1. U. T. System: Recommendation to Approve Docket No. 112

RECOMMENDATION

It is recommended that Docket No. 112 be approved.

It is requested that the Board confirm that authority to execute contracts, docu-
ments, or instruments approved therein has been delegated to appropriate officials
of the respective institution involved.

2. U. T. Board of Regents: Reguest to Amend the Regents’ Rules and
Requlations, Part Two, Chapter VI, Section 3 (University of Texas
Governmental Retirement Arrangement)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Acting
Executive Vice Chancellor for Health Affairs, and the Vice Chancellor and General
Counsel that the U. T. Board of Regents authorize amendment of the Regents’
Rules and Regulations, Part Two, Chapter VI, Section 3 regarding The University of
Texas Governmental Retirement Arrangement (UTGRA) as follows in congressional
style:

Sec. 3. University of Texas Governmental Retirement Arrangement

3.1 Governmental Excess Benefits Plan
The Board of Regents of The University of Texas System has
authorized the establishment of [established] a “governmental
excess benefits plan” for the Optional Retirement Program,
authorized under Internal Revenue Code Section 415(m) and
Texas Government Code Section 830.004 and designated
as The University of Texas Governmental Retirement
Arrangement (UTGRA).
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3.2

3.3

3.4

3.5

Eligibility for Participation

Eligibility for participation shall be based on an employee’s date
of initial participation in the Optional Retirement Program and the
employee’s level of earnings. Patrticipation in the program and
all subsequent distributions shall be in accordance with the plan
documents.

Operation and Administration

The Board delegates to the Executive Vice Chancellor for Business
Affairs the power and authority to amend the plan document
consistent with applicable law and to take all actions and make

all decisions and interpretations necessary or appropriate to
administer and operate UTGRA consistent with the plan documents

[ . . . .

I ol sul s tributi hall
be in accordance with the plan documents].

Funds Are Property of the Board of Regents Until Authorized
Distribution

All funds participating in UTGRA including the monthly State
contribution, amounts reduced from each participant’s salary, and
any subsequent investment earnings are the property of the Board
of Regents until such time as an authorized distribution is executed
in accordance with the plan document.

External Organization as Trustee

The University of Texas M. D. Anderson Cancer Center Physicians
Referral Service Retirement Board (PRS Retirement Board) shall
serve as trustee and record keeper for UTGRA.

BACKGROUND INFORMATION

On August 14, 1997, the U. T. Board of Regents established UTGRA, effective
October 1, 1997. UTGRA was created under Section 415(m) of the Internal
Revenue Code of 1986, as amended, for governmental employees and allows
eligible employees participating in the Optional Retirement Program to place
retirement contributions in excess of $40,000 into a tax-deferred account. On
June 19, 2001, the Internal Revenue Service issued a favorable Private Letter
Ruling approving the structure of the UTGRA plan as a qualified governmental
excess benefit arrangement.
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The U. T. M. D. Anderson Cancer Center Physicians Referral Service Retirement

Board (PRS Retirement Board) has served as the UTGRA trustee since Septem-

ber 1, 2001. The PRS Retirement Board also provides necessary UTGRA admin-
istrative services.

The recommended revisions make minor editorial changes and authorize the
Executive Vice Chancellor for Business Affairs to amend the plan document and
take actions as necessary to administer the plan.

This item was reviewed by the Finance and Planning Committee in January 2003.

3. U. T. System: Request for Approval of Amendments to the Regental
Policy Entitled U. T. System Environmental Review Policy for Acqui-
sitions of Real Property Assets

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor

for Business Affairs, the Vice Chancellor and General Counsel, and the Executive
Director of Real Estate that the Regental Policy entitled U. T. System Environmental
Review Policy for Acquisitions of Real Property Assets be amended to include
examination of improvements for the presence of mold as part of the inspection
process for assets to be leased or acquired as set forth below in congressional style:

U. T. SYSTEM ENVIRONMENTAL REVIEW POLICY FOR ACQUISITIONS OF
REAL PROPERTY ASSETS

Statement of Policy

It is the policy of The University of Texas System to minimize its potential for
exposure to claims made under the applicable laws governing the environment
and hazardous substances by making all appropriate inquiry with regard to the
environmental condition of real property assets, including leaseholds, prior to
acquisition.

Scope of the Policy

To reduce the risk of liability, the U. T. System will complete an environmental
site assessment (ESA) prior to acquisition of any real property asset, except as
specifically provided in this policy. For purposes of this policy, the term "real
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property asset" means any interest in real property except a mineral interest severed
from the surface estate, a leasehold in improvements only, or a leasehold less than
five years in duration that does not contemplate any improvements to be con-
structed by U. T. System or other activities that would result in disturbance of the
soil. The term specifically includes without limitation any acquisition in fee simple of
real property, any leasehold on which U. T. System will construct improvements, and
any leasehold where an underground storage tank, water wells, or monitoring wells
exist. Federal and State statutes impose certain liabilities on owners of real prop-
erty, including public institutions of higher education, when hazardous or other
regulated substances have been deposited, stored, or released on the property.
Hazardous and other regulated substances include not only the most dangerous or
toxic substances, but also a wide array of chemicals and compounds, many of which
are components of household trash or are found in raw materials and wastes.
Environmental hazards may also include the presence of molds in or on improve-
ments. Liabilities related to hazardous and other regulated substances may include
costs associated with removal of these substances from the property, including
overhead and enforcement expenses. If environmental hazards are identified, the
U. T. System should then weigh the risks that may arise with respect to such haz-
ards in determining whether the acquisition is beneficial and appropriate. If no risks
are identified, the U. T. System may, under certain circumstances, be able to assert
a defense to liability if contamination that was unknown at the time of acquisition is
later discovered.

The Environmental Review Process

1. At a minimum, prior to acquisition of any real estate asset, the benefited
component, with respect to purchases of land or leaseholds to be used for
campus purposes, or the Real Estate Office with respect to all other real
property assets, will conduct an initial ESA using the American Society for
Testing and Materials (ASTM) transaction screen process E1528. For pur-
poses of the policy, "benefited component” means the component that will
use and have control over land acquired by purchase, gift or bequest, or
lease. The benefited component will determine the scope of further assess-
ment based on the property's location and history, and findings of the trans-
action screen.

2. The chief business officer of the benefited component or the chief business
officer's delegate, will coordinate the review process for purchase of real
property assets to be used for campus purposes.

a. No component of the U. T. System will add property to the inventory of
campus real property assets until a qualified university employee or a
gualified outside professional retained by the component, performs an
ESA in accordance with this policy.
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b. The benefited component will pay all costs of the ESA that are not
paid by a donor or an external entity whether the acquisition is by
purchase, gift, bequest, or other means.

C. Any office or component of the U. T. System will notify the Real Estate
Office immediately upon identification of a real property asset, which
may be donated or bequeathed to the U. T. System or any component
institution.

d. No component will make a commitment to accept a donation or
bequest of a real property asset until the appropriate office has
complied with this policy with respect to such asset.

All ESAs will comply with the appropriate standards established by ASTM,
unless otherwise specifically provided for in this policy.

The Real Estate Office may require, when appropriate, an investigation of
other environmental issues or conditions beyond the scope of the ASTM
guidelines, such as mold, lead, biological, radiation contamination, endan-
gered species, or wetlands.

If the initial transaction screen indicates areas of concern, the "Responsible
Officer” (Real Estate Office or Chief Business Officer of the benefited com-
ponent with respect to real property assets to be used for campus purposes,
as appropriate) may (i) reject the real property asset, (ii) accept the real
property asset with the identified risks, or (iii) require further investigation in
the form of a Phase I, Il, or Il ESA.

If the Responsible Officer requests a Phase | ESA, a qualified outside pro-
fessional will perform the ESA unless the component or the U. T. System has
a qualified employee to complete the review.

a. All contracts for Phase | ESAs must be in a form acceptable to the
Office of General Counsel.

b. The Office of General Counsel and the Responsible Officer shall
review the ESA report.

C. If the Phase | ESA indicates areas of concern, the Responsible Officer
may (i) reject the property asset, (ii) accept the real property asset with
the identified risks, or (iii) require additional investigation in the form of
a Phase Il or lll ESA.
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10.

A qualified outside professional must conduct any Phase Il ESA, unless the
component receives express written permission from the Executive Director,
Real Estate Office to conduct all or part of the Phase Il ESA in-house based
on the institution's expertise. The Phase Il ESA should include an extensive
review of prior uses of the land and records pertaining to those uses, an
examination and sampling of the property, and testing of all samples col-
lected.

a. All contracts for Phase Il ESAs must be in a form acceptable to the
Office of General Counsel.

b. The Office of General Counsel and the Responsible Officer will review
the Phase Il ESA report. If the Phase Il ESA indicates areas of con-
cern, the Responsible Officer may (i) reject the real property asset,

(ii) accept the real property asset with identified risks, or (iii) require
additional investigation in the form of a supplemental Phase Il or a
Phase Ill ESA.

A qualified outside professional must conduct any Phase Ill ESA. The ESA
should include extensive physical sampling of the site, testing of all samples,
estimates of the extent of contamination, and estimates of the total cost to
clean up the site.

a. All contracts for Phase Ill ESAs must be in a form acceptable to the
Office of General Counsel.

b. The Office of General Counsel and the Responsible Officer will review
the Phase Il ESA report. If the Phase Il ESA identifies unacceptable
contamination or cleanup estimates, the real property asset will be
rejected and will not be acquired.

The Real Estate Office will maintain complete ASTM guidelines for the ESA
transaction screen process, as revised from time to time. The Real Estate
Office will distribute the guidelines at cost to any component business and
development offices upon request.

When the U. T. System or a benefited component conducts an ESA either
in-house or using a qualified outside professional and elects, based on the
results of the ESA, not to acquire the real property asset under review, it is
the System's policy to provide a copy of the ESA, with an appropriate dis-
claimer to the seller/current landowner or landlord, if requested.
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Recommended Environmental Review by Property Type

The level of screening will vary according to type of real property asset, history and

location.
1. Residential:
a. Have a qualified in-house individual or outside professional conduct an
inspection.
b. Conduct a site visit and a review of aerial photos for the past 50 years
if such photos are readily available from libraries or archives. If there
is concern about past land uses (i.e., the property was vacant and in a
remote or formerly industrial/commercial area, the site visit indicates
distressed vegetation, or there is other evidence of contamination),
then a 50-year title search may be warranted.
2. Vacant/Unoccupied Lands: Step 1.b above. The site visit should include

(a) asking neighbors about prior uses such as dumping, and (b) inspecting
along on-site roadways or fence lines where historical dumping would be
more likely to have occurred. Aerial photos may be particularly useful in
evaluating historical dumping on vacant lands.

In geographical areas where endangered species might be present, a review
of U. S. Fish and Wildlife Service maps might be appropriate in determining if
further investigation on this issue is warranted.

Visual inspection of the site for topographical, hydrological, and vegetative
indicators of wetlands may also be appropriate, depending on the geograph-
ical location of the property.

Commercial Sites: Steps 1.a and 1.b above. A 50-year title search will be
useful in evaluating former uses of commercial property. Every attempt
should be made to obtain from the current or past owners, operators and/or
tenants the nature of business conducted at the site including a review of
copies of any permits, licenses, notices of violation or consent agreements
issued to owners, operators or tenants of the site.

Industrial Sites: Engage a qualified outside professional to conduct a Phase |
ESA in accordance with ASTM Phase | Standard E1527, including a review
of copies of any permits, licenses, notices of violation or consent agreements
issued to current or past owners, operators or tenants of the site.
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BACKGROUND INFORMATION

The U. T. System Environmental Review Policy for Acquisitions of Real Property
Assets was first approved in 1991 and last amended on November 11, 1999. Since
that date much attention has been devoted to the risks associated with presence of
mold in improvements and the impact of mold on the insurability of contaminated
properties. The U. T. System Administration Compliance Committee considered
these risks significant. These amendments to the Regental Policy are intended to
make inspection for mold on or in improvements a required step in the evaluation
of the risks associated with leasing or acquiring real property assets.

This item was reviewed by the Finance and Planning Committee in January 2003.

U. T. System: Request for Approval of a New Regental Policy Entitled
U. T. System Interest Rate Swap Policy

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Business Affairs and the Vice Chancellor and General Counsel that the U. T. Board
of Regents adopt a Regental Policy entitled U. T. System Interest Rate Swap Policy,
substantially in the form on Pages 52 - 55.

BACKGROUND INFORMATION

This recommended policy will govern the use by U. T. System of interest rate swap
transactions for the purpose of either reducing the cost of existing or planned Rev-
enue Financing System debt, or to hedge the interest rate of existing or planned
Revenue Financing System debt. By using swaps in a prudent manner, the U. T.
System can take advantage of market opportunities to reduce costs and interest
rate risk. As outlined in the policy, the use of swaps must be tied directly to U. T.
System debt instruments and the U. T. System shall not enter into swap transac-
tions for speculative purposes.
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To enter into a Master Swap Agreement (which governs each swap transaction),
the U. T. System must receive: (1) approval from the U. T. Board of Regents;

(2) approval by the Texas Attorney General; (3) approval from the Texas Bond
Review Board; and (4) an opinion acceptable to the Authorized Representative from
bond counsel that the agreement relating to the swap transaction is a legal, valid,
and binding obligation of the U. T. System and that entering into the transaction
complies with applicable State and federal laws.

The policy has been reviewed by outside bond counsel and the U. T. System Office
of General Counsel.

This item, including the U. T. System Interest Rate Swap Policy, was reviewed by
the Finance and Planning Committee in January 2003.
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U.T. System | nterest Rate Swap Policy

I. Authority

State law authorizes the U.T. System (“ System”) to enter into interest rate swap transactions and
related agreements (Chapter 55 of the Texas Education Code and Chapter 1371 of the Texas
Government Code). Pursuant to this authority, the U.T. System Board of Regents (“Board”)
approved the Eighth Supplemental Resolution to the Master Resolution, authorizing the System
to enter into Master Swap Agreements with certain counterparties, in 1999.

Il. Purpose

This policy will govern the use by the System of interest rate swap transactions for the purpose of
either reducing the cost of existing or planned Revenue Financing System debt, or to hedge the
interest rate of existing or planned Revenue Financing System debt. By using swaps in a prudent
manner, the System can take advantage of market opportunities to reduce costs and reduce
interest rate risk. The use of swaps must be tied directly to System debt instruments. The System
shall not enter into swap transactions for speculative purposes.

I11. Legality/Approval

To enter into a Master Swap Agreement (which governs each swap transaction), the System must
receive: 1) approval from the Board; 2) approval by the Texas Attorney General, 3) approval
from the Texas Bond Review Board, and 4) an opinion acceptable to the Authorized
Representative from bond counsel that the agreement relating to the swap transaction isalegal,
valid and binding obligation of the System and that entering into the transaction complies with
applicable Texas and Federal laws.

IV. Form of Swap Agreements

Each new Master Swap Agreement shall contain terms and conditions as set forth in the
International Swap and Derivatives Association, Inc. (“ISDA”) Master Agreement, as amended,
and such other terms and conditions including schedules and confirmations as deemed necessary
by an Authorized Representative.

V. Methods of Soliciting and Procuring Swaps

Swaps can be procured via competitive bids or on a negotiated basis. The competitive bid should
include a minimum of three firms with counterparty credit ratings of ‘A’ or ‘A2’ or better from
Standard & Poor’s or Moody’s, respectively. An Authorized Representative may allow afirm or
firms not submitting the bid that produces the lowest cost to match the lowest bid and be awarded
up to 40% of the notional amount of the swap transaction.

An Authorized Representative may procure swaps by negotiated methods in the following
situations:

1. A determination is made by an Authorized Representative that due to the complexity of a
particular transaction, a negotiated bid would result in the most favorable pricing.
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2. An Authorized Representative makes a determination that, in light of the facts and
circumstances, doing so will promote the System’'s interests by encouraging and
rewarding innovation.

VI. Management of Swap Transaction Risk

Certain risks are created when the System enters into any swap transaction. In order to manage
the associated risks, guidelines and parameters for each risk category are as follows:

Counterparty Credit Risk

To limit and diversify the System’s counterparty risk and to monitor credit exposure to each
counterparty, the System may not enter into a swap transaction with an otherwise qualified
counterparty unless the cumulative mark-to-market value owed by the counterparty (and its
unconditional guarantor, if applicable) to the System shall be less than or equal to $30 million.

The $30 million limitation shall be the sum of all mark-to-market val ues between the subject
counterparty and the System regardless of the type of swap transaction, net of collateral posted by
the counterparty. Collateral will consist of cash, U.S. Treasury securities and Federal Agency
securities guaranteed unconditionally by the full faith and credit of the U.S. Government.
Collatera shall be deposited with athird party trustee acceptable to System, or as mutually agreed
upon between System and each counterparty.

Specific limits by counterparty are based on the cumulative mark-to-market value of the swap(s)
and the credit rating of the counterparty. The limits are asfollows:

Counterparty Long-Term Debt Rating | Maximum Cumulative Mark-to-Market Value
(lowest prevailing rating from of Swaps Owed to System by Counter party
Standard & Poor’s/ Moody’s) (net of collateral posted)

AAA | Aaa $30 million
AA+/ Aal $25 million
AA | Aa2 $20 million
AA-/Aa3 $15 million
A+/Al $10 million
AlA2 $5 million

If acounterparty’ s credit rating is downgraded such that the cumulative mark-to-market value of
all swaps between a counterparty and the System exceeds the maximum permitted by this policy,
the counterparty must either terminate a portion of the swap, post collateral or provide other
credit enhancement that is satisfactory to the System and ensures compliance with this policy.

Termination Risk

The System shall consider the merits of including a provision that permits it to optionally
terminate a swap agreement at anytime over the term of the agreement (elective termination
right). In general, exercising the right to optionally terminate an agreement should produce a
benefit to the System, either through receipt of a payment from atermination, or if atermination
payment is made by the System, a conversion to amore beneficial debt instrument or credit
relationship. If no other remedies are available, it’s possible that a termination payment by the
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System may be required in the event of termination of a swap agreement due to a counterparty
default or following a decrease in credit rating.

Amortization Risk

The amortization schedules of the debt and associated swap transaction should be closely
matched for the duration of the swap. Mismatched amortization schedules can result in aless
than satisfactory hedge and create unnecessary risk. In no circumstance may the term of a swap
transaction extend beyond the final maturity date of the affected debt instrument, or in the case of
arefunding transaction, beyond the final maturity date of the refunding bonds.

Basis (Index) Risk

Basisrisk arises as aresult of movement in the underlying variable rate indices that may not bein
tandem, creating a cost differential that could result in a net cash outflow from the System. Basis
risk can also result from the use of floating, but different, indices. To mitigate basis risk, any
index used as part of an interest rate swap agreement shall be arecognized market index,
including but not limited to, the Bond Market Association Municipal Swap Index (BMA) or the
London Interbank Offered Rate (LIBOR).

Tax Risk
Tax risk is the risk that tax laws will change, resulting in a change in the marginal tax rates on
swaps and their underlying assets. Tax risk is also present in al tax-exempt debt issuances. The
Office of Finance will need to understand and document tax risk for a contemplated swap
transaction as part of the approval process.

VII. Reporting Requirements
The Annual Financial Report prepared by the System and presented to the Board will discuss the
status of al interest rate swaps. The report shall include alist of all swaps with notional value
and interest rates, alist of counterparties and their respective credit ratings, and other key terms.

VIIl. Definitions
Authorized Representative: For purposes of this policy, an Authorized Representative includes
the Executive Vice Chancellor for Business Affairs, the Vice Chancellor and General Counsel,
the Assistant Vice Chancedllor for Finance, and the Director of Finance.
BMA Index: The Bond Market Association Municipal Swap Index, the principal benchmark for
the floating rate payments for tax-exempt issuers. Theindex isanationa rate based on a market

basket of high-grade, seven-day, tax-exempt variable rate bond issues.

Counterparty: A participant in aswap or other derivatives agreement who exchanges payments
based on interest rates or other criteriawith another counterparty.

Hedge: A transaction entered into to reduce exposure to market fluctuations.
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Interest Rate Swap (or “Swap”): A transaction in which two parties agree to exchange future
net cash flows based on predetermined interest rate indices calculated on an agreed notional
amount. The swap is not a debt instrument and there is no exchange of principal.

ISDA Master Agreement: The International Swaps and Derivatives Association is the global
trade association for the derivativesindustry. The ISDA Master Agreement is the basic
governing document that serves as aframework for al interest rate swap, swap enhancement and
derivative transactions between two counterparties. It isastandard form used throughout the
industry. Itistypically negotiated once, prior to thefirst transaction and remains in force for all
subsequent transactions.

LIBOR: The London Interbank Offered Rate. The rate of interest at which banks borrow funds
from other banks in the London interbank market. It isacommonly used benchmark for interest
rate transactions ranging from one month to one year.

Mark-to-Market: Calculation of the value of afinancial instrument (like an interest rate swap)
based on the current market rates or prices of the underlying indices.

Master Resolution: The First Amended and Restated Master Resolution establishing the
University of Texas System Revenue Financing System adopted on February 14, 1991, as
amended on October 8, 1993 and August 14, 1997 and each supplementa resolution thereto
authorizing parity debt.

Notional Amount: The size of the interest rate swap and the dollar amount used to calculate
interest payments.
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5. U. T. System: Request to Approve an Amendment to the Aggregate
Amount of Equipment Financing for Fiscal Year 2003 and Approve the
Use of Revenue Financing System Parity Debt, Receipt of Certificate,
and Finding of Fact with Regard to Financial Capacity

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs that the U. T. Board of Regents approve an amendment to the
aggregate amount of equipment to be purchased in Fiscal Year 2003 under the
Revenue Financing System Equipment Financing Program from $49,368,000

to $50,066,000, an increase of $698,000 to be allocated as follows:

U. T. El Paso $198,000
U. T. Health Center - Tyler $500,000
TOTAL $698,000

The Chancellor also concurs in the recommendation of the Executive Vice Chan-
cellor for Business Affairs that, in compliance with Section 5 of the Amended and
Restated Master Resolution Establishing The University of Texas System Revenue
Financing System, adopted by the U. T. Board of Regents on February 14, 1991,
amended on October 8, 1993 and August 14, 1997, and based in part upon the
delivery of the Certificate of an Authorized Representative as required by Section 5
of the Master Resolution, the U. T. Board of Regents resolves that:

a. Parity Debt shall be issued to pay the cost of equipment
including costs incurred prior to the issuance of such Parity
Debt

b. Sufficient funds will be available to meet the financial obli-

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

C. The component institutions and U. T. System Administration,
which are “Members” as such term is used in the Master
Resolution, possess the financial capacity to satisfy their
direct obligation as defined in the Master Resolution relating
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to the issuance by the U. T. Board of Regents of tax-exempt
Parity Debt in the aggregate amount of $698,000 for the pur-
chase of equipment

d. This resolution satisfies the official intent requirements set
forth in Section 1.150-2 of the Code of Federal Relations.

BACKGROUND INFORMATION

At the August 2002 meeting, the U. T. Board of Regents approved the use of debt
under the Revenue Financing System Equipment Financing Program in the aggre-
gate amount of $49,368,000 for equipment purchases in Fiscal Year 2003 at U. T.
Arlington, U. T. Austin, U. T. El Paso, U. T. Southwestern Medical Center - Dallas,
U. T. Medical Branch - Galveston, U. T. Health Science Center - San Antonio, U. T.
M. D. Anderson Cancer Center, U. T. Health Center - Tyler, and U. T. System
Administration.

Approval of this item would increase the aggregate amount approved for equipment
financing by $698,000 to $50,066,000. Of the increase, $198,000 is for U. T.

El Paso for equipment purchases for grant proposals that require a matching con-
tribution and $500,000 is for U. T. Health Center - Tyler to finance medical research
equipment. With the issuance of all approved equipment financing debt, the debt
service coverage for the U. T. System is projected to range from 2.01 times to

2.98 times for the next six years. Further details on the equipment, source of funds
for financing, and debt coverage ratios for each component can be found in the
table on Page 58 .

This item was reviewed by the Finance and Planning Committee in January 2003.
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6. U. T. System: Recommended Approval of Appointment of Carrier for
Long Term Disability and Short Term Disability Plans and Approval of
Monthly Rates to be Effective September 1, 2003

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor for
Business Affairs that the U. T. Board of Regents approve the appointment of CNA
Group Benefits, a division of CNA Financial Corporation, Chicago, lllinois, as the
long term disability (LTD) and short term disability (STD) provider for the employees
of the U. T. System to be effective September 1, 2003.

It is further recommended that the U. T. Board of Regents approve the rate of $.41
per $100 of covered monthly earnings for the proposed LTD insurance plan. This
rate remains unchanged since 1997. Benefits for the proposed LTD plan are as
follows:

Summary of LTD Insurance Benefits

Monthly Benefit 60% of monthly earnings up to a maximum benefit of $12,025
per month.
Elimination Period Ninety (90) days
Maximum Period Payable Age at Disability Maximum Period Payable
Less than age 60 To age 65, but not less than
5 years
Age 60 through 64 5 years
Age 65 through 69 To age 70, but not less than
1 year
Age 70 and over 1 year
Sick Leave Employee must exhaust sick leave before benefits are payable.
Guaranteed Issue All new benefits-eligible employees have the option to enroll on a

guaranteed-issue basis without evidence of insurability as long
as they enroll within the first 31 days of employment.

Evidence of Insurability 1) An employee who was previously eligible for long term
disability coverage but did not enroll as a new employee will be
required to provide evidence of insurability to obtain long term
disability coverage.

2) A benefits-eligible employee who experiences a qualified
change in status may add or drop long term disability coverage
during the plan year only if the enrollment change is consistent
with the status change. Long term disability coverage added due
to a change in status will require evidence of insurability.

Preexisting Condition A condition for which medical treatment or advice was rendered,
Exclusion prescribed or recommended within three (3) months prior to the
employee’s effective date of LTD insurance. A condition will no
longer be considered preexisting if it causes disability which
begins after the employee has been insured under the long term
disability policy for a period of twelve (12) months.
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Additionally, it is recommended that the U. T. Board of Regents approve the rate
of $.51 per $100 of covered monthly earnings for the STD insurance plan. Benefits
for the proposed STD plan are as follows:

Summary of STD Insurance Benefits

Monthly Benefit 60% of monthly earnings up to a maximum benefit of $3,000 per
month.
Elimination Period Accident: Thirty (30) days
Sickness: Thirty (30) days
Maximum Period Payable Five (5) months
Sick Leave Employee must exhaust sick leave before benefits are payable.
Guaranteed Issue 1) All new benefits-eligible employees have the option to enroll

on a guaranteed-issue basis without evidence of insurability as
long as they enroll within the first 31 days of employment.

2) During annual enrollment in July 2003, all benefits-eligible
employees will have the option to enroll in short term disability on
a guaranteed-issue basis without evidence of insurability for the
2003-2004 plan year.

Evidence of Insurability 1) For each plan year after 2003-2004, evidence of insurability
will be required from any benefits-eligible employee enrolling in
short term disability if the employee is not a new employee. All
new benefits-eligible employees will have the option to enroll on
a guaranteed-issue basis during the first 31 days of employment.
2) A benefits-eligible employee who experiences a qualified
change in status may add or drop short term disability coverage
during the plan year only if the enrollment change is consistent
with the status change. Short term disability coverage added
due to a change in status will require evidence of insurability.

Preexisting Condition A condition for which medical treatment or advice was rendered,
Exclusion prescribed or recommended within three (3) months prior to the
employee’s effective date of STD insurance. A condition will no
longer be considered preexisting if it causes disability which
begins after the employee has been insured under the short term
disability policy for a period of twelve (12) months.

BACKGROUND INFORMATION

The Employee Group Insurance (EGI) Office created a Request for Proposals (RFP)
for a long term disability plan based on the Texas Insurance Code Article 3.50-3
requirement which states that U. T. System submit the plan(s) to competitive bidding
at least once every six years. Additionally, EGI has received numerous requests for
offering a short term disability policy for employees of the U. T. System; therefore,
the System-wide Insurance Advisory Committee recommended and approved that
EGI seek short term disability proposals in conjunction with the long term disability
proposal. CNA Group Benefits (formerly Continental Casualty Company), a division
of CNA Financial Corporation, Chicago, lllinois, has provided the LTD benefits since
September 1, 1997.
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EGI issued an RFP for long term and short term disability plans on Novem-
ber 5, 2002, to 48 organizations. Proposals were received on December 6, 2002,
from the following six organizations:

AFLAC, a principal subsidiary of AFLAC Incorporated, Columbus,
Georgia

CIGNA Group Insurance, a subsidiary of CIGNA Corporation,
Philadelphia, Pennsylvania

CNA Group Benefits, a division of CNA Financial Corporation,
Chicago, lllinois

MetLife, Inc., Orange, California

Standard Insurance Company, a subsidiary of StanCorp Financial
Group, Portland, Oregon

Unum Life Insurance Company of America, a subsidiary of
UnumProvident Corporation, Chattanooga, Tennessee

After extensive review of the responses, the RFP review committee recommended
to the Executive Director of Employment and Benefits Administration and the Exec-
utive Vice Chancellor for Business Affairs that the U. T. System LTD and STD con-
tracts be awarded to CNA Group Benefits on the basis of accepting all requirements
as set forth in the RFP, offering the lowest premium rates, and providing excellent
customer service during the six-year history of serving the needs of the U. T.
System.

This item was reviewed by the Finance and Planning Committee in January 2003.
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7. U. T. System: Recommended Approval of Appointment of Carrier and
Rates for Vision Plan to be Effective September 1, 2003

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor

for Business Affairs that the U. T. Board of Regents approve the appointment of
Superior Vision Services, Inc., Rancho Cordova, California, as the vision plan carrier
for the employees and retirees of the U. T. System to be effective September 1, 2003.

It is further recommended that the U. T. Board of Regents approve the monthly
premium rates as shown in the following table:

Superior Vision Services, Inc., Monthly Premium Rates
Coverage FY 2002-2003 FY 2003-2004
Level Current Rates Proposed Rates
Subscriber
Only $7.22 $7.22
Subscriber and
Spouse $11.20 $11.20
Subscriber and
Children $11.46 $11.46
Subscriber and
Family $18.48 $18.48
Spouse
Only* $7.22 $7.22
Child
Only* $7.22 $7.22
Family
Only* $11.46 $11.46
*These categories represent monthly premiums for families of employees who have
either been called to active military duty or who are survivors of an employee who at
the time of death had five or more years of service.
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The current plan design is outlined in the following table and it is recommended the
current plan design continue to be offered in FY 2003-2004, with the one rate

change noted.

Summary of Vision Benefits

Benefit In-Network Provider Out-of-Network Provider
Exam MD 100% after $35 Up to $42 after $35
copayment copayment
Exam OD 100% after $35 Up to $37 after $35
copayment copayment
Lenses
Single Vision 100% Up to $32
Bifocal 100% Up to $46
Trifocal 100% Up to $61
Lenticular 100% Up to $84
Contacts
Medically Necessary 100% Up to $210
Elective Up to $95* Up to $95
Frames Up to $140 Up to $53
Materials Discounts
Lens Upgrades 10% off Retail Not Available
Contact Cost 10% off Retall Not Available
(over Allowance)
Additional Contact 20% off Retalil Not Available
Purchase or Pair of
Lens/Frames
Non-Rx Sunglasses 20% off Retail Not Available
Miscellaneous Items 20% off Retail Not Available
Refractive Surgery 10% off Usual and Not Available
Customary
Blepharoplasty 10% off Usual and Not Available
Customary

FY 2003-2004.

*Superior Vision Services, Inc., has increased this benefit to a $130 maximum for
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BACKGROUND INFORMATION

On September 27, 2002, the U. T. System Employee Group Insurance (EGI) Office
issued a Request for Proposals (RFP) for a fully-insured vision plan to serve
employees and retirees. Since September 1, 1997, Superior Vision Services, Inc.
(formerly Superior Vision Plan), has served as the carrier of the vision plan.
Proposals were sought based on the requirement of Texas Insurance Code
Article 3.50-3, which requires the U. T. System to submit the plan to competitive
bidding at least once every six years. Superior Vision Services, Inc., is currently in
its sixth year of service to the U. T. System. The RFP was distributed to 39 orga-
nizations and specified that carriers prepare proposals and monthly premiums
based on the current plan design offered to employees and retirees. Proposals
were received from the following seven organizations:

Cole Managed Vision, a subsidiary of Cole Vision Corporation,
Twinsburg, Ohio

CompBenefits Corporation, Roswell, Georgia

EyeMed Vision Care, LLC, a subsidiary of Luxottica Group, S.P.A.,
Mason, Ohio

National Vision Administrators, Inc., Clifton, New Jersey

SafeGuard Health Enterprises, Dallas, Texas

Spectera, Inc., a division of Specialized Care Services, Inc., a
wholly-owned subsidiary of UnitedHealth Group, Baltimore,
Maryland

Superior Vision Services, Inc., Rancho Cordova, California

After extensive review of the responses, the RFP review committee recommended
to the Executive Director of Employment and Benefits Administration and the
Executive Vice Chancellor for Business Affairs that the U. T. System vision plan
contract be awarded to Superior Vision Services, Inc., on the basis of its proven
customer service and the excellent six-year history of serving the needs of the U. T.
System. Further, Superior Vision Services, Inc., is recommended based on their
extensive provider network, which meets and/or exceeds the needs for members
residing both in and outside of Texas. In addition, the network for Superior Vision
Services, Inc., includes participation of the U. T. System component institution
Departments of Ophthalmology which provide employees and retirees access to
U. T. System ophthalmologists.

This item was presented to the Finance and Planning Committee in January 2003.
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8. U. T. System: Report on Investments for the Two Months Ended
October 31, 2002

REPORT

Pages 66 - 74 contain the Summary Reports on Investments for the two months
ended October 31, 2002.

Item | on Pages 66 - 68 reports summary activity for the Permanent University
Fund (PUF) investments. The PUF’s net investment return for the two months
was negative 1.79%. The PUF’s net investment return for marketable securities
for the two months was negative 2.45% versus its composite benchmark return of
negative 2.14%. The PUF’s net asset value decreased by $465.7 million since
the beginning of the year to $6,272.6 million. This decrease reflects the annual
distribution to the Available University Fund made in September 2002 for

$363.0 million.

Item Il on Pages 69 - 72 reports summary activity for the General Endowment
Fund (GEF), the Permanent Health Fund (PHF), and Long Term Fund (LTF).
The GEF's net investment return for the two months was negative 1.97%. The
GEF’s net investment return for marketable securities for the two months was
negative 2.48% versus its composite benchmark return of negative 2.14%. The
GEF's net asset value decreased $33.7 million since the beginning of the year
to $3,259.5 million.

Item 11l on Page 73 reports summary activity for the Short Intermediate Term

Fund (SITF). Total net investment return on the SITF was 0.36% for the two months
versus the SITF’s performance benchmark of 1.06%. The SITF’s net asset value
increased by $40.4 million since the beginning of the year to $1,476.3 million.

Item IV on Page 74 presents book and market value of cash, fixed income, equity,
and other securities held in funds outside of internal investment pools. Total cash
and equivalents, consisting primarily of component operating funds held in the
Dreyfus money market fund, decreased by $79,585 thousand to $1,278,130 thou-
sand during the two months. Market values for the remaining asset types were fixed
income securities: $283,452 thousand versus $317,209 thousand at the beginning
of the year; equities: $131,845 thousand versus $136,650 thousand at the begin-
ning of the year; and other investments: $21 thousand versus $13,020 thousand at
the beginning of the year.

This report was reviewed by the Finance and Planning Committee in January 2003.
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U. T. System Administration and U. T. Austin: Request for Approval
to Amend Resolution Regarding the List of Individuals Authorized to
Negotiate, Execute, and Administer Classified Government Contracts
(Key Management Personnel)

RECOMMENDATION

The Chancellor recommends that the U. T. Board of Regents approve the amended
resolution set out below updating the roster of administrative officials of the

U. T. System authorized to negotiate, execute, and administer classified government
contracts as shown in item a.

BE IT RESOLVED:

a.

That those persons occupying the following positions among the officers of
The University of Texas System shall be known as Key Management
Personnel as described in the Department of Defense National Industrial
Security Program Operating Manual for safeguarding classified information:

Mark G. Yudof, Chancellor, Chief Executive Officer, U. T. System

Larry R. Faulkner, President, U. T. Austin

Juan M. Sanchez, Vice President for Research, U. T. Austin

Kevin P. Hegarty, Senior Vice President and Chief Financial Officer,
U. T. Austin

Wayne K. Kuenstler, Director, Office of Sponsored Projects,
U. T. Austin; U. T. System a.k.a. U. T. Austin Security Supervisor

Bobby C. McQuiston, Associate Director, Office of Sponsored
Projects, U. T. Austin

That the said Key Management Personnel have been processed or will be
processed for a personnel clearance for access to classified information, to
the level of the facility clearance granted to the institution, as provided for in
the aforementioned National Industrial Security Program Operating Manual,
and all replacements for such positions will be similarly processed for security
clearance

That the said Key Management Personnel are hereby delegated all of the
Board’s duties and responsibilities pertaining to the projection of classified
contracts of the Department of Defense, or User Agencies of its Industrial
Security Program, awarded to the institutions of The University of Texas
System Administration or U. T. Austin
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d. That the following named members of the U. T. Board of Regents shall not
require, shall not have, and can be effectively excluded from access to all
classified information in the possession of The University of Texas System
and do not occupy positions that would enable them to affect adversely the
policies and practices of the institutions of The University of Texas System in
the performance of classified contracts for the Department of Defense, or
User Agencies of its Industrial Security Program, and need not be processed
for a personnel clearance:

Members of the U. T. Board of Regents:

Charles Miller, Chairman

Rita C. Clements, Vice-Chairman
Woody L. Hunt, Vice-Chairman

A. W. “Dub” Riter, Jr., Vice-Chairman
Judith L. Craven, M.D.

Robert A. Estrada

Cyndi Taylor Krier

Patrick C. Oxford

A. R. (Tony) Sanchez, Jr.

BACKGROUND INFORMATION

The proposed resolution is needed to comply with the Department of Defense
National Industrial Security Program Operating Manual requirements. Other than
a change to list Mark G. Yudof as the Chancellor, U. T. System, the proposed reso-
lution is identical to the one adopted by the U. T. Board of Regents in May 2002.

The resolution is routine and, therefore, was not presented to a committee of the
Board for review during January 2003 committee meetings.
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