agreement in the
conduct of such activities.

3. OBLIGATIONS OF FACILITY

3.1.  Covenants of Facility. Facility covenants and warrants that at al times during the
Term:
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3.2.

3.3.

3.4.

(a)

(b)

(c)

(d)

(€)

4]
(8)

Facility shal be and remain legaly organized to operate a hospitd and to
provide oncology services in a manner consistent with al state and federal
laws;

Facility shall be and remain accredited by the Joint Commission on the
Accreditation of Healthcare Organizations or any successor accrediting
entity  thereto;

Facility shall maintain a Medical Director of the Program who is
credentialed and privileged by Facility and has successfully completed a
minimum of one year fellowship training program specializing in high
dose chemotherapy and stem cell administration and is a Physician;

The Physicians listed in Exhibit 1.7 shall be the only physicians whom
Facility employs, contracts with, or otherwise permits to provide high dose
chemotherapy and stem cell administration within the Facility or otherwise
participate in the Program. Facility shall obtain an amendment of this
Agreement prior to employing, contracting with, or otherwise permitting a
physician not listed in Exhibit 1.7 to provide such medical services or
otherwise participate in the Program, and Facility shall obtain an
amendment of this Agreement upon the cessation of relationship with a
Physcian lised in Exhibit 1.7. Each such amendment shall be in the same
form as Exhibit 1.7

Each Physician shall hold a currently valid and unlimited license to
practice medicine in the state of Texas,

Each Physician must be credentidled and privileged by Facility; and

Each Physician must be credentialed by M. D. Anderson Physicians
Network and meet the following criteria: (a) be Board Certified in
hematology and/or medical oncology; and (b) have (i) successfully
completed a minimum one year fellowship training program specializing
in high dose chemotherapy and stem cell administration, or (ii)
demonstrated clinical experience judged as comparable and appropriate
training by the MDACC BMT Medicad Director.

Continuing Conditions Precedent. As a continuing condition precedent to the

delivery of Clinical Support Services by Outreach during the Term of the
Agreement, Facility agrees to comply with the obligations set forth on Exhibit

3.2.

Compensation. Facility agrees to compensate Outreach in accordance with
Exhibit 3.3 for and in consideration of Clinical Support Services provided to
Facility pursuant to this Agreement.

Notification.  Facility shall notify Outreach in writing within three (3) days after
any of the following events occurs:
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3.5.

3.6.

3.7.

(a)

(b)
(c)

(d)

(e)

H

(g}

(h)

@)

the Facility’ s loss of license or loss of certification, accreditation, or
quaification by any licensing, regulatory, or professional organization or
agency with jurisdiction over Facility;

the excluson of Facility from the Medicare or Medicaid programs,

a transfer of more than fifty percent (50%) of the ownership of Fecility or
a materiad change in management of the Facility;

Facility (i) becomes a defendant in any malpractice action involving
Patients or (ii) isrequired to pay damages in any such action by way of
fina judgement or settlement;

Facility (i) becomes the subject of a disciplinary proceeding or action
before a licensing agency in the state of Texas or (i) is disciplined by a
licensing agency in the state of Texas,

any cancellation or suspension of Facility’s professional liability
insurance;

the license to practice medicine of any Physician is suspended, revoked or
terminated;

any Physician is required to pay damages in any malpractice action by way
of judgment or settlement;

any Physician becomes the subject of a disciplinary proceeding or action
before a licensing agency in the state of Texas; or

any cancellation of a Physician's professional ligbility insurance resulting
in the absence of professiona liability insurance for a period longer than
30 days.

Medical Records. With appropriate patient authorization, Outreach shall be
entitled to obtain copies of Patients’ medical records. Facility shall provide
Outreach with all records necessary to carry out Outreach’s utilization
management and quality improvement programs. Such medical and other records
shall be made available to Outreach at no cost other than the cost of copies
requested by Outreach, not to exceed ten (10) cents per page.

Coordination of Fundraising. Facility shah advise Outreach of solicitations for
major gifts that benefit the Program in order that Outreach may coordinate
fundraising efforts between Facility and Outreach Affiliates.

Facility Rights. Facility agrees that it may exercise its rights under this
Agreement, including but not limited to any rights under Article IV, only at the

- 104 -



following address: Spohn Hedth System, 1702 Santa Fe, Corpus Christ, Texas
78404.

USE OF NAMES

4.1,

4.2.

4.3.

Consent 10 Use Names. The Parties each have a proprietary interest in their
respective legdl and business names. Except as permitted in the Sublicense
Agreement entered between the Paties, neither Paty shal use the other Party’s
name in any advertising, marketing, or other publicity materids without the other
Party’s prior written consent, which consent shall not be unreasonably qudified,
withheld, or delayed.

Outreach Rights to Trade Names and Service Marks. Outreach shdl be the sole
and exclusve owner of its trade name and dl trademarks and service marks that it

utilizes to identify its business, goods, and services.

Use of Outreach Name. Except as set forth in the Sublicense Agreement entered
between the Paties, Facility may not, without the written consent of Outreach,
use as a trade name any name that includes any form of the Outreach Name. Any
right to use any form of the Outreach Name shah automaticaly terminate upon
the termination of this Agreement.

TERM / TERMINATION OF THISAGREEMENT

5.1

5.2.

5.3.

5.4.

Term. This Agreement shall commence on March 1, 1998 and shal continue for
an initid period of five (5) years through and including February 28, 2003. At
the end of the initial period, and thereafter, the Agreement will renew
automaticaly for successve periods of two (2) years each unless ether Party
notifies the other in writing of itsintention not to renew at least one hundred
eighty (180) days before the end of the initid period or any renewd period.

Termination by Agreement. In the event the Parties shall mutually agree in
writing, this Agreement may be terminated on the date specified in such written
agreement.

Termination for Cause by Either Party. Either Party may terminate this
Agreement for cause upon thirty (30) days written notice from the other Party
hereto. For purposes of this Agreement, “cause” shah be construed to mean a
material breach of an obligation to be performed hereunder that is not cured
within thirty (30) business days of receipt following notice of the breach.

Bankruptcy. Either Paty may terminate this Agreement effective immediaey
upon written notice, if the other Party files a petition in bankruptcy, is adjudicated
bankrupt, or takes advantage of the insolvency laws of any jurisdiction, makes an
assgnment for the benefit of creditors, is voluntarily or involuntarily dissolved, or
has a recelver, trustee, or other court officer appointed with respect to its property.
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5.5.

5.6.

o.7.

5.8.

Termination by Outreach. Outreach, in its sole option, may terminate this
Agreement effective immediately upon written notice (a) if any of the covenants
set forth in Section 3.1 are breached; (b) upon the occurrence of any event that
would require Facility to give Outreach notice pursuant to Section 3.4, except for
Sections 3.4(d)(i) and 3.4(e)(i); (c)upn the termination of the Sublicense
Agreement entered between the Parties; or (d) if in any year following the first
year of the Term of this Agreement, Facility does not perform at least ten
autologous peripheral  blood progenitor cell transplantations.

Termination Due to Legislative or Administrative Changes, In the event that
there shall be a change in federal or state law, the Medicare or Medicaid statutes,
regulations, or general instructions (or in the application thereof), the adoption of
new legidation or regulations applicable to this Agreement, or the initigtion of an
enforcement action with respect to legislation, regulations, or instructions
applicable to this Agreement, any of which affects the continuing viability or
legality of this Agreement or the ability of either Party to obtain reimbursement
for services provided by one Party to the other Party or to patients of the other
Party, then either Party may by notice propose an amendment to conform this
Agreement to existing laws. If notice of such a change or an amendment is given
and if the Parties are unable within thirty (30) days thereafter to agree upon the
amendment, then either Party may terminate this Agreement by thirty (30) days
notice to the other, unless a sooner termination is required by law or
circumstances.

Termination Due to Federal Income Tax Satus. In the event that there shal be a
change in the Internal Revenue Code or the Treasury Regulations promulgated
thereunder, the promulgation by the Interna Revenue Service of rulings or other
authorities, or a change in the Interna Revenue Service's interpretation of any of
the foregoing that adversely affects the status of ether Facility or Outreach as an
organization described in section 501(c)3) of the Internad Revenue Code of 1986,
as amended, or if the Internal Revenue Service takes, or proposes to take, any
action that would adversely affect the ability of Outreach to qualify as, or
continue its status as, an organization described in section 501(c)3) of the
Internal Revenue Code of 1986, as amended, then either Party may by notice
propose an amendment to conform this Agreement to existing laws or Internal
Revenue Service positions. If notice of such a change or an amendment is given
and if the Paties are unable within thirty (30) days thereafter to agree upon the
amendment, then either Party may terminate this Agreement by thirty (30) days
notice to the other, unless a sooner termination is required by law or
circumstances.

Special Action. The Parties understand that the Clinical Support Services
provided by Outreach hereunder are supplied to Outreach by MDACC, a
component ingtitution of The University of Texas System (the “System”). In the
event that there is an action by MDACC or the System that would require
Outreach to review, adjust, or terminate the delivery of Clinica Support Services
to Facility as described in this Agreement, then Outreach may by notice to

Facility ‘propose an amendment to the Agreement to conform with such
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5.9.

requirement. If notice of such a proposed amendment is given, and if the Parties
are unable within thirty (30) days thereafter to agree upon the amendment, then
either Party may terminate this Agreement by thirty (30) days written notice to the
other, unless a sooner termination is required by circumstances.

Effects of Termination. Upon termination of this Agreement as provided herein,
neither Party shal have any further obligation hereunder except for (a) obligations
accruing prior to the date of termination and (b) obligations, promises, or
covenants contained herein that are expressly made to extend beyond the Term of
this Agreement, including, without limitation, confidentidity obligations.

6. INSURANCE

6.1.

6.2.

6.3.

Facility. Facility, at its sole cost and expense, shall procure and maintain self-
insurance and/or commercial insurance coverage for general and professional
lighilities in amounts necessary to adequately insure against its risks. The limits
of the generd and professiona liability insurance shall equal a least one million
dollars (SI,000,000) per occurrence, three million dollars ($3,000,000) annual
aggregate, and twenty million dollar ($20,000,000) excess. Within thirty (30)
days after the commencement of the effective date of this Agreement and annualy
thereafter, Facility shall provide Outreach with a certificate evidencing such
insurance coverage. Facility shall notify Outreach of any reduction, suspension,
or cancellation of such insurance coverage within three (3) business days of
receipt by Facility.

Duty to Defend and Cooperate. To the extent not covered by liability insurance
caried by the Parties, each Paty shal be solely responsible for its own claims,
lighilities, damages, injuries, suits, demands, and expenses of al kinds (including,
without limitation, attorneys fees and court costs) that may result or arise from
any alleged malfeasance, neglect, misconduct, error, or omission caused, or
dleged to have been caused, by such party, or by any member, partner, employee,
representative, agent, or contractor of such party, in connection with the
performance of this Agreement. In the event that a claim is made against both
parties, it is the intent of both Parties to cooperate in the defense of said clam and
to cause their insurers to do likewise.

Physcian  Insurance. Facility covenants that each Physician shal cary during the
Term of this Agreement, either occurrence-based or claims-made general and
professional liability insurance coverage with reputable companies to protect
against any liability to Patients or the public generally. The limits of the
professional liability insurance shall equal at least one million dollars
($1,000,000) for each occurrence and three million dollars($3,000,000) annual
aggregate.  Within thirty (30) days after the commencement of the Effective Date
of this Agreement and annualy thereafter, Facility shal provide Outreach with a
certificate evidencing such insurance coverage. Facility shall notify Outreach of
any reduction, suspension, or cancellation of such insurance coverage of any
Physician within three (3) business days of such reduction, suspension, or
cancellation of insurance.
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GENERAL PROVISIONS

7.1.

1.2.

1.3.

1.4.

1.5.

1.6.

Amendment. This Agreement or any pat of it only may be amended a any time
during the Term of the Agreement by the mutual consent in writing of duly
authorized representatives of the Parties.

Applicable Law. The validity of this Agreement and of any of its terms and
provisions, as well as the rights and duties of the Parties and any third parties
hereunder, shall be interpreted and enforced pursuant to and in accordance with
the laws of the state of Texas.

Attorney Fees, Enforcement Cods. If any legal action or other proceeding is
brought for the enforcement of this Agreement, or because of an aleged dispute,
breach, default, or misrepresentation in connection with any provision of this
Agreement, the successful or prevailing Party shall be entitled to recover
reasonable attorney’s fees, court costs, and other reasonable expenses incurred in
connection with maintaining or defending such action or proceeding, as the case
might be, including any such attorney’s fees, costs, or expenses incurred on
apped, in addition to any other relief to which such Party may be entitled.

Assgnment. Neither this Agreement nor any rights, powers, or duties hereunder
may be assigned by either Party without the express written consent of the other
Party, and any such unauthorized assignment shall be void, except that Outreach
may assign this Agreement to an Outreach Affiliate without the written consent of
Facility. If any unauthorized assignment is attempted by either Party, the other
Party shal have the power, a its election, to terminate this Agreement, effective
immediately upon the giving of notice to the Party attempting such unauthorized
assignment. This Agreement shall inure to the benefit of and shall bind the
successors and permitted assignees of the Parties hereto.

Confidentiality. Both Parties, including their affiliates, recognize and
acknowledge that, by virtue of entering this Agreement, the Parties shall have
access to information that is confidential and constitutes valuable, special, and
unique property of the Paties. The Parties agree that neither Party shall a any
time, either during or subsequent to the Term of this Agreement, disclose to
others, use, copy, or permit to be copied any secret or confidentid information,
pricing, or know-how of the other Party for any reason or purpose without the
other Party’s prior written consent. Neither Party shal disclose the terms of this
Agreement, including, but not limited to, the compensation paid by Facility to
Outreach, without the prior written consent of the other Party. This Section 7.5
shal survive the termination of this Agreement.

Enforceability. In the event any provision of this Agreement is rendered invaid
or unenforceable by a valid Act of Congress or of any state or by any regulation
duly promulgated by officers of the United States or of any state acting in
accordance with law, or declared null and void by any court of competent
jurisdiction, the remainder of the provisions of this Agreement shal remain in full
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7.7.

7.8.

7.9.

7.10.

7.11.

7.12.

7.13.

force and effect. In the event any part of this Agreement shall be finally
determined by a court of competent jurisdiction to be non-binding on any of the
Parties, it shall remain binding, and in full force and effect, with respect to the
remaning Paty or Parties.

No Third Party Beneficiaries. Nothing contained in this Agreement shall be
construed to create in any person not a Party to this Agreement any rights, duties,
or obligations.

Waiver of Breach. Waiver of breach of this Agreement shal not be deemed to be
a waver of any other breach of the same or another provision of this Agreement
or any other agreement between or among any of the Parties, and shall not bar any
action for subsequent breach thereof.

Satus of Parties. None of the provisions of this Agreement are intended to create
nor shall be deemed or construed to create any relationship between Facility and
Outreach other than that of independent entities contracting with each other
hereunder solely for the purpose of effecting the provisions of this Agreement.
Neither of the Parties, nor any of their respective officers, directors, or employees,
shall be construed to be the agent, employee, or representative of the other.
Neither Party is authorized to represent the other for any purpose whatsoever
without the prior written consent of the other except as specifically provided
herein.

Force Majeure. Neither Paty shall be liable nor deemed to be in default for any
delay or failure to perform under this Agreement deemed to result, directly or
indirectly, from any cause beyond the reasonable control of either Party, including
without limitation, Acts of God, civil or military authority, acts of public enemy,
tires, floods, strikes, or regulatory delay or restraint.

Remedies. All rights, powers, and remedies granted to either Party by any
paticular term of this Agreement are in addition to, and not in limitation of, any
rights, powers, or remedies that it has under any other term of this Agreement, at
common law, in equity, by statute, or otherwise, and al such rights, powers, and
remedies may be exercised separately or concurrently, in such order and as often
as may be deemed expedient by either Party. No delay or omission by either
Party to exercise any right, power, or remedy shall impair such right, power, or
remedy or be construed to be a walver of any breach or default or an acquiescence
therein.

Captions and Gender. All section titles or captions contained in this Agreement
are for convenience only and are not deemed part of the text of this Agreement.
All pronouns and any variations thereof are deemed to refer to the masculine,
feminine, neuter, singular, or plural as the identity of the person or persons may
require.

Sale or Merger. Each Party agrees to inform the other as soon as practicable if a
change in ownership is contemplated.
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7.14.

71.15.

7.16.

7.17.

7.18.

Power and Authority. Each Party hereto represents and warrants as to itself that

the execution, delivery, and performance of this Agreement by the Party and the
consummation of the transactions contemplated herein by the Party:

a are within Party’s corporate powers and the terms of Party’s charter or
articles of association, bylaws, or any amendments thereto, and have been
duly and properly authorized by al appropriate corporate action;

b. to the best of Party’s knowledge, will neither conflict with nor result in
any breach or contravention of, nor permit the acceleration of the maturity
of, or the creation of any lien under, any indenture, mortgage, contract,
lease, agreement, instrument, or understanding to which Party is a party or
by which Party is bound,

. will not violate any judgment, decree, order, writ, or injunction of any
court or governmental authority to which Party may be subject; and

d. are and will constitute the valid and legally binding obligation of Party,
enforceable in accordance with the terms of this Agreement, except as
enforceability may be subject to genera principles of equity.

Incorporation of Attachments. All Exhibits and Attachments to this Agreement
are incorporated by reference herein and are made a part of this Agreement.

Counterparts. This Agreement may be executed in two or more counterparts,
each of which shall be deemed an original and all of which together shall
constitute but one and the same instrument.

Entire Agreement. This Agreement and the Sublicense Agreement between the
Parties contain the entire agreement between the Parties hereto with respect to the
subject matter hereof and supersede any and all prior agreements and
understandings, whether oral or written, between the Parties hereto relating to
such subject matter.

Non-Exclusive Agreement. The Parties hereto agree that Outreach shall not be
precluded from entering into arrangements to provide the types of services set
forth herein to other entities, persons, or organizations, except as provided in
Section 2.3.

7.19. Omnibus Reconciliation Act. The following clause is included because of the

possible application of Section 1861(v)(l)(I) of the Social Security Act to this
Agreement and if that Section should be found inapplicable to this Agreement,

then this clause shall be deemed not to be part of this Agreement and shal be null
and void.

Upon the expiration of four (4) years after the furnishing of services under this
Agreement, Outreach shall make available, upon written request of the Secretary
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7.20

7.21

7.22

7.23

of the Department of Hedth and Human Services or the Controller General of the
United States or any of their duly authorized representatives, this Agreement and
such books, documents and records of Outreach as are necessary to certify the
nature and extent of the costs hereunder. If Outreach carries out any of its duties
under this Agreement through a subcontract with a value or cost of $10,000 or
more over a twelve (12) month period with a related organization, such
subcontract shall contain a clause that until the expiraion of four (4) years after
the furnishing of services under such subcontract, the related organization will
make available, upon request of the Secretary or Controller General or any of their
duly authorized representatives, the subcontract and such books, documents, and
records of such related organization as are necessary to verify the nature and
extent of rendered contractual costs. This paragraph will survive termination of
this  Agreement.

Patient  Referrals. The Parties agree that the benefits for the Facility hereunder
do not require, are not payment for, and are not in any way contingent upon the
admission, referral, or any other arrangement for the provision of any item or
service offered by Outreach or any Outreach Affiliate with respect to any patients
in any facility or laboratory owned, controlled, managed, or operated by Outreach
or any Outreach Affiliate. All decisons concerning medica care made by
Physicians shall be made in consideration of the best interest of the Patient. All
services by Outreach hereunder are provided in exchange for fair and reasonable
consideration.

Authority and Approval. The execution of this Agreement by The University of

Texas M. D. Anderson Cancer Center, which is not party to this Agreement, is
solely to evidence its review, authorization, and approval of this Agreement.

Medical Practice. Outreach and Facility acknowledge that in connection with
Outreach’s performance under this Agreement, Outreach is not practicing
medicine and a al times during the Term of the Agreement, Facility and/or
Physicians shal remain in complete control of medica care services and shall be
solely responsible for al acts and decisions in connection therewith
notwithstanding the receipt by Facility or Physicians, whether in writing or
otherwise, of any recommendation or other statement regarding such care with
respect to a Patient. Outreach shall a no time control or be responsible to any
extent for the medica care services of the Facility or its Physicians.

Solicitation of Employees. During the Term of this Agreement and for a period of
ninety (90) days after the expiration or sooner termination of this Agreement,
neither Party will, directly or indirectly, without the written consent of the other
Party, in any capacity solicit for employment or employ any person who has been
an employee of the other Party.

NOTI CES

Any notice, request, demand, instruction, communication, or other document required,
permitted, or desired to be given hereunder shall be in writing and, except as otherwise
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provided for herein, shall be deemed effectively given : (a) on receipt if delivered
personally or by commercial courier service or if sent by prepaid telex, telegram, by
facsimile or by other instantaneous electronic transmisson device, or (b) on the third day
after deposit (unless a different date is shown on the return receipt) if sent postage prepaid
registered or certified United States mail, return receipt requested, as follows:

Facility: Spggnsgealth System
17 ta Fe
Corpus Christ, Texas 78404
Attn.:  President
Telephone: (512) 881-3173
Facsimile: (512) 887-7948

Outreach: M. D. Anderson Cancer Center Outreach Corporation
7505 South Main, Suite 500
Houston, Texas 77030
Attn:  President and Chief Executive Officer
Telephone: (713) 794-5000
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IN WITNESS WHEREOF, Facility and Outreach have caused this Agreement to be
executed in multiple originas effective as of the date and year first written above.

SPOHN HEALTH SYSTEM

By:
Name: JakeHenry, Jr.

Title President and CEO
Date Signed:

M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION

By:
Name: Hugh C. Wilfong, 11

Title President and Chief Executive Officer
Date Signed:

FOR REVIEW AND APPROVAL ONLY

THE UNIVERSITY OF TEXAS M. D. ANDERSON CANCER CENTER

By:
Name: John M endelsohn, M .D.
Title President

Date Signed:

FAOUTREACH\LEGAL\SPOHN\CSSA\DRAFT.7
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EXHIBIT 1.7

PHYSICIANS
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EXHIBIT 21

CLINICAL SUPPORT SERVICES

During the Term of the Agreement, Outreach shal provide the following Clinicad Support
Services to Faaility:

1 CELL PROCESSNG FOR AUTOLOGOUS BONE MARROW
TRANSPLANTATION

The procedure of cell processing will require stem cells to be harvested a Facility and
packaged for shipment. In order to absolutely guarantee that cells are deivered on time
and in gppropriate condition, it is required that stem cells be hand carried back and forth
between Fecility and MDACC. Deivery expensss will be borne by Facility.

MDACC will perform two routine bacteria cultures, one on receipt and one upon
processing as a quality assurance measure. Immunophenotyping will be used to assess
tumor contamination when applicable and to assess the stem cdll content of CD34 cells
(vigbility assessment). Additiond testing will be peformed by MDACC when required.
The cells will be processed [frozen} and stored until Facility requests their return.
MDACC requires one working day’s notice unless an emergent Stuaion arises. Cdls
will be shipped frozen. Facility will store and thaw appropriately until cdls are re-
administered.

2. TRAINING

Traning for high dose chemothergpy administration and autologous (self donor) bone
marrow transplantations includes pheresis collection and administration to be performed
according to MDACC guiddines and pathways, quaity standards, and where agpplicable,
research protocol  guidelines.

2.1, Initid Traning. The following summary schedule outlines the minimum traning
requirements for dl personnd involved in autologous bone marrow
transplantations and high dose chemotherapy a Facility. These schedules are
lised by function of the personnd a the Facility, recognizing that some functions
may be combined and performed by one person.

Physician

One to three weeks traning & MDACC (length to be determined by MDACC) to
include:

Generd  tour

Didactic with program head

Didactic with Pheress Physician

Didactic with BMT Clinicd Nurse Specidist and Pharm. D.
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Clinic rounds in both autologous and allogeneic outpatient clinics

Rounds in pheresis collection area to include machine set up; calculation;
complications; solo performance of pheresis procedures, etc.

Inpatient rounds with BMT multidisciplinary team (Attending, CNS, Pharm D,
Nursing)

Inpatient Nursing

One week training a& MDACC to include

General tour

Didactic with program head

Didactic with BMT Clinicdl Nurse Specidig and Pharm. D.

Vigiting rounds in autologous BMT outpatient clinic

Visiting rounds in pheresis collection area

Inpatient rounds with BMT multidisciplinary team (Attending, CNS, Pharm D,
Nursing)

Inpatient patient care to include: pre-admisson work up review; admission
assessment, chemo order checking to verify dose/protocol; dally assessment of
parameters and documentation; observe patient teaching of chemo and self care;
discharge, etc.

Pheresis Collection/Infusion

Two weeks a MDACC to include:
General tour

Didactic with Chief of Pheresis Section
Didactic with QA Nurse, Pheresis Section
Pheresis  collection

Pheresis  infusion

Quality assurance / problem resolution

Pharmacy

One and % days aa MDACC to include:

General tour

Didactic with Pharm. D. Clinical Specialist, BMT Topics: Discharge medications
and counseling; insurance clearance; home care

Inpatient rounds with BMT multidisciplinary

Introduction and tour with Head, Divison of Pharmacy

Didactic and tour with Practitioner, BMT Topic: Outpatient Autologous Clinic
Didactic and tour with Inpatient Pharmacy Supervisor Topics. Checking and
verifying chemotherapy orders, overview of pharmacy satellite

Didactic and tour with Pharm. D., Clinicd Research Specidist, BMT Topics.
Protocol review; writing chemotherapy orders, preprinted orders, overview of
autologous  transplantation

Case Management
Y, day; less depending on current skill set
Didactic on the following topics:

o Vaification of benefits
e Procedure and inpatient admission authorization
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2.2

+ Inter-relationship between BMT team and case management

o Inter-relationship between financial screening and case management

o Inter-relationship behveen payment issues and case management

+ Deéfinition of case management process

« Initigtion of letter of medical necessity

o Interaction between case management and ancillary services (socia services)
« Denial process

« Outcomes monitoring

Ongoing case management education

Managed Care Contracting

One day a MDACC to include:

Contracting overview

‘Boiler plate’ Contract provisions

Negotiating case rates for care phases. evaluation; consult; harvest; pre-transplant
care; transplant; follow up care; and re-transplantation

Contracting  strategies

Insurer expectations and strategies

Data Management (which must be performed bv a Research Nurse)

One week a MDACC to include:

General tour

Data collection elements and process

Patient Data Management System orientation with Office of Protocol Research

Continuing Training. Continuing training will be provided, as appropriate for the
following classes of personnel: physician, inpatient nursing, outpatient nursing,
pheresis collection and administration, pharmacy, case management, protocol data
management

PROGRAM SUPPORT AND REVIEW

3.1

3.2

3.3

Guidelines and Pathways. Outreach shal make available to Facility the MDACC
clinica guidelines and care pathways related to bone marrow transplant only, as
such clinical guidelines and care pathways become available for distribution to
Outreach affiliated facilities. The clinical guidelines provide an overview of the
disease process and the approaches to medical care for the disease process based
on current practice standards. The care pathways describe the expected events
and interventions in an episode of care. A forma for reporting adherence to and
varigions from care pathways shall accompany the care pathways.

Clinical Trials and Clinicd Research Protocols. Whenever deemed appropriate
through concurrent case review Outreach shah make available to Facility the
opportunity to enter Patients into clinical trials for autologous peripheral blood
progenitor cell transplant only.

Conaultation and Second Opinions. MDACC BMT physicians will prospectively
review al cases which may be eligible for high dose chemotherapy and periphera
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blood stem cell administration (bone marrow transplantation) and must approve
the patient treatment plan.

3.4 Cure Management. MDACC BMT physicians will follow treatment progress as
appropriate to ensure Program maintains established standards of care. Ongoing
case review may include, but not be limited to, a weekly update of vital case
information to be faxed or electronically mailed to MDACC BMT physicians.
MDACC BMT physicians will acknowledge treatment progress and provide any
modifications to the treatment plan within 24 hours of receipt of progress report.

3.5 Continuing Education. Outreach shall provide continuing education programs
for the purpose of educating physicians and Facility health care personnel
regarding the appropriateness of bone marrow transplant treatment modalities.
The amount and timing of continuing education shall be determined by patient
volumes. Continuing education may include monthly case review, didactic
seminars, and facility review.

Clinical Support Services are designed to provide minimum guidelines for
facilities and individuals in the treatment of cancer. The Clinicd Support Services are not
intended to include al of the procedures and practices that a facility or individua should
implement if the standard of practice in the community or federd or State laws or regulations
establish individual requirements. Facility and Physicians should analyze their practice and
procedures to determine whether additiona standards apply. Outreach disclams any
responsibility for setting maximum standards and expressly does not warrant or represent that
use of Clinica Support Services is an exclusve means of complying with the standard of care in
the industry or the community.
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Nueces (Primary Market)
San Patricio (Primary Market)
Aransas

Bee

Jim Wells

Kenedy

Kleberg

Live Oak

Refugio

EXHIBIT 2.3

EXCLUSIVITY
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EXHIBIT 3.2

CONDITIONS OF AGREEMENT

As a continuing condition precedent to the delivery of Clinical Support Services by
Outreach during the Term of this Agreement, Facility agrees as follows:

L

10.

11

12.

Facility shall and shal cause Physicians to present al treatment plans for Patients
to MDACC for approval.

Facility shall adhere and shall cause Physicians to adhere substantially to
MDACC clinical guidelines and care pathways, including applicable reporting
requirements, in the treatment of patients for bone marrow transplant.

Facility shall make reasonable and good faith efforts and shall cause Physicians to
make reasonable and good faith efforts to comply with the Diagnosis/Treatment
categories attached as Exhibit 3.2A.

Patients may participate in MDACC clinical trials as mutually agreed to by the
Parties.

Facility shall conduct and shall cause Physicians to conduct quality assurance and
utilization review in a manner consistent with MDACC standards.

Facility shall provide a means for integrating practice information with the
MDACC combined database.

Facility shall adhere to the Sublicense Agreement.

Facility shall give Outreach and Outreach Affiliates access and shall cause
Physicians to give Outreach and Outreach Affiliates access to patient records for
the purpose of collection and analysis of bone marrow transplant research data

Facility shal procure and maintain in good working order the equipment listed on
Exhibit 3.2B.

Facility shall structure and enforce its relationships with Physicians so as to

condition the utilization of Clinical Support Services by Physicians on compliance
with the requirements described in this Exhibit 3.2,

Facility shal maintain and require a nurse to Patient staffing ratio of one nurse to
three Patients who are inpatients.

Facility shall and shall cause Physicians to enter Patient information, including
demographic information, on MDACC’s Data Management System for Stem Cell
Marrow Transplants as such Data Management System is made available to
Facility.
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13.  Facility shall limit its transplantation program to autologous peripheral blood
progenitor cell  transplantations.
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EXHIBIT 3.2A

DIAGNOSIS/TREATMENT CATEGORIES

BMT Savice Rogter for Facility Program

1. Procedures approved for treatment at Facilitv:

Autologous blood stem cell transplants for the following diagnoses with no indication of tumor
infiltration of the bone marrow:

Breast Cancer

Hodgkins Disease

Lage Cdl Lymphoma

Limited other diagnoses upon trestment plan consultation and approvd by MDA BMT
staff

2. Procedures not approved for treatment at Facilitv:

Allogeneic  transplants

Any diagnosis that includes tumor infiltration of bone marrow

Any case diagnoss that, upon consultation with MDACC BMT daff, is rejected as an
aopropriate candidate for BMT procedure at Facility
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EXHIBIT 3.2B

REQUIRED EQUIPMENT

COBE BCT Spectra Pheresis collection unit (approximate_cost. $45K)

Blood Irradiator

CIS/US IBL 437C Blood

Sem Cdl Nitroeen Storaee Bank to include:

A. XLC1211 with TEC 2000 Full Auto Control and battery backup, 23,400
maximum storage capacity (Part # 1075 13 5 1) (suggest two)

B. Bone Marrow Canister System with 560 canisters for Baxter 4R9953 bags, 140
each 4 place frame, and 1 plaform divider (Part # ZS101) (suggest two)

C. Vapor Shipper Container with choice of blood bag or vid rack (Part # 10508967)
(requires two)

Portable In-room HEPA Filter Unit
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EXHIBIT 3.3

COMPENSATION

PROGRAM FEE

Facility shal pay Outreach an annual Progran Fee of $250,000. Such fee shal be
payable each year in four (4) equal quarterly installments of $62,500 (Sixty-Two
Thousand Five Hundred and no/100 Dollars) due, successively, on or before the
fifth day of each quarter during the Term. Past due installments of the Program
Fee shall bear interest at the lesser of 18% per annum or the maximum
nonusurious interest rate permitted by law caculated from the date the payment
was due. The Program Fee includes Clinical Support Services described under
Sections 2 and 3 of Exhibit 2.1 and the first 10 stem cell collections per annum
described in Section 1 of Exhibit 2.1

STEM CELL PROCESSNG FEE

For each stem cell collection performed by Facility after the first ten stem cell
collections per annum, Facility shall pay Outreach a Stem Cell Processing Fee
equal to $3,000 per collection. Fecility shall be solely responsible for payment of
this fee regardless of reimbursement from any Patient or third party payor. The
Stem Cell Processing fee shall be invoiced to Facility on a monthly basis.
Payment shall be due Outreach no later than thirty (30) days following invoice for
such services. Payment received any later shall be an interest at the lesser of 18%
per annum or the maximum nonusurious interest rate permitted by law calculated
from the first date of the month in which the service is rendered.

DELIVERY AND IMPLEMENTATION EXPENSES

L Facility shall reimburse Outreach for reasonable out-of-pocket expenses
related to this Agreement including travel, meal and lodging expenses,
incurred by Outreach or Outreach Affiliate employees incurred in
delivering Clinical Support Services to Facility and Physicians and in
assigting Facility and Physicians in the implementation of Clinica Support
Services.

2. To the extent Outreach or an Outreach Afftliate provides services to
Facility that are not described in or are in addition to the Clinical Support
Services described in this Agreement, then Outreach shall be compensated
for such services as mutually agreed to by the Parties.

3, The Delivery and Implementation Expenses described in this Exhibit 3.3
shal be invoiced to Facility on a monthly basis. Payment shal be due to
Outreach no later than thirty (30) days following invoice for such services.
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Payment received any later shall bear interest at the lesser of 18% per
annum or the maximum nonusurious interest rate permitted by law
cdculated from the first date of the month in which the service is rendered.
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M. D. ANDERSON CANCER CENTER OUTREACH CORPORATION
and
SPOHN HEALTH SYSTEM

SUBLICENSE AGREEMENT

This Sublicense Agreement @Agreement@) is entered into effective as of the day of
, 1998 (hereinafter referred to as the AEffective Date@), between the parties

hereto,

who agree as follows in condderation of the mutua promises contained herein:

. —PARTIES

11 M. D. Anderson Cancer Center Outreach Corporation (hereinafter refered to as
LICENSOR) has a principal place of business at 7505 South Main Suite 500,
Houston, Texas 77030.

1.2 Spohn Hedth System (hereinafter referred to as LICENSEE) has a principd place of
business a& 1702 Santa Fe, Corpus Chris@ Texas 78404.

13 LICENSOR and LICENSEE ae paties to this Agreement

BACKGROUND

2.1 By virtue of that certain ALicense Agreement@ between LICENSOR and the BOARD
OF REGENTS OF THE UNIVERSITY OF TEXAS SYSTEM (hereinafter referred

to as BOARD), LICENSOR has rights in the mak(s) identified in Attachment A
hereto, and public recognition and goodwill have been acquired through the use of
such mark(s).

2.2 LICENSEE recognizes the goodwill appurtenant to use of the mark(s) and desires to
obtain a nonexclusive license to utilize such mark(s). LICENSOR is willing to grant
such a license under the terms and conditions of this Agreement.

DEFINITIONS

3.1 MARKS include trademarks and service. marks.
32  LICENSED MARK(S) mean the mark(s) listed in Attachment A, including common

law rights, as well as any applications for registration or registrations which may be
issued covering such mark(s), whether state or federa.

3.3  LICENSED SERVICES means those services specified in Attachment B hereto in
connection with which any of the LICENSED MARK(S) ae used.
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34  TERM means the effective period of this Agreement, which shah commence on the
EFFECTIVE DATE and which shag terminate upon the earliest termination of any
of the following Agreements:

1. the Transplant Program Clinical Support Services Agreement between
LICENSOR and LICENSEE; or

2. the License Agreement between the BOARD and LICENSOR identified in
Section 2.1 above.

35 QUALITY means an acceptable level of quality to, in the sole judgment of,
LICENSOR.

3.6 LICENSED TERRITORY means the area described in Attachment C.

3.7 MARKETING AREA means the area described in Attachment D.

LICENSE

Subject to the terms and conditions of this Agreement, LICENSOR grants to LICENSEE the
nonexclusive right and license to utilize the LICENSED MARK(S) during the term hereof
(@ in the LICENSED TERRITORY <oldy in connection with the provison of LICENSED
SERVICES of QUALITY to be rendered at 1702 Santa Fe, Corpus Christi, Texas 78404 and
(b) with advertising and promotional material within the LICENSED TERRITORY and
MARKETING AREA to the extent appropriate to the provisi of services at 1702 Santa Fe,
Corpus Christi, Texas 78404.

D T TE A

5.1 In the event that LICENSEE becomes insolvent, makes any assgnment for the benefit
of creditors, is subject to any bankruptcy or receivership proceedings, or fals to
comply with any of its obligations under this Agreement, LICENSOR may serve on
LICENSEE a written notice of default specifying the nature of the default. If the
default is not cured within thirty (30) days from service of the notice of default to the
satisfaction of LICENSOR this agreement shah automaticaly terminate upon service
by LICENSOR of a forma written notice of termination.

52  Upon expiration or termination of this Agreement, all rights granted to LICENSEE
hereunder shag cease, and LICENSEE will regan from further use of the LICENSED
MARK(S), or any mark or name reasonably deemed by LICENSOR to be smilar to
the LICENSED MARK(S), in connection with the provison of or promotion of
sarvices. LICENSEE acknowledges that failure to comply with this provison will
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result in immediate and irreparable harm affording injunctive and any and dl other
aopropriate relief to the owner of the LICENSED MARK(S).

5.3 Upon expiration or termination of this Agreement, LICENSEE shdl not operae its
business in any manner which would falsely suggest to the public that this Agreement
is dill in force or that any rdationship exists between LICENSEE and LICENSOR
or the owner of the LICENSED MARK(S).

GOODWILL IN LICENSED MARK(S)

LICENSEE agrees that the essence of this Agreement is founded on the goodwill associated
with the LICENSED MARK(S) and the vaue of that goodwill in the minds of the consuming
public. LICENSEE agrees that it is criticd tha such goodwill be protected and enhanced
and, toward this end, LICENSEE shdl not during the TERM or theresfter:

(a)  atack the title or any rights in or to the LICENSED MARK(S);

(b)  apply to register or maintain any application or registration of the LICENSED
MARK(S) or any other mark confusingly smilar thereto in any jurisdiction, domestic
or foreign,

(¢) use ay colorable imitation of any of the LICENSED MARK(S), or any variant form
(including variant design forms, logos, colors, or typestyles) of the LICENSED
MARK(S) not specifically approved by LICENSOR;

(d misise the LICENSED MARK(S);

(e) teke any action that would bring the LICENSED MARK(S) into public disrepute;

()  use the LICENSED MARK(S), or any mak or name confusingly smilar thereto, in
its corporate or trade name without approva of LICENSOR; or

(g) take any action that would tend to destroy or diminish the goodwill in the LICENSED
MARK(S).

QUALITY CONTROL: ADVERTISING APPROVAL

7.1 AU LICENSED SERVICES ddl be QUALITY services. LICENSEE acknowledges
that if LICENSED SERVICES were of inferior quality, the substantid goodwill in
LICENSED MARK(S) would be impared. Accordingly, LICENSEE agrees that all
LICENSED SERVICES shall be QUALITY Services. LICENSOR shall have the
right to inspect each office or facility operated by the LICENSEE pursuant to the
Clinical Support Services Agreement and monitor services provided by LICENSEE
to assure LICENSEE' s compliance with this Section 7.1.

7.2 All advetisng and promotiond materid bearing the LICENSED MARK(S) ad any

ue of the LICENSED MARK(S indde or outsde the MARKETING AREA gl
be subject to the approva of LICENSOR LICENSEE shall furnish advertising and

- 128 =~



promotional materids and Statements regarding the yse of the LICENSED MARK(S)
to LICENSOR c¢/e The Universty of Texas M. D. Anderson Cancer Center,
Asxociate Vice President for Public Affairs, 1515 Holcombe Blvd, Box 229,
Houston, Texas 77030, and to The Universty of Texas Sysem Office of Generd
Counsd, Intellectual Property Section, a 201 W. 7th Street, Audiin, Texas 78701
In addition, LICENSEE shall furnish to LICBNSOR one (1) copy of any
advertisement of LICENSED SERVICES used by LICENSEE and a written
description of the proposed use of the LICENSED MARK(S). LICBNSOR ghdll
have one (1) month from recaipt thereof in which to approve in writing the materids.
In the absence of gpprova, or upon ealier written rgection, the materids will be
deemed as rejected. LICENSEE shdl furnish to LICBNSOR a further sample of
advertisng or a description of the use of the LICENSED MARKS if it dedres to
change the advertisng or use of the LICENSED MARK(S). LICENSOR will have
one (1) month to goprove advertisng. Falure to goprove will be deemed rejection.

7.3 In addition to the approval set forth in Section 7.2, any use of the
LICENSED MARK(S) outsde of the MARKETING AREA or any use of
advertising and promotional material beating the LICENSED MARK(S)
outdde of the MARKETING AREA (which MARKETING AREA expresdy
excludes globa communication/electronic mail, such as intemet
world wide web) shal be subject to the additional prior written
approva of the Chief Executive QOfficer of LICENSOR. LICENSEE
shall furnish a written description of the proposed use of the
LICENSED MARK(S) outside of the MARKETING AREA to the Chief
Executive Officer of LICENSOR for approval

8. MARKING
LICENSEE agrees that it will designate the LICENSED SERVICES in a manner as specified
from time to time in writing by LICBNSOR to indicate the rights of LICENSOR in the

LICENSED MARK(S), including regigration status of the LICENSED MARK(S) and that
the services are provided pursuant to license

9. INDEMNITY/HOLD HARMLESS

LICENSEE agrees that it is wholly respongble for dl services provided by it, including al
LICENSED SERVICES, and that neither LICBNSOR nor the BOARD shdl have any ligbiity
for any services, induding any LICENSED SERVICE, provided by LICENSEE. |ICENSEE
indemnifies and holds harmless LICBNSOR and BOARD and the officers, employees, and
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10.

agents thereof, from any claims, demands, causes of action and damages, including reasonable
attorney’ s fees, caused or aising out of LICENSEE S provision of professona services,
including, without limitation, LICENSED SERVICES.

NOTICES

All notices or demands required to be made or permitted under this Agreement shah be in
writing and shah be deemed served when deposited in the United States mail, firgt class
postage prepaid, certified or registered mail, return receipt requested, addressed as provided
in paragraph 1 1 of this Agreement, or to such other address as ether paty may from time
to time desgnate in writing.

11. ASSIGNMENT

12.

This Agreement may not be assgned by LICENSEE or LICENSOR without written approva
BOARD.

STATUS OF PARTIES

This Agreement is not intended to create, and shag not be interpreted or construed as
creging, a partnership, joint venture, agency, employment, master and servant, or similar
relationship between BOARD, LICENSOR and LICENSEE and no representation to the
contrary sheg be binding upon BOARD or LICENSOR.

13. BINDING EFFECT

14.

This Agreement shag be hinding upon and inure to the benefit of BOARD, LICENSOR and
LICENSEE and their respective successors, assigns, executors, heirs, and personal
representatives.

GOVERNING

This Agreement shag for all purposes be governed by and interpreted and enforced in
accordance with the laws of the State of Texas. LICENSEE hereby agrees that any action
aisng out of this Agreement shdl be litigated under the laws of the State of Texas and venue
shah be in Haris County, Texas. LICENSEE hereby agrees to submit to the jurisdiction of
the courts of the State of Texas, and that service of process by certified mail, return receipt

requested, shag be sufficient to confer in personam juristiction over LICENSEE.
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15.  MISCELLANEQUS

15.1

15.2

15.3

154

15.5

The provisons of this Agreement are severable, and if any provison shdl be held
illegd, invaid, or unenforceable, such holding shal not affect the legality, vdidity, or
enforcedbility of any other provison. Any such illegd, invalid, or unenforcesble
provision shall be deemed stricken herefrom s if it had never been contained herein,
but dl other provisons shal continue in full force and effect.

As used heren, the term LICENSEE shdl include the plurd as well as the singular,
the masculine and feminine genders, and corporations, partnerships, and other

busness entities as wel as individuals.

This Agreement contains the entire Agreement between the parties with respect to the
subject matter hereof and supersedes any prior agreements between the parties,
written or ora, with respect to such subject mater.

This Agreement may not be amended, modified, or rescinded except by a written
agreement executed by LICENSOR and LICENSEE.

This Agreement may be executed in two or more counterparts, each of which shall be
deemed an origind and al of which together shdl condtitute but one and the same

instrument.

EXECUTED BY LICENSOR and LICENSEE effective as of the day and year first

above written, in duplicate copies, each of which shal be deemed an origind.

LICENSOR: LICENSEE:

M. D. ANDERSON CANCER CENTER "~ SPOHN HEALTH SYSTEM
QUTREACH CORPORATION

By: By:

Title: Title:

Dae Signed: Date Sgned:
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ATTACHMENT A

LICENSED MARK(S) ARE:

1. Spohn Hospitd Bone Marrow Transplantation Service Affiliated with M. D. Anderson
Outreach

2. Spohn Hospital Cancer Care Services Affiliated with M. D. Anderson Outreach*

*LICENSEE shdl not use this LICENSED MARK unless and until LICENSEE and LICENSOR
have executed a Clinical Support Services Agreement for a comprehensve oncology program in
addition to the Transplant Program Clinical Support Services Agreement effective the d ay o f
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ATTACHMENT B

LICENSED SERVICES ARE;

In accordance with License&s purposes and emphases on the clinicd, educationa and
scientific aspects of cancer care, the following services may be provided by Licensee in connection
with the Licensed Mark(s) listed in Attachment A:

High Dose Chemotherapy end Certan Autologous Peripherd Blood Progenitor Cell Transplantations

(R}
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ATTACHMENT C

LICENSED TERRITORY _IS;

Spohn Health System
1702 Santa Fe
Corpus Christi, Texas 78404
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Nueces (Primary Market)

San Patricio (Primary Market)
Aransas

Bee

Jim Wells

Kenedy

Kleberg

Live Oak

Refugio

ATTACHMENT D

MARKETING AREA IS,
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REPORT AND RECOMVENDATI ONS OF THE FACI LI TI ES PLANNI NG AND
CONSTRUCTI ON COMWM TTEE (Pages 136 - 147).--Conmittee Chairnan
Clenents reported that the Facilities Planning and
Construction Commttee had net in open session to consider
those matters on its agenda and to fornul ate recommendati ons
for the U T. Board of Regents. Unless otherw se indicated,
the actions set forth in the Mnute O ders which follow were
reconmended by the Facilities Planning and Construction

Comm ttee and approved in open session and w thout objection
by the U. T. Board of Regents:

1. U T. System Authorization for the Chancellor to
Approve Inscriptions on Plagues for Pernanent Buil d-
i ngs. --Upon recommendation of the Facilities Planning
and Construction Comm ttee, the Board authorized the
Chancel l or to approve inscriptions on plaques for per-
manent buil dings within The University of Texas System
which are in conformty with the content and fornmat
approved by the U. T. Board of Regents in June 1979 and
as set forth bel ow

BUI LDI NG NAVE
19
(Year of Contract Award)

BOARD OF REGENTS
(Date of Contract Award)

Name, Chairman Nane,
Nane, Vi ce-Chairman Chancel | or, The University
Nane, Vi ce-Chairman of Texas System
Name, Menber Nane,
Nane, Menber President, The University
Nanme, Menber of Texas at (Conponent)
Name, Member
Nanme, Menber Nane,
Nane, Menber Project Architect

Nane,

Contract or
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2.

U T. Austin: Approval to Nane Econonics Buil ding as
the Bernard and Audre Rapoport Buil ding (Regents' Rules
and Regul ations, Part One, Chapter VIII, Section 1,

Nam ng of Buildings and O her Facilities).--Pursuant to
the Regents' Rules and Regul ati ons, Part One, Chapter
VIIl, Section 1, relating to nam ng of buildings and
other facilities, approval was given to redesignate the
Econom cs Building at The University of Texas at Austin
as the Bernard and Audre Rapoport Building in honor of
Bernard and Audre Rapoport.

M. and Ms. Rapoport have contributed in excess of

$18 million to sixteen U T. Austin colleges, schools,
and other units which have been designated for many

di verse and i nportant purposes, including eleven faculty
endownent s and seven student schol arshi ps and

fell owshi ps, as well as capital building projects,
academ c col l oquia and publications, library

acqui sitions, and research. 1In addition, M. Rapoport
has given tirelessly of his tinme and energy, having
served a six-year termas a nenber of the U T. Board of
Regents, including four years as Chairman from 1993-1997.

U T. Austin - Ofice Building and Parki ng Garage No. 4A

(Project No. 102-919): Redesignation of Project as

Par ki ng Garage No. 4A; Approval of Design Devel opnent

Pl ans; Approval of Total Project Cost; Appropriation of
Funds and Aut horization of Expenditure; and Approval of
Use of Revenue Financing System Parity Debt, Receipt of
Parity Debt Certificate, and Finding of Fact with Regard

to Financial Capacity.--Followng a brief overview by
President Faul kner, M. Richard M Archer, representing
the Project Architect, Overland Partners, Inc., San

Ant oni o, Texas, presented the design devel opnent pl ans
for the Parking Garage No. 4A project at The University
of Texas at Austin to the Facilities Planning and Con-
struction Conmttee.

Based on this presentation and upon recomendati on of
the Facilities Planning and Construction Conmttee, the
Boar d:

a. Redesi gnated the O fice Building and ParKking

Garage No. 4A project at U T. Austin as
Par ki ng Garage No. 4A

- 137 -



b. Approved desi gn devel opnent plans for Parking
Garage No. 4A

C. Approved a total project cost of $9, 200, 000

d. Appropriated funds and authorized expenditure
of $8, 500,000 from Revenue Financing System
Bond Proceeds and $700, 000 from Auxiliary
Enterprise Bal ances for total project
f undi ng.

Foll ow ng a presentation by Ms. Pam Cl ayton, Assistant
Vi ce Chancellor for Finance for The University of Texas
System related to the qualifications of this project
for the U T. System Revenue Financing Systemand in
conpliance with Section 5 of the Arended and Restated
Mast er Resol ution Establishing The University of Texas
Syst em Revenue Fi nancing System adopted by the U T.
Board of Regents on February 14, 1991, and anended on
Cctober 8, 1993, and August 14, 1997 (the “Master Reso-
lution”), and upon delivery of the Certificate of an
Aut hori zed Representative as set out on Page 140, the
Board resol ved that:

a. Parity Debt shall be issued to pay the
project’s cost including any project
costs paid prior to the issuance of such
Parity Debt

b. Sufficient funds will be available to
neet the financial obligations of the
U T. System including sufficient
Pl edged Revenues as defined in the
Master Resolution to satisfy the Annual
Debt Service Requirenents of the
Fi nanci ng System and to neet all
financial obligations of the U T. Board
of Regents relating to the Financing
System

C. U T. Austin, which is a “Menber” as
such termis used in the Mster
Resol uti on, possesses the financi al
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-exenpt
Parity Debt in the anount of $8, 500, 000
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d. This resolution satisfies the official
intent requirenents set forth in
Section 1.150-2 of the U S. Treasury
Regul ati ons.

The U. T. Austin Ofice Building and Parking Garage

No. 4A project, consisting of two parts, is included as

a single project in the FY 1998-2003 Capital |nprovenent
Program and FY 1998 and FY 1999 Capital Budget at a
prelimnary project cost of $15,250,000. This two-
bui | di ng project, along with Parking Garage No. 4B and an
additional office building, will be located in the
northern half of the U T. Austin North Quadrangle area
(bound by 26th Street, University Avenue, 27th Street,
and Speedway) .

Facility prograns and schemati c desi gn docunents have
been prepared for all four projects. U T. Austin
intends to proceed with the design and construction of
only one of these projects, Parking Garage No. 4A, which
wi |l provide parking for approximately 700 vehicles in
the northwest corner of the North Quadrangle. The second
part of the O fice Building and Parking Garage No. 4A
project, the Ofice Building, will proceed with design
and construction at a |later date.

Approval of this item anends the FY 1998-2003 Capit al

| mprovenent Program and FY 1998 and FY 1999 Capit al
Budget to redesignate the Ofice Building and Parking
Garage No. 4A project as Parking Garage No. 4A at a total
proj ect cost of $9,200,000, with $8,500,000 funding from
Revenue Fi nanci ng System Bond Proceeds and $700, 000
funding from Auxiliary Enterprise Bal ances.

In response to an inquiry from Regent Loeffler regarding
the status of the Maxey House which is situated on the
site of Parking Garage No. 4A, Vice President Ed Sharpe
reported that, follow ng a successful bid process to

pur chase and nove the Maxey House, final negotiations
were underway to conplete the renoval of the house prior
to the start of construction.

Secretary’s Note: Subsequent to the Board neeting, the
Maxey House was purchased by M. David Rodewal d and wi ||
be relocated to East 33rd and Duval Streets.

- 139 -



PARI TY DEBT CERTIFICATE OF U T. SYSTEM REPRESENTATI VE

I, the undersigned Assistant Vice Chancellor for Finance of
The University of Texas System a U T. System Representative
under the Anended and Restated Master Resolution Establishing
The University of Texas System Revenue Financing System
adopted by the U T. Board of Regents (Board) on February 14,
1991, and anended on Cctober 8, 1993, and August 14, 1997 (the
"Master Resolution"), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue "Parity Debt" pursuant to the Master
Resolution, and do certify that to the best of ny know edge,
the Board is in conpliance with all covenants contained in the
Master Resolution, First Supplemental Resolution Establishing
an Interim Financing Program the Second Supplenental
Resolution, the Third Supplenental Resolution, the Fourth
Suppl enmental Resolution, the Fifth Supplemental Resol ution,
and the Sixth Supplemental Resolution and is not in default of
any of the terms, provisions, and conditions in said Master
Resolution, the First Supplenental Resolution, the Second
Suppl enmental Resolution, the Third Supplenmental Resolution,
the Fourth Supplenmental Resolution, the Fifth Supplenental
Resolution, and the Sixth Supplemental Resolution.

EXECUTED this ﬁ_ day of | V/L’DM , 1998

Assistant Vice Chancellor Finance
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4.

U T. Dallas - Bookstore (Project No. 302-962): Approval

of Total Project Cost and Appropriation of Funds and
Aut hori zati on of Expenditure.--The Facilities Planning
and Construction Commttee recommended and t he Board:

a. Approved a total project cost of $1,100, 000
for the Bookstore project at The University
of Texas at Dall as

b. Appropriated funds and authorized
expendi ture of $260,000 with funding from
Auxi liary Enterprise Bal ances which,
toget her with previously approved funding
of $840, 000, conpletes the total project
fundi ng of $1, 100, 000.

This project, which will renovate the existing Physi cal

I nstruction Building to provide approximtely

14,000 gross square feet for use as a canpus bookstore,
will free up space in the McDernott Library and provide

i nproved access to the bookstore. After further
structural analysis during schematic design and design
devel opnment, it was determ ned that additional funding of
$260, 000 will be required to conplete this project,
setting the total project cost at $1, 100, 000.

This renovation project is included in the FY 1998-2003
Capital | nprovenent Program and the FY 1998 and FY 1999
Capi tal Budget at a prelimnary project cost of $840, 000
from Auxiliary Enterprise Bal ances from existing
bookstore revenues. Approval of this item anends the

FY 1998- 2003 Capital |nprovenent Program and the FY 1998
and FY 1999 Capital Budget to establish the total project
cost of $1,100,000 with funding from Auxiliary Enterprise
Bal ances.

U T. EIl Paso: Approval to Name Adm nistration Annex
The Peter and Margaret de Wetter Center (Regents' Rules

and Regul ations, Part One, Chapter VIII, Section 1,
Nam ng of Buildings and Oher Facilities) (No
Publicity).--1n recognition of substantial gifts from

Peter and Margaret de Wetter to The University of Texas
at El Paso, the Board naned the Admi nistration Annex, a
6, 142 square foot building | ocated next to the

Adm ni stration Building, as The Peter and Margar et

de Wetter Center.

For nore than three decades, Peter and Margaret de Wetter
have been consi stent and generous donors of both tine and
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resources in the pronotion of U T. El Paso progranms. An
acconpl i shed poet, Ms. de Wetter contributed the entire
press runs of two limted edition poetry volunes to the
U T. EIl Paso Library. As Chairman of the Legacy
Canmpaign at U T. El Paso, M. de Wetter has hel ped raise
al nrost $40 million for the benefit of U T. El Paso.

In addition, the de Wetters hel ped establish the first
endowed faculty position in English with a $500, 000 gift
and recently conmtted $250,000 to establish an endowed
l'ibrary fund.

The choice of the Adm nistration Annex to honor Peter and
Margaret de Wetter is particularly appropriate because
Ms. de Wetter's father, C. D. Belding, was its original
bui l der, and she was a nenber of the Zeta Tau Al pha
sorority which occupied the building for many years.

It was requested that no publicity be given to this
mat t er.

U T. Tyler - Palestine Extension Canpus: Authorization
of Appropriation and Expenditure of Funds and Approval of

Use of Revenue Financing System Parity Debt, Receipt of
Parity Debt Certificate, and Finding of Fact wth Regard
to Financial Capacity.--The Board, upon recomrendation
of the Facilities Planning and Construction Committee,
aut hori zed the appropriation and expenditure of $500, 000
from Tuiti on Revenue Bond Proceeds issued under the
Revenue Financing Systemto purchase and renovate an

exi sting building to permanently house the Pal estine

Ext ensi on Canpus at The University of Texas at Tyler.
The U. T. Tyler Nursing Extension Programcurrently
occupies this building in Palestine, Texas, under a | ease
agr eenent .

In conpliance with Section 5 of the Anended and Rest at ed
Mast er Resol ution Establishing The University of Texas
Syst em Revenue Fi nancing System adopted by the U T.
Board of Regents on February 14, 1991, and anended on
Cctober 8, 1993, and August 14, 1997 (the “Master

Resol ution”), and upon delivery of the Certificate of an
Aut hori zed Representative as set out on Page 144, the
Board resol ved that:

a. Parity Debt shall be issued to pay the
project’s cost including any project
costs paid prior to the issuance of
such Parity Debt
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b. Sufficient funds will be available to
neet the financial obligations of the
U T. System including sufficient
Pl edged Revenues as defined in the
Master Resolution to satisfy the
Annual Debt Service Requirenents of
t he Fi nancing System and to neet
all financial obligations of the
U T. Board of Regents relating to
t he Fi nanci ng System

C. U. T. conponent institutions, which are
“Menbers” as such termis used in the
Mast er Resol ution, possess the financial
capacity to satisfy their direct
obligations as defined in the Mster
Resolution relating to the issuance by
the U T. Board of Regents of tax-exenpt
Parity Debt in the anpbunt of $500, 000

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

The U. T. Tyler Pal estine Extension Canpus renovation
project is included in the FY 1998-2003 Capit al

| nprovenent Program and the FY 1998 and FY 1999 Capital
Budget at a project cost of $500, 000.

The 75th Session of the Texas Legislature authorized

$9, 500, 000 of tuition bonds to be issued for U T. Tyler,
and the U T. Board of Regents identified three projects
to be funded with the tuition bonds including $500, 000
for the Pal esti ne Extension Canpus. At the

August 14, 1997 neeting, the U T. Board of Regents

aut hori zed the use of $5,000,000 of tuition bonds for the
| ocal | y- managed Upgr ade/ Equi pnent / Renovat e Canpus

Buil ding and Infrastructure project. The renaining

$4, 000, 000 of tuition bonds are to be used to construct a
U. T. Tyler Longview Hi gher Education Center, the funding
for which will be authorized by the U T. Board of
Regents at a | ater date.
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PARI TY DEBT CERTIFICATE OF U T. SYSTEM REPRESENTATI VE

|. the undersigned Assistant Vice Chancellor for Finance of
The University of Texas System a U. T. System Representative
under the Amended and Restated Master Resolution t abl i shi ng
The University of Texas %/stem Revenue Fi nanci ng stem
adopted by the U T. Board of Regents (Board) on February 14,
1991, and anended on Cctober 8, 1993, and August 14, 1997 (the
"Master Resolution"), do hereby execute this certificate for
the benefit of the Board pursuant to Section 5 (a) (ii) of the
Master Resolution in connection with the authorization by the
Board to issue "Parity Debt" pursuant to the Master
Resolution, and do certify that to the best of ny know edge,
the Board is in conpliance with all covenants contained in the
Master Resolution, First Supplenental Resolution Establishing
an Interim Financing Program the Second Supplenental
Resolution, the Third Supplenmental Resolution, the Fourth
Suppl emental Resolution, the Fifth Supplenental Resolution,
and the Sixth Supplenental Resolution and is not in default of
any of the terns, provisions, and conditions in said Mster
Resolution, the First Supplenental Resolution, the Second
Suppl emental Resolution, the Third Supplenmental Resolution,
the Fourth Supplemental Resolution, the Fifth Supplenental
Resolution, and the Sixth Supplenmental Resolution.

EXECUTED~this 9 day of , 1998

Dda K lautos

Assistant Vice Chancell orﬁor Fi nance
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7.

U T. MD. Anderson Cancer Center - Jesse H. Jones
Rotary House International Phase Il: Anendnent of

the FY 1998-2003 Capital |nprovenent Program and the

FY 1998 and FY 1999 Capital Budget to Include Project.--
Upon reconmendation of the Facilities Planning and
Construction Commttee, the Board anmended the FY 1998-
2003 Capital Inprovenent Program and the FY 1998 and FY
1999 Capital Budget to include the Jesse H Jones Rotary
House International Phase Il project at The University of
Texas M D. Anderson Cancer Center at a prelimnary
project cost of $13,600,000 with funding from Revenue

Fi nanci ng System Bond Proceeds.

The Jesse H. Jones Rotary House International Phase |
project entails constructing a twelve-floor addition to
the east wing of Rotary House which will contain an

addi tional 126 guest roons. This addition will include
roons W thout kitchenettes, which will allow the Jesse H.
Jones Rotary House International Phase Il to introduce a

| ower-priced roomoption to conplenent the roons in the
current Rotary House. The design and construction of the
exi sting Rotary House, which was conpleted in 1993,

provi ded for the possibility of future expansion w thout
t he necessity of expanding infrastructure and anenities
such as the restaurant, |obby, elevators, etc.

Accordi ngly, no expansion of infrastructure facilities is
required.

Approval of this item anmends the FY 1998-2003 Capit al

| nprovenent Program and the FY 1998 and FY 1999 Capital
Budget to include the Jesse H Jones Rotary House
International Phase Il at a prelimnary project cost of
$13, 600, 000 wi th funding from Revenue Fi nanci ng System
Bond Proceeds.

U T. MD. Anderson Cancer Center - Parking Structure
and Medi cal - Model Fitness Center: Authorization to
Anmend the FY 1998-2003 Capital |nprovenent Program

and the FY 1998 and FY 1999 Capital Budget to |nclude
Proj ect.--The Board, upon reconmendation of the
Facilities Planning and Construction Conm ttee, anended
the FY 1998-2003 Capital |nprovenent Program and the FY
1998 and FY 1999 Capital Budget to include the Parking
Structure and Medi cal - Model Fitness Center at The
University of Texas M D. Anderson Cancer Center at a
prelimnary project cost estinmated at $16, 700,000 with
$14, 000, 000 fundi ng from Revenue Fi nanci ng System Bond
Proceeds and $2, 700, 000 funding from Hospital Revenues.
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Compl etion of the Jesse H Jones Rotary House

I nternational Phase Il project will displace 44 on-grade
par ki ng spaces and will result in a need for additional
par ki ng spaces for the additional roons. Upon conpletion
of the new Bertner Conplex and the expected increase in
t he nunber of patient visits to U T. MD. Anderson
Cancer Center, further additional parking will be
required. In addition, proposed expansion south of

Hol conmbe Boul evard and ot her conponents of the
institution’s master plan indicate a need for additional
par ki ng.

Thi s project consists of construction of a 1,200-vehicle
par ki ng garage adjacent to the Jesse H Jones Rotary
House International and a covered air-conditioned
pedestrian bridge to connect the parking garage to the
Rot ary House and hospital conpl ex.

A nedi cal -nodel fitness center will be |ocated on the
top floor of the parking structure. |In viewof (a) the
expansion of patient and fam |y acconmodati ons at the
Rot ary House, (b) increasing denmands for therapeutic and
rehabilitative exercise by U T. MD. Anderson Cancer
Center patients, and (c) a desire to encourage and
pronote good health of U T. MD. Anderson Cancer Center
enpl oyees, a fitness center is needed. Because of sun
and heat, the top floor of parking garages in Houston
tend to be underutilized for parking purposes and the

| ocation of a fitness center on the top floor provides
an excell ent use of that space.

The conbi ned garage and fitness center is estimated to
cost $16, 700, 000. Approval of financing through Revenue
Fi nanci ng System Bond Proceeds in the amobunt of

$14, 000, 000 for the parking facility and the expenditure
of Hospital Revenues in the anobunt of $2, 700, 000 for
construction of the Medical -Mdel Fitness Center will be
requested at desi gn devel opnent plan approval.

Approval of this item anmends the FY 1998-2003 Capital

| mprovenent Program and the FY 1998 and FY 1999 Capit al
Budget to include the Parking Structure and Medi cal -
Model Fitness Center at a prelimnary project cost of
$16, 700, 000 wi th fundi ng of $14, 000, 000 from Revenue

Fi nanci ng System Bond Proceeds and $2, 700, 000 from
Hospital Revenues.
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*x * * % *

At the conclusion of the Facilities Planning and Construction
Comm ttee neeting, Commttee Chairman Cl enents reported that
since the | ast regular neeting the Chancell or had approved
six (6) general construction contracts totaling $25, 467, 000
whi ch included an 8.03% participation by H storically Under-
utilized Businesses, 4.35% by wonen-owned firnms and 3. 68% by
mnority-owed firns. |In addition, three (3) architect/

engi neer contracts totaling $913, 000 have been awarded since
the | ast neeting and these indicate an 80.84% partici pation by
Hi storically Underutilized Busi nesses, 0.88% by wonen-owned
firms and 79.96% by m nority-owned firns.

To conclude the Facilities Planning and Construction Commttee
nmeeting, Chairman C enments and Regent Sanchez indicated that
the Commttee is very interested in seeing that each conponent
canpus devel ops an expansion and architectural naster plan --
simlar to The University of Texas at Austin effort -- which
woul d ensure consistency and conformity in canpus devel opnent.
Chancel | or Cunni ngham reported that, at the next neeting of
the Conmttee in July, he would have a report and presentation
on the status of these canpus master plans.
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RECONVENE. --At 10:20 a.m, the Board reconvened as a committee
of the whole to consider those itens remai ni ng on the agenda.

| TEM FOR THE RECORD

U T. Board of Regents: Report on Current Process for Sel ec-
tion of Chief Admnistrative Oficers inthe U T. System--
Regent Lowell H. Lebermann, Jr., who served as the Chairnman
of the Advisory Commttee for the Selection of the Chief

Adm nistrative Oficer for The University of Texas at Austin,
submtted the report set out on Pages 149 - 158 both as an
outline of the successful process used to select President
Larry R Faul kner and as an eval uation of that process for
the informati on and gui dance of simlar commttees in the
future

On behal f of the Board, Chairnman Evans expressed appreci a-
tion to Regent Lebernmann for docunenting this process for
the benefit of future presidential search commttees.
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Selection of Chief Administrative Officers
within The Universitv of Texas Svstem

Introduction/Background on Current Selection Process

This report provides an overview of the current selection process with evaluative
comments and recommendations where appropriate with regard to ways in which the
process might be made more efficient or effective and discussing possible impacts associated
with these changes. There is a general understanding by the Board of Regents that the
selection of leadership and direction for the several academic and health components of The
University of Texas System is the single most important responsibility of the Board.

The procedure for the selection of chief administrative officers in the U. T.

System is outlined in the Regents’ Rules and Regulations, Part One, Chapter II, Section 13,
Subsection 13.1. Under this subsection, it states:

When there is a vacancy or it is known that there is to be a vacancy in the
office of a chief administrative officer of a component institution having
faculty and students and the Board does not have candidate(s) from recent
searches at other component institutions, from within the U. T. System,
and/or of national prominence from outside the U. T. System to advance for
consideration, an advisory committee shall be established to recommend
candidates to the Board.

In addition, the State of Texas has a statutory disclosure requirement (see the
APPENDIX) where the names of final candidates under consideration for a position, such
as chief administrative officer of a U. T. System institution, must be publicly announced 21
days before Board appointment. The advisory committee must operate under this statute
as well as the procedures outlined in the Regents’ Rules.

STEP 1: Need for Search Recognized and Advisorv Committee Appointed_

When it has been determined that a presidential search should be conducted, an
advisory committee should be appointed. As stated in the Regents' Rules. the Executive
Vice Chancellor having responsibility for the operation of the institution where the
vacancy has occurred or is to occur shall be chairman of the committee. In
circumstances where that person may be a candidate for the office, the Chancellor or
the Chancellor's designee shall be chairman.

Evaluative = Comments:

* To provide consistency concerning the position of chairman of the
advisory committee, the Chancellor has proposed that the Vice
Chancellor for Academic Affairs serve as chairman for searches
involving the selection of chief administrative officers of the
academic components, and the Executive Vice Chancellor for
Health Affairs continue to serve as chairman for searches related to
the health components. In circumstances where that person may
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be a candidate for the office or may chose not to serve as chairman

for other reasons, the Chancellor or the Chancellor's designee shall
be chairman.

Recommendation:

*  The Regents&& be amended to reflect that the Vice Chancellor
for Academic Affairs would serve as chairman of the advisory
committee for the selection of a chief administrative officer of an
academic component.

As stated in the Regents’ Rules, the Chancellor serves on the committee, and the
Chairman of the Board appoints two Regents, two chief administrative officers, and no
more than two community/external representatives unless the campus involved has a
statewide mission and other unique constituencies. In those instances, the Chairman
may appoint an additional community/external representative.

Campus representatives are selected by the component institution involved. These
include three faculty members, one dean, two non-faculty employees, two students, and
the president of the Ex-Students' Association (if there is no active alumni organization,
the Chairman may select an alumnus or this category may be omitted if component
does not have degree granting authority).

Diversity, particularly as it relates to minority and female representation, should be
considered in selecting advisory committee members. Unless there are unusual delays
in faculty, staff, or student representative selection which postpone initiation of the
committee process, the Chairman of the Board will make his or her appointments after
the campus selections in order to maximize the prospect that the total committee
composition reflects diversity.

The total membership of the advisory committee is usually 17 or 18 individuals.

Evaluative Comments:

*  Although the size of the committee contributes to difficulty in
scheduling meetings, which could lengthen the process, decreasing
the number who serve will not necessarily make theprocess more
effective or cost efficient. The number and variety of constituents
represented make the process more open and inclusive and provide
a broader perspective and chance for a successful fit.

Recommendation:

* The size of the advisory committee for the selection of chief
administrative officers remains as outlined in the Regents’ Rules
and Regulations; Part One, Chapter I, Section 13.
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Evaluative Comments:

* On occasion, telephone conferencing has been utilized during
committee meetings when unable to schedule a convenient date for
the majority of the advisory committee members to meet.

Recommendation:

* Encourage continued telephone conferencing and consider video
conferencing as needed to increase participation and/or reduce
travel expenses.

STEP 2: Chairman Confirms Appointments and Press Release Issued

« The Chairman of the Board mails letters to members of the advisory committee
confirming their appointments, and a press release is issued announcing the
appointment of the committee.

« The advisory committee membership will be reported for the record at the next Board of
Regents’ meeting for inclusion in the Minutes of that Board meeting.

Evaluative Comments:

*  Confirmation of advisory committee membership by receipt
of a letter from the Chairman of the Board is important, and
inclusion of the list of members in the Minutes of the Board
provides a permanent record of this action.

Recommendation:

+ No change recommended in this step of the current process.

STEP 3: Search Firm Chosen, Vacancy Publicized. and Applicants_Solicited

When it has been determined that a presidential search should be conducted and an
advisory committee appointed, established practices dictate that the office which is selected
to staff the advisory committee, under the direction of the person who is appointed as chair,
proceeds as follows:

+ Select a search firm to assist the advisory committee through the “Request for Proposal”
process required by state law.

Evaluative Comments:

* Hiring a professional consultant or search firm also increases the
potential for identifying that “perfect” candidate who might
otherwise never come to the attention of the aduisory committee.
The economic value may be questioned, but the firm may identify
an outstanding candidate, and reasonable fees have been
negotiated. When the list of finalists has been reduced, a
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responsible professional consultant should be able to conduct
referencing and evaluative procedures among his/her “contacts” in
the higher education community.

Recommendation:

* The hiring of a search firm should be incorporated into the search
process unless it is determined that such assistance is not required
due to special circumstances of the campus involved and the chief
administrative officer vacancy to be filled.

« Set up an account to handle all the expenses of the advisory committee associated with
the search.

Evaluative Comments:

* The processing of expenses (including reimbursement for travel
expenses and payments for costs in connection with committee
meetings, campus visits, and interviews of candidates) is a
complex, time-consuming, and detailed task, which must be
handled properly to ensure that all state and university procedures
are followed and appropriate records are maintained. The chair of
the advisory committee or a senior administrative or executive
officer currently approves all expense payments, and an
experienced accounting staffperson supervises all transactions.

Recommendation:

* No change in this procedure.

« Place advertisements for the position in local, state, and national publications, as well
as posting of the announcement by the Office of Human Resources with agencies such
as the Texas Higher Education Coordinating Board, Texas Workforce Commission,
Governor's Equal Employment Office, etc.

Evaluative Comments:

* Publishing notices in professional journals andposting the
vacancy announcement with various agencies help to increase and
broaden the scope of the candidatepool.

Recommendation:

* No change in this procedure.

Mail letters soliciting applications/nominations to members of the national educational
associations, to other administrative officials of institutions of higher education in Texas
and around the United States, and to local executive officers, administrative officials,
deans, department chairs, and directors of specific research/medical units of the
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institution where the vacancy is located. Follow up such correspondence with telephone
calls as appropriate.

Evaluative Comments:

# Large-scale mailings to leadership at other major higher education
institutions and to various officials at the component institution
involved, as well as telephone calls to such individuals, help to
increase and broaden the scope of the candidate pool.

Recommendation:

* No change in this procedure.

As nomination letters are received, responses should be sent to nominators, and letters
should be generated to proposed candidates sending copies of position description and
general description of campus and asking if they have interest in the position. If a
resume has not been received with the nomination, then a copy of such information
should be requested, as well as any other materials the prospective candidates may
wish to provide.

STEP 4: Meetings of the Advisorv Committee

Organizational Meeting - The members of the advisory committee are contacted by the
chairman regarding a date for initial meeting, which should be held as soon as the
committee has been established. Information should be provided on the committee’s
responsibilities as outlined in the Regents’ Rules and the 21-day statutory disclosure
requirement. A representative from the search firm (if a search firm has been
appointed as consultant) should attend to provide input on the search process. The
need to keep confidential all information discussed should be expressed in the strongest
terms possible with the understanding that the chairman of the group will be the only
spokesperson for the committee. The U. T. System General Counsel should also attend
the initial meeting to brief the committee regarding legal issues involved.

Meetings to Review Credentials -- Other meetings are held, as necessary, to review

candidates’ credentials. In most instances, the chairman of the advisory committee
organizes the committee into subcommittees, assigning to each subcommittee a specific
group of credentials to review. These smaller group interactions allow for a more
detailed and comprehensive discussion about each candidate. In the recent U. T. Austin
search, each of the three subcommittees was chaired by one of the faculty
representatives serving on the committee. Subcommittee recommendations are then
considered by the advisory committee as a whole and decisions are made on which
candidates to keep under consideration and which to reject or place in a “pending”
category for further review. The search firm provides recommendations on candidates’
qualifications, contacts other individuals not nominated but who might have interest in
the position in order to enhance or augment the pool, and provides general assistance to
the committee in reviewing credentials and other materials provided by the nominees.
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Meeting to Interview Top Candidates -- When the committee decides on a slate of
individuals (usually 10 to 12 names) from the candidate pool to be interviewed, a
meeting is scheduled for the advisory committee to hold two- to three-hour interviews
with each candidate.

NOTE: Prior to these interviews, the top 10-12 candidates may be invited to the city
where the U. T. campus is located for a confidential visit with the chairman of the
advisory committee, the Chancellor, and perhaps a few other administrative officials or
members of the Board of Regents. The purpose of these visits is to allow the candidates
to see the city and the campus and to determine their willingness to continue their
candidacies for the position. This is the first of four possible visits the final candidates
might be asked to make with regard to this search process.

To maintain confidentiality, the meeting to interview the candidates is usually held in a
convenient location other than the city where the U. T. institution is located. This
would be the second visit requested_of the final 10-12 candidates.

After these interviews, the advisory committee will vote to determine the names of
finalists to forward to the Board of Regents. The Regents' Rules and Regulations
require a list of not less than five or more than ten, but allows fewer names if reasons
are given and the Regental representatives concur. In addition, the Rules state that the
“candidates submitted shall have received a majority vote of the committee. The
recommended list should be developed and submitted without regard to the advisory
committee’s assessment of the potential availability of any candidate.”

The formal work of the advisory committee is generally completed at this point in the
process. However, individual members of the committee might be asked to assist with
the visits to the campus by the recommended finalists.

Evaluative Comments:

¥ Some university systems (e.g., Ohio State) forward the name of
only one candidate to their Boards of Regents. While our Regents '
Rules and Regulations are written so that the name of only one
candidate could be submitted to the Board under certain
conditions, forwarding only one name may not be the best policy.
In order for the Board of Regents to retain its appointment or
selection responsibility, the Board would haue to be prepared to
reject the single candidate if the individual is not acceptable to it.
Zf only one candidate’s name were forwarded by the advisory
committee, many constituencies might feel that they did not have
an opportunity to participate in the process. Therefore, this could
put the Board in a difficult position and could cause unfavorable
publicity.

Recommendation:

*+ This option is not recommended.
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STEP 5: Naming of Finalists

. The chairman of the advisory committee sends the names of the finalists to the
Chairman of the Board. The final candidates are advised of this action, usually by the
chairman of the advisory committee, to determine if the individuals desire to continue
as candidates prior to announcing their candidacies through a press release. As soon as
a press release is issued naming the final candidates, this information becomes public
knowledge. Some candidates may hesitate to continue with the search process due to

the 21-day statutory disclosure requirement.

Evaluative Comments:

*

The state law which requires publication of names of finalists
deters many highly qualified candidates, especially nationally
prominent candidates or any who already hold presidential
positions, from agreeing to be considered among the candidate
pool. In order to change this requirement, the legislature would
have to amend the statute.

Recommendation:

*

. Letters are sent to all applicants/nominees who have expressed interest in the position
advising that finalists have been selected, and that all will be notified when the

The Legislature be advised concerning the impact of this statute on
the depth of the candidatepool.

successful candidate is appointed.

Evaluative Comments:

*

These letters are sent by the chairman of the adwvisory committee as
a courtesy to the other applicants/nominees to inform them about
the status of their candidacies for the presidential position. This
step in the process could be eliminated as a cost-savings measure,
but, since the search process does take a great deal of time, the
sending of these letters does help those candidates who are no
longer being considered for the position to concentrate their efforts
on other positions for which they may have applied or t0 make
other life decisions. In addition, early notification is a good public
relations measure at this point in the process, even though this
same group will be informed again at the end of the search when a
final candidate is named to fill the vacancy.

Recommendation:

*

No change in this procedure.
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STEP 6: Individual Camvus Visits bv Each Candidate

Individual visits to the campus by each candidate are scheduled so that the finalists
may meet with members of the Board of Regents, administrative officials, students,
staff, faculty, alumni, and community representatives. These visits should not only be
used to evaluate the qualifications of the final candidates, but also be considered as an
opportunity to better acquaint the candidates with the institution and what it has to
offer. Candidates’ spouses are also invited to participate in portions of the campus
visits. This is the third visit reauired bv the final candidates.

STEP 7: Preuaration of Candidate Evaluations and Report on Camaus Visits

A report on the campus visits and an evaluation of the candidates are prepared for the
Board of Regents. Materials provided on each candidate include the schedule for Board
interviews, biographical and curriculum data, nomination letters and other related
correspondence, information provided by the candidate, the schedule for the campus
visit, related newspaper clippings, and evaluation summaries from various groups
following the campus visits.

During this time period, the chairman of the advisory committee, as well as the
Chancellor and other selected officials, may be involved in contacting references and
other individuals known by the candidates to secure additional background information.

Evaluative Comments:

* Many of the individuals involved in the search follow up with a
number of references for the final candidates. These numbers, of
course, could be diminished to streamline the process, but the cost
in terms of information gleaned about the candidates may
outweigh the efficiency savings. The professional consultant
should also be active in this ongoing referencingprocess.

Recommendation:

* No change in current procedure for contacting references.

STEP 8: Finalists Interviewed bv Board of Regents and New President Selected

A meeting date is established and a schedule is developed for the Board to interview
each finalist. These Board meetings are usually held either in Austin or in the city

where the U. T. System institution is located. This is the fourth and final visit reauired
of the candidates.

Evaluative = Comments:

% The number of visits by each candidate could be reduced.
However, this would diminish exposure to the candidate-the
process would not be as thorough and the candidate profiles would
not be as complete. The various constituencies would not know the
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candidates as well, and there would be less information on which
to base a selection. Also, the confidential visits, which were
incorporated into the process during the recent [/, T. Austin
presidential search, added another dimension, permitting the
candidates to experience the campus and the community to further
determine their interest in the position. Each of the visits helps to
ensure the best fit from all perspectives.

Recommendation:

# First visit to remain optional based on discretion of chairman of
the advisory committee, but other three visits should remain apart
of the search process.

+ After the interviews are completed, the Board meets in Executive Session to discuss the
candidates and to make the decision on which candidate to appoint to the position.

« The Board then convenes in Open Session and announces its decision.

STEP 9: Press Release Issued and All Candidates Informed

A press release is issued announcing the Board's selection and the process is completed.

Letters are written to all applicants/nominees who expressed interest in the position,
announcing the appointment and thanking them for their interest in the U. T. System.
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APPENDIX:
Information from State Laws regarding the Statut Disclosure Requirement

Excerpt from the Open Records Act, Subchapter B.,
Right of Access to Public Information:

§ 552.123. Exception: Name of Applicant for Chief Executive Officer of
Institution of Higher

The name of an applicant for the position of chief executive officer of an
ingitution of higher education fs excepted from the resu.inmenu of Section
552.021. except that the governing body of the institution must give public
notice of the name or names of the finalists heing considered for the nosition at

least 21 days before the date of the meeting at which final action or vote is to be
taken on the employment of the person.

Added by Aets 1993, 73rd Leg., ch. 268, § 1, ff. Sept. 1.1993.

Excerpt from the Texas Education Code:

§ 51.913. Executive Search Committees

(8) As used in this section, the term “executive search committee” shail mean
a committee formed by an act of a board of regents of an institution of higher
education, which has as its primary purpose the evaluation and assessment of
candidates and nominees for the position of chief executive officer of a system
administration, Institution of higher education. or other agency of higher
education as defined in Section §1.003 of this code.

(b) The hoard of regents shall announce the name. background. and qualifi.
cations of any individual it selects and employs by use of such a committee.
Additionally, public notice of the name or names of the final&t or finalists being
considered by the search committee must be made public record at least 21
days prior to the meeting at which fina} action or vote is to be taken on the
employment of the individual. '

Added by Acts 1989, 71st Leg., ch. 1252, § 1, off. Aug. 28. 1989.
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REPORT OF BOARD FOR LEASE OF UNI VERSI TY LANDS

Regents Lebermann and Sml ey, as nenbers of the Board for
Lease of University Lands, submitted the follow ng report on
behal f of that Board:

Report

The Board for Lease of University Lands met on Tuesday,
March 17, 1998, in the Regents’ Meeting Roomon the ninth
fl oor of Ashbel Smith Hall in Austin, Texas, for a general
busi ness neeting at which the Board:

a. Approved the M nutes of the Board for Lease
nmeeti ng of Novenber 19, 1997

b. Approved tracts to be offered in, and Q|
and Gas Lease forns for, Regular G| and
Gas Lease Sale No. 93 and Frontier Ol and
Gas Lease Sale No. 93-A

C. Di scussed policy regardi ng pooled units

d. Approved managenent of the oil royalty
i n-kind program as presented by staff

e. Di scussed revisions to the rules of the
Board for Lease and approved actions
necessary to repeal existing rules and
publ i sh proposed rules for comrent.

The next neeting of the Board for Lease of University Lands

and | ease sale is scheduled for May 19, 1998, at the Center
for Energy and Econom c Diversification in Mdland, Texas.

- 159 -



OTHER MATTERS

1. U. T. Ausititi: Appearance of Ms, Pegeen M. Kramer,
President of Universitv Staff Association. and Comments
Regarding Fair Wacies and Benefits for Nonteaching
taff.--Chairman Evans introduced Ms. Pegeen M Kranmer,
President of the University Staff Association at The
University of Texas at Austin, who had requested per-
m ssion to appear before the Board regarding fair wages
and benefits for university staff.

Ms. Kramer's remarks, as filed with the Ofice of the
Board of Regents, are set forth bel ow

I. Introduction

Board of Regents and Honored guests, good norning. It is both an honor and
great opportunity to be hers. It is also very difficult and with regret that |
am present. I hope the Regents can appreciate how difficult this is for ne, as

the President of the University Staff Association representing approxi mtely
12,000 non-teaching staff memebers at UT Austin, as a |loyal and passionate
menber of the UT comunity, as a single parent of a 13 year old son,as a

St udent Devel opment Speci al i st who advi ses graduate students and | oves her job
The weight of this situation is enornous. I love the University of Texas at
Austin and it is tragic that | amhere today to talk with you about fair wages,
decent benefits, and good working conditions for all of our staff at UT Austin
These basi c enpl oynent issues should be a given, but they are not. There is a
conpensation crisis at UT Austin today. This situation nust moreurgently be
addressed. My hope is that after my presentation today, the Chancellor and
Regents will give President Faul kner the authority to place greater funds on
this conpensation crisis, and thereby send a nessage to staff and the public
that UT cares about its pecple,and UT is taking ethical responsibility forthis
situation, and that UT is committed to sound, healthy business practices by
directly and effectively solving abusiness crisis

I acknowl edge that this is a very difficult situation for the Chancellor and the
Regents, as well. Tough and w se business decisions must be made. Staff have
been waiting and the pressure is escalating. UT- Austin staff want President

Faul kner to be our hero. This is an intelligent population that realizes that
the Board of Regents and the Chancellor are the ultimte decision-nmakers. I am
formally requesting that further serious consideration be given to |ocating
addi ti onal funding resources and allocating these nonies for staff salaries

i mredi ately.
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1. Buck end the Wit

A lot has happened recently. The Buck Study took place in 1996. staff got
their hopes up about a conpensation system overhaul, but mostly about raises.

In 1997, the Buck Study lay on the table wWith no action. In 10/97, the Austin
Anerican Statesmen rel eased informati on end nunbers on the Buck Study, show ng
the alnmost of all of us were paid onaverage 17% bel ow narket . UT-Austin staff
were furious and felt lied to. In 10/97, es a result of the blatant end telling
nature ofthe data in the Buck Study, the University Staff Association started
the Canpaign for Fair Wwages. W have net with many individuals behind the
scenes, both with the admnistration, the legislature, end otherwi se, in an
attenpt to locate those with the ability to help fixthe crisis. W have
schedul ed a public event every nonth in which the nedia has attended and covered
our continuing crisis. W have had famous speakers end regular staff speakers.
V¢ have held a West Mall rally, a march from the UT Tower to the State Capitol,
end a benefit with Mlly Ivins speaking. we have had fundrai sers, sold
Ocampaign for Fair \Wge6 t-shirts, sold OQAustin-average Pay for All UT staff6
buttons, and sold UT Staff Cookbooks. V¢ have organi zed end publicized end made
visible our injustice. W have the support of students(passed a resolution in
support), faculty(Paculty In Support of Staff-F.1.S St. end passed a resolutin
giving us a portion of their nerit noney), legislators, end labor | eaders. W
have obt ai ned 6923 signatures on our petition denmanding fair wages. Still, we
wait for real action.

Then, the conpensation Advisory Commttee was forned and net from1/22-4/30/98,
weekl y. This was frustrating to staff because it should not have taken another
committee to review a study, then produce a report, which led to a plan. This
committe i ncluded only one non-nmanagenent staff nenber. The plan does not
address market pay for staff. This commttee end plan seened |like a stall
tactic, when the crisis should have been addressed by giving wage increases.

And now we present to the Board of Regents today. W have tried every

reasonable neasure possible. Staff members are upset. They feel ignored end
blown off. Wet will it take to get a fair nmarket based wage? V& are grossly
underpaid in a city in top 12 of highest costs ofliving in the country. Qur
rents have escalated over the last 5-S years. The nature of our work has becone
increasingly technical end conputer software driven. We ere expectated to |earn
the latest in conputer technol ogy, yet there has been and is no reward for our
dedicated effort. There nust be en i medi at e c¢hange,

I11. Double Standard end the Message to Staff
A. The Chancellor’s salary, the Vice Chancellor‘s salary coach's sal ari es,
stadium renovations, stadium clubs, golf club nenberships, exclusive restaurant

menber shi ps, freetickets end entertainment, housing allowances, car allowances.

B Every effort to give market-based pay to those val ued end i nportant

positions using peopl e-private noney end creativity.
Cc. Optional Retirement plan for highly conpensated employees/TRS for t he

masses.
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D. Increases for sone conputing positions and some accounting/budgeting
posi tions.

E. Pai d health insurance premumused to justify that | ow wages workers
real |y making nore, while same juatificatin and standard not used to reveal that
hi gher wage enployees are actually nmaking nore.

F. The nessage is denoralizing and says,UT does not value or even
acknow edge it's workers.

G. Average rai ses for A&P Personnel over B years has equalled $2364. 86,
while classified staff average raises have equalled $760. This has resulted in
an increase of A&Ps portion of the salary budget pie of 6.52from 1990 to 1998,
effectively reducing classified staff's share by 6.52. Classified staff consist
of 862 of the workferce yet own only 2/3 of the budget pie, while A&Ps consi st
of 142 of the workforce, yet possess a whopping 1/3 of the salary budget. The
nunber of A&P enpl oyees increase 332 over 8 years, while classified staff
decreased by 2.62. The average classified staff salary went from approxi mately
$13,300 in 1990 to $19,500 in 1998. This, while Adninistrative & Professional
staff average salary increased from $31,200 in 1990 to $56,400 in 1998. UT is
supporting a w deni ng wage gap for the haves end have nots.

V. Equi ty-a new campsus cul ture. Staff as valuable resource.

A. Wages-B82% in lowest 2 quartiles. UT starts staff at mninmuns and does
not move them through the pay ranges. I nequi t abl e, subj ective distribution of
funds. Systemis broken. No merit raises until systemfixed. Every effort
should be made to bring people up to market average not nmarket base

B. ORP vs. TRS

C. Staff representation on comittees

D. Gievance Committee

E. Welfare Committee

F. Right to Organize

G Wage Disparities anbng departnents

H. Life Cycle Career/Progress Ladder

| . The flagship institution salaries are bel ow other state agencies.

V. Proposal-UT came up with an additional $3.3 nmillion in funds from departnents
and the equipnent and wvacant ,pesition fund. The other $6.2 nillion was already
set aside in the nerity pool. This is not enough. we propose:

A. Effective 3/1/98-5200/month increases for all, but freeze salaries

above  $65, 000. Esti mat ed cost=$28,000,000

B. Beginning g/1/98, bring lowest paid 25t of workforce to market average
as represented by midpoint in the Buck Study. Esti mated cost=52 million.

C. Then quarterly raise the next |owest 252 to the market average, until
by 9/1/99, the wage sytstem woul d be overhaul ed. Estimated cost=$5 nmillion in
Spring 1999, $8 nillion in Summer O 1999. and $8 million Septenber 1999.

Total ecost=3$51 million.
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VI. Recomrendati ons
A. Establish a living wage reflective of HUD national standards and BUD
fair market values for Austin. Travis County has al ready established a new

minimum of $7.00 per hour and will increase to $7.50 in the Fall. UT" s ni ni num
wage shoul d be $7.39/hour based on HUD standards. The §&.73 per hour, to be
established June 1, 1998 is not a living wage and should be higher.

B. No merit increases until system fixed.

C. Adopt the Univeristy Staff Association proposal above.

D. Allow us to negotiate with decision nmakers regardi ng pay, benefits,and
working  conditions.

E  Establish staff grievance end merit committees.

F. Mke ORP optional to all.

H. Borrow the noney to address the crisis

| Real | ocate nore funds

J. Use quarterly interest income on the crisis

K Wilize any and all outside and discretionary accounts

L. Establish a donor package contract thatstates that |-101 of all
donations wll be placed in a staff salary fund.

M Be bold and creati ve.

M.  staff will continue it's organizing and publicity efforts. Qur goal is to
break this story nationally. Wwe will unionize if we nust. There has been talk
of wal kouts and strikes, boycotts and picketting. Lately, staff members have
been seriously considering class action suits regarding the ORP and gender-
based wage disparities. The frustration has escalated. The wait for what staff
view as rightfully theirs, is tension-building. W have been reasonable.

Pl ease correct this problem now, and all ow cool er, calmer heads to prevail in
solving the conpensation crisis at Ul. Please prevent the further |essening of
productivity which will utimately result in a reduction of the quality of
services that staff provide to students, faculty,and the comunity.
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At the conclusion of Ms. Kraner’s remarks, Chairnman Evans
expressed appreciation for her cooments and poi nted out
that the Board has a trenendous fiduciary responsibility
to the people of the State of Texas in its governance of
The University of Texas System He noted that, while

the Board is synpathetic to the salary levels of its non-
teaching staff, equitable renedies affecting thousands of
enpl oyees are both expensive and conplicated. He enpha-
sized that the Board is confident that President Faul kner
is doing and will continue to do all he can to address
this issue. M. Evans noted that the U T. System should
strive to offer market-conpetitive conpensation through-
out the Systemin order to avoid turnover rates that are
harnful to an effective and efficient operation and
result in increased costs for recruitment and training.

U T. System Report on the Information Technol ogy Ini -
tiative with a Focus on the UT Tel eCanpus. - - Chai r man
Evans announced that the Board had elected to feature a
maj or progranmatic report at each of the regul ar neet-
ings of the Board and the featured report at today’'s
neeting woul d be The University of Texas System I nfor-
mati on Technology Initiative with a focus on the

UT Tel eCanpus.

Si nce the devel opnment of the Information Technol ogy
Initiative is the responsibility of the Special Conmt-
tee on Tel ecommuni cations and Mnorities and Wnen,
Chai rman Evans asked Regent Smiley, Chairman of that
Special Commttee, to introduce the report.

Regent Smley filed the foll ow ng conments with the
Boar d:

Comments by Regent Sml ey
Regardi ng I nformati on Technol ogy Initiative

M. Chairman, Menbers of the Board: W are now at the
pl ace on the agenda where we will get a briefing on what
| believe is a subject that is of vital interest to the
future of The University of Texas, nanely the U T.
System I nformati on Technology Initiative. At various
times during the | ast year or so, we have, as a Board,
detected a nunber of common thenes in our deliberations,
i ncl udi ng:

* Better learning tools to teachers and all |earners
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e« Mbre access to education to | earners in underserved
ar eas

e The educati onal needs of nontraditional students

* I nprovenent of educational experiences for tradi-
tional students within the U T. System

e The need to inprove the efficiency of adm nistra-
tive systens and student services

* Continuing education to our graduates during
their working years and beyond

e The use of technology to inprove health care
delivery.

We're not the only ones saying these things. [It’s hap-
pening all around us. After the next presentation,
think nost of us will conclude that we are on the right
track in many areas. | personally believe that while we

must never conprom se the quality of education and nust
never turn our backs on the traditional role of univer-
sities as the primary creators of new know edge and the
sources of scholarship in all its fornms, we nust be bold
as we face an unknown and increasingly conpetitive
future.

We nust nake sone very difficult decisions as we face

t hese uncertainties, new sources of conpetition for
educational services, and students, taxpayers, and
public officials who place ever grow ng denands on our
public institutions while they conplain about the rising
costs of education. At the sane tinme, we nmust also
respond to traditional and nore fam|liar concerns:

mai nt enance of our physical plants, enroll nent pres-
sures, students who are perceived to not be as well
prepared as they used to be, and so forth.

During ny tinme as Chair of the Conmittee on Tel econmu-
ni cations and Mnorities and Wnen (along with Regents
Oxford and Sanchez) | have becone increasingly aware of
the role that information technology can play in

responding to traditional problens and the problenms we
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will face in the early decades of the next century. |
have conme to recognize that as a result of our approva
of budget requests for Tel econmuni cations and | nforna-
tion Technol ogy, we have put ourselves on record as
saying that these bold new ventures are not only tinely
but also vital to the future well-being of The Univer-
sity of Texas System

In 1998 al one, we have participated in denonstrations of
new t echnol ogy that nultiply the reach and the breadth of
a faculty nenber. W have seen how technol ogy can cap-
ture the image and words not only of a professor in the
cl assroom but the images and words of inportant world
and national figures fromboth the recent and di stant
past. Today, in the brief tine allotted, we’'ll get a

gl i npse of sone of these breakthroughs. W’I|l see how
technol ogy can all ow students to |learn new naterial and
comuni cate with their professors and fell ow students
wherever they are. W’I| also hear about the first steps
bei ng taken to i nprove the manner in which we create,
store, and dissem nate information about that wonderful
enterprise we call the U T. System

| hope that in 45 mnutes or so you will all agree that
we are noving purposefully and responsibly toward that
unknown but exciting future that awaits us.

Fol |l owi ng Regent Sm | ey’ s remarks, Chancellor Cunni ngham com
mented briefly on the inportance of the inauguration of the
new UT Tel eCanpus, a conprehensive, electronic conduit to the
educational resources and services of all 15 conponent insti-
tutions of the U T. System Dr. Cunni nghamthen introduced
Dr. Mario J. Conzal ez, Vice Chancellor for Tel econmuni cations
and I nformati on Technol ogy, who presented a conprehensive
report on the status, goals, and vision of the U T. System

I nformati on Technology Initiative wwth a focus on the

UT Tel eCanpus.

Dr. Gonzal ez reviewed the following strategic initiatives
whi ch are underway and have the greatest inpact on the U T.
System

. Tel ecommuni cations I nfrastructure
. Digital Library

. Tel eheal th
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. Mul timedia Instruction

. Smart Card

. Shared Adm nistrative Support Systens
. Shared Student Information Systens

. Dat a War ehousi ng

. Col | aborative Wrk Tool s

. Di st ance Educati on

Vi ce Chancel | or Gonzal ez introduced Dr. Darcy Hardy, Director
of the UT Tel eCanpus, who denonstrated via a PowerPoint pre-
sentation how the UT Tel eCanpus actually nmay be used by

i ndi vi dual s seeking information on the U T. System offerings
via distance learning. Dr. Hardy noted that via one techno-

| ogi cal door, students will be able to access the U T.
System and regi ster for any of the 200-plus distance |earning
courses now being offered by U T. conponents.

Following Dr. Hardy’'s presentation, Dr. Gonzal ez introduced
the foll ow ng speakers who denonstrated the use of the

UT Tel eCanpus related to a political science course at The
University of Texas at Arlington:

Dr. Mchael Moore, Professor in the Departnent of
Political Science, U T. Arlington

Dr. Adrianna Lancaster, Assistant Director of the
Center for D stance Education, U T. Arlington.

Chancel | or Cunni ngham called on M. Joseph Krier, a nenber of
t he Texas Hi gher Education Coordinating Board and the current
Chairman of its Academ c Affairs Commttee, to share the
Coordi nating Board’s viewon this initiative. M. Krier
stated that the Coordinating Board is very enthusiastic about
the UT Tel eCanpus and comrends the U T. System | eadership for
its efforts. He noted that the Coordinating Board sees itself
as a facilitator and a cheerleader in this area and not as a
regul ator and plans to use this programas a nodel for other
institutions in the state.
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Fol | owi ng consi der abl e di al ogue anong the nenbers of the
Board and the presenters, Chairman Evans expressed
appreciation to Dr. Gonzalez for the incredible progress
made to date on the information technology initiative and
noted that the Board | ooked forward to periodic progress
reports in this inportant area of academ c devel opnent.

U T. Board of Regents: Presentation of Certificate of
Appreciation to M. Arthur H Dlly Upon Hs Retirenent
as Executive Secretary to the Board of Regents Effective

May 31, 1998, and Appoi ntnment as Executive Secretary
Eneritus Effective June 1, 1998.--Chairnman Evans call ed
on Vice-Chairman Loeffler, the senior Regent in point of
service, who presented the follow ng comrents related to
M. Arthur H Dilly, Executive Secretary to the Board of
Regents, who will retire fromthat adm nistrative posi -
tion effective May 31, 1998:

Comments by Vi ce-Chairnman Loeffl er
Regarding M. Arthur H Dilly, Executive Secretary
to the Board of Regents

VWhen Art Dilly joined The University of Texas System
Adm nistration in Health Affairs 30 years ago on Sep-
tenber 1, 1968, Frank Erwin was Chairman of the Board
of Regents, Harry Ransom was Chancel |l or, the System
offices were in the U T. Austin Main Building, there
were only three general academic units, and the health
sci ence center concept was not in place. Today, Don
Evans is Chairman, Lowell|l Lebernmann owns and occupi es
Frank Erwn’s hone, Bill Cunninghamis Chancell or,
there are 15 conponent institutions, and the student
popul ati on has grown from 75,000 to 150, 000.

Art has been a direct participant and acute observer
of the remarkable growth and devel opnent of the U T.
System for the past three decades, hol ding System
Adm ni stration positions in health affairs, chancel -
lor’s office, devel opnent office, and the Ofice of
the Board of Regents. Some have even suggested he
should wite a book, while others have cringed --

per haps contenpl ati ng pl eadi ng executive privilege --
and have suggested that mght not be a wise effort.
And | woul d suggest to Art, and |I'’msure ny fell ow
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col | eagues woul d agree, that the rewards to not wite
a book far exceed any offers to record the history
as you know it.

Art’s career divides easily into two parts. First,
there were thirteen years in System Adm ni stration
where he served with Chancel |l ors Ransom LeMistre,
and Wal ker. This was a period of trenendous growh
in The University of Texas System During those
years, five general academ c units, The University of
Texas Health Center at Tyler, The University of Texas
Medi cal School at Houston, as well as the health sci-
ence center organizational concept were integrated
into the U T. System Art was a crucial nenber of
the System Adm ni strati on managenent teamthat inple-
mented and nurtured this major expansion of the U T.
System Today, there is no other currently active
System Adm ni stration executive officer whose tenure
has included such a significant period in the history
of the U T. System

In the sumrer of 1981, Chairman Jimm e Powell and i me-
di ate past Chairnman Dan WIIlians approached Art to
beconme Executive Secretary to the Board of Regents and
t he next seventeen years are history.

He has been el ected Executive Secretary to the Board
for eight two-year terns, has served with seven dif-
ferent chairnmen, and has wel coned 24 new nmenbers to
the Board of Regents. He has been a participant in

t he Board s appoi ntnent of two chancell ors and

22 presidents of conponent institutions. Including
today’s neeting, it will have been his responsibility
to handle the |l ogistics, prepare the agenda, and final -
ize the Mnutes for 134 neetings of the Board of
Regent s.

Art, we are all deeply grateful for your dedication,

|l oyalty, integrity, and ability that you have brought
during your tenure as Executive Secretary to the Board,
and we are even nore appreciative for the spirit of
cooperation and coordi nation that you have nurtured in
the rel ationships anong the O fice of the Board of
Regents, the System Adm ni stration, and our conponent
institutions. Wile serving as an agent of the Board,
you have been careful and successful in respecting the
rol es and perspectives of other senior admnistrators
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and have, in large neasure, devel oped rel ationships
based on nutual respect, admration, and friendship.
You have fashioned the Ofice of the Board of Regents
into a recogni zed and effective admnistrative rel a-
tionship with the System Admi nistration. And, the
Board of Regents has been extrenely well served by
this nost effective cooperative approach.

There is no doubt Art has been the "glue"” that has
hel d together the ability of the Board of Regents to
govern the U. T. Systemthrough changes of nenbership,
el ections of officers, disagreenents over policy,
political differences, and, well, the pursuit of just
a few Regental personal agendas. Through it all you
have mai ntai ned a steady course, you have devel oped
a personal friendship and sense of trust with each
and every Regent, and you have served the m ssion of
the U T. Systemw th loyalty, dedication, w se coun-
sel, and a sense of purpose, with always your word
bei ng your bond.

In recognition of Art’s long and devoted service, it
is with a sincere expression of thanks and with
extrenme admration that | recomrend to the Board
that he be awarded the title of Executive Secretary
Eneritus effective with the date of his retirenent
on May 31, 1998, and that the M nutes of this neeting
record the award of this Certificate of Appreciation
on behalf of the Board of Regents. Art, you are a
tall Texan and a proud Longhorn to whomthe U. T.
System and the people of Texas will always be

i ndebt ed!
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CERTI FI CATE OF APPRECI ATI ON

The Board of Regents
Expresses to
ARTHUR H. DI LLY, MS. A
Its Sincere Appreciation for His
Di stingui shed Service
to
The University of Texas System
as
Assistant to the Executive Vice Chancell or
for Health Affairs
1968- 1971

Executi ve Assistant to the Chancell or
1971- 1978

Executive Director for Devel opnent
1978- 1981

and

Executive Secretary to the Board of Regents
1981-1998

Adopt ed by unani nous vote this 14th day of May 1998

(signed by all nmenbers of the Board and Assistant Secretary to
t he Board)
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Following this presentation, M. Dilly received a standing
ovation and nmade the foll owi ng comrents:

Comments by M. Arthur H Dilly
Executive Secretary to the Board of Regents

Thank you, Tom for those very kind words. Now
understand why you are in such great demand to eul o-
gi ze your friends and associates. One of ny | ast
official acts will be to ensure that each and every
one of your kind words is recorded in the M nutes
and that a certified copy is made avail able to

G oria and our children.

In my thirty years of attending Board neetings,

have been present at a substantial nunber of these
goi ng-away cerenonies. To ny recollection each has
proved that the goal for any remarks is to Be Brave,
Be Brief and Be CGone!

Wth regard to bravery, a certain caution may be
appropriate. First, ny retirenent is not effective
for another two weeks and since | serve at the plea-
sure of the Board, an early and directed departure
is not beyond the realmof possibility. Secondly,
the award of the "eneritus" title, for which I am
deeply grateful, is not final until the M nutes of
this nmeeting are approved in August, so that too
speaks to caution rather than bravery. As satisfy-
ing as is the "eneritus" title, I amrem nded of a
Neil Sinmon |ine as he was being honored at WIlians
Coll ege. He remarked "people with honorary awards
and titles are generally | ooked upon with disfavor
or at least distrust. After all, would you let an
honorary nechanic fix your brand new Mercedes?"

The need for brevity is al so enphasi zed since, for
nore than 130 neetings of the Board, | have seen
that the level of Regental unrest is in direct pro-
portion to the proximty of adjournment. W all
are aware that the tine is already 12:40 p.m and,
wi th the exception of these remarks and a few
housekeepi ng announcenents, adjournnent is upon us.
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In the interest of brevity -- for there is a very |ong
list of individuals, both present and absent, whom I
woul d Iike to thank for their friendship, hel pful ness,
and cooperation during ny tenure with System Adm ni s-
tration and the Ofice of the Board of Regents, | wll
limt my formal appreciation to only two individuals.
First, ny gratitude to M ckey LeMaistre who in 1968
whi |l e he was Executive Vice Chancellor for Health
Affairs joined with Harry Ransomto offer a public
heal t h/ hospital adm nistrator an opportunity to be a
part of an amazingly conplex, talented, and fast devel -
opi ng health science center and heal th professions
education system They opened the door to a very
satisfying and stimulating career and | hope |I have
rewarded their judgenent with contributions to the
growt h and enhancenment of The University of Texas
System

Secondl y, special words of appreciation to Margaret

G over for the nearly thirty years that we have worked
together both in System Adm nistration and the Ofice
of the Board of Regents. Margaret brings exceptional
tal ent, dedication, and responsibility to her assign-
ments and whatever credit may be given to ne for an
effective and efficient operation, | nmust share with
Margaret. While she was originally a Bryan/ Coll ege
Station resident and an A&M student, we shoul d be
ever grateful that she elected to direct her loyalty
and expertise toward the U T. System

To the current nenbers of the Board of Regents and to
t hose who have served on the Board during the past

three decades, | offer nmy deep and sincere apprecia-
tion for the pleasure and privilege of joining with
you on an exciting and, | believe, neaningful journey.

Certainly, conmpared with 1968, the U T. Systemis a
vastly different and significantly inproved educa-
tional enterprise.

There nmust al so be a recognition that a series of
Texas’ governors have favored the U T. Systemw th a
long list of appointees with exceptional diligence,
dedi cation, vision and the ability to provide w se
counsel in the governance of this conplex higher
education enterprise. These appointees have brought
a remarkably varied background to their governance
responsibilities and have denonstrated a w llingness
to give freely of their tine and talent on behal f of
the System and, indeed, all of Texas higher education.
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| go back far enough to renenber when there was no

t hought of a Republican on the Board of Regents and,
unless | msread the political signs, in February of
next year the Denocrats will be anong the m ssing.
In truth, | believe this is a distinction w thout a
difference. | cannot renenber a Regental decision
based on partisan politics -- instead Regental ser-
vice has tended to blur and, indeed, obliterate
partisan politics, to be replaced with non-partisan
del i berations founded on the best interests of higher
education and the citizens of Texas.

In their nutual desire to serve The University of
Texas System both Republican and Denocratic Regents
woul d have reason to endorse Edmund Burke’'s conment
on the difficulties of public service -- "Those who
woul d carry on the great public issues nust be proof
agai nst the nost fatiguing delays, the nost nortify-
i ng di sappoi ntnents, the nost shocking insults and,

worst of all, the presunptuous judgnents of the |ess
wel | informed."
But enough of public remniscing -- Qoria and | are

deeply grateful for the opportunity we have had to
serve the U T. Systemfor the past three decades.
W will cherish the good tinmes and the narvel ous
friendshi ps that have resulted fromthat tenure.

Qur very best wishes to Francie Frederick as she
noves to the Board office and, if in ny retirenent,

| may be of service to either System Admi nistration
or the Board of Regents that opportunity would be ny
pl easure.

Thank you, and |’ m gone!
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SCHEDULED MEETI NG. - - Chai r man Evans announced that the next
schedul ed neeting of the U. T. Board of Regents would be
hel d on August 12-13, 1998, in Austin, Texas.

ADJOURNMENT. - - There being no further business, the neeting
was adjourned at 12:45 p.m

/sl Arthur H Dilly
Executive Secretary

May 27, 1998
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