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1. U. T. System: Approval of Docket No. 114

RECOMMENDATION

It is recommended that Docket No. 114 as attached beginning on Page Docket - 1
be approved.

It is requested that the Committee confirm that authority to execute contracts,
documents, or instruments approved therein has been delegated to appropriate
officials of the respective institution involved.
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2. U. T. System: Approval of transfer of funds between Legislative
Appropriation items during the biennium beqginning September 1, 2003

RECOMMENDATION

The Chancellor, with the concurrence of the Executive Vice Chancellor for
Academic Affairs, the Executive Vice Chancellor for Business Affairs, the Acting
Executive Vice Chancellor for Health Affairs and presidents of the U. T. System
component institutions, recommends that the U. T. Board of Regents adopt the
resolution which follows to provide for the most effective utilization of the General
Revenue Appropriations during the biennium beginning September 1, 2003.

RESOLUTION

Pursuant to the appropriate transfer provisions of the General Appropriations
Act of the 78th Legislature, it is hereby resolved that the State Comptroller be
requested to make necessary transfers within the Legislative Appropriations
(and/or Cost Centers) from the General Revenue Fund as authorized by the
Chief Financial Officer of each entity as follows:

The University of Texas at Arlington

The University of Texas at Austin

The University of Texas at Brownsville

The University of Texas at Dallas

The University of Texas at El Paso

The University of Texas - Pan American

The University of Texas of the Permian Basin

The University of Texas at San Antonio

The University of Texas at Tyler

The University of Texas Southwestern Medical Center at Dallas
The University of Texas Medical Branch at Galveston

The University of Texas Health Science Center at Houston
The University of Texas Health Science Center at San Antonio
The University of Texas M. D. Anderson Cancer Center

The University of Texas Health Center at Tyler

The University of Texas System Administration

BACKGROUND INFORMATION

This resolution is a standard action by the U. T. Board of Regents at the
beginning of each biennium and is pursuant to provisions of the General
Appropriations Act, Article Ill, Section 4, passed by the 78th Texas Legislature.
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3. U. T. System: Approval to exceed the full-time equivalent limitation
on employees paid from appropriated funds

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 presidents of the
affected U. T. System component institutions that the U. T. Board of Regents
approve allowing those institutions, as set forth in the table on Page 146, to
exceed the number of full-time equivalent (FTE) employees for Fiscal Year 2004
that are authorized in Article 11l of the General Appropriations Act. Also, as
required by Article IX, Section 6.14 of the General Appropriations Act, it is rec-
ommended that the U. T. Board of Regents submit a request to the Governor's
Office and the Legislative Budget Board to grant approval for these institutions to
exceed the authorized number of FTE employees paid from appropriated funds.

BACKGROUND INFORMATION

The General Appropriations Act places a limit on the number of FTE employees
paid from appropriated funds that an institution may employ without written
approval of the Governor and the Legislative Budget Board. In order to exceed
the FTE limitation, a request must be submitted by the governing board and must
include the date on which the board approved the request, a statement justifying
the need to exceed the limitation, the source of funds to be used to pay the
salaries, and an explanation as to why the functions of the proposed additional
FTEs cannot be performed within current staffing levels. U. T. System Admin-
istration will be under the FTE limitation and will not be requesting to exceed the
full-time equivalent limitation.
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The University of Texas System

EXPLANATION OF REQUESTS TO EXCEED

FULL-TIME EQUIVALENT LIMITATION
Fiscal Year 2004

Requested FTE "~
7 Increase*

U. T. Arlington

58.34

To achieve goals outlined in the Texas
Higher Education Coordinating Board’s
Closing the Gaps program.

U. T. Brownsville

469.88

The FTE cap in the Appropriations Bill
does not include staff associated with
Texas Southmost College. This request
is a technical adjustment to the
Appropriations Bill.

U. T. E!l Paso

60.00

To meet demand of enroliment growth.

U. T. Pan American

123.32

To meet demand of enroliment growth
and the expansion of academic
programs.

U. T. Permian Basin

16.00

To meet enrollment goals and growth.

U. T. San Antonio

81.00

To meet demand of enroliment growth
and continue efforts to increase total
semester credit hours taught by tenured
faculty.

U. T. Health Science
Center - San Antonio

U. T. M. D, Anderson

Cancer Center

137.00

The Appropriations Bill was funded near
“current services” level. The FTE cap
was set at a level far below current

FTEs. This request restores the FTEs to
a level required to maintain current
services.

To continue to provide the standard of
care and services to an increasing
number of patients and improve the
capacity to deliver cancer care. To
provide research programs with financial
support and resources to grow and
prosper.

*Educational and General Funds are the source of funding for these increases.
U. T. M. D. Anderson will also use Patient Income as a source of funds.
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4. U. T. System: Approval of a new Regental Policy on Presidential Cash
Compensation

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. System Board of Regents approve a new
Regental Policy entitled U. T. System Presidential Cash Compensation Policy,
substantially in the form on Pages 148 - 152.

BACKGROUND INFORMATION

Subsequent to the August 2002 U. T. Board of Regents' Executive Session
where presidents' compensation was considered, the U. T. System Adminis-
tration staff was requested to review the various elements comprising the
institutional presidents' compensation for opportunities to simplify the com-
pensation structure and recommend appropriate and consistent System-wide
policies. The staff recommended a simplified compensation structure including a
consistent methodology for the valuation of the presidents' salary supplements,
known as 'housing allowances' prior to 2000. The staff report and compensation
charts reflecting the simplified compensation structure were sent to all Board
members for their review and comments in April 2003.

The proposed U. T. System Presidential Cash Compensation Policy includes
the various staff recommendations indicated in the previously disseminated staff
report. The policy, with its simplified compensation structure and valuation
methodologies, should be a great assistance to the Board in the determination
of appropriate compensation for the U. T. System presidents.

Upon adoption of the policy by the Board of Regents, the policy will be
implemented in stages.
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U. T. System Presidential Cash Compensation Policy

e e )

[a—y

N

Purpose

Policy

Procedures

3.1 Base Salary

3.2 Practice Plan Supplement
3.3  Salary Supplement

3.4  No Car Allowance

3.5  Institutionally-Provided Property and Services
Authority

Applicability

Interpretation

Approval and Revisions

Purpose

This Policy sets forth the cash compensation structure that is authorized for
presidents of the component institutions of The University of Texas System. It is
prospective in nature and application and is not intended to be applied
retroactively. It does not pertain to, nor affect, benefit programs such as
insurance, retirement, and deferred compensation, which may also be a part of a

president’s overall compensation package.

Policy

In order to attract and retain effective, highly skilled, and committed presidents of
the component institutions of The University of Texas System and recognize their
professional achievements, it is the policy of The University of Texas System to
offer competitive levels of cash compensation within a compensation structure
that is applied consistently. This Policy establishes and defines the various
elements for the cash compensation portion of the presidential compensation
package. Compensation packages for the presidents are recommended by the
appropriate Executive Vice Chancellor to the Chancellor, and then by the
Chancellor to the Board for approval.

Procedures

3.1 Base Salary

3.1.1 The base salary rate for each president shall be set by The
University of Texas System based on a review of state and national
compensation survey data for respective peer institutions.
Comparable salaries are reported in surveys by the College and

Office of the Executive Vice Chancellor for Business Affairs
June 4, 2003
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University Personne! Association and other nationally recognized
organizations. These surveys typically exclude allowances such as
car, housing, and housekeeping, and retirement plans and other
fringe benefits.

3.1.2 In addition to the base salary rate, each president shall receive as
part of his or her base salary the market value of one half-time
housekeeper. The market value shall be calculated by taking 65%
of the average mid-point salary of the housekeeper positions
included in The University of Texas System Classified Pay Plan;
that calculation is intended to establish a market value that reflects
the salary and benefits of a half-time housekeeping position. Each
president, at his or her option, may privately employ a
housekeeper, in which event the president shall be responsible for
the tax-related implications and expenses associated with the
employment of the housekeeper, or the president may elect to use
the services of the institution’s housekeeping staff, in which event
the president shall reimburse the institution for the salary and
benefits associated with that use. Each institution, at the
institution’s expense, shall provide appropriate housekeeping and
other support services for business-related functions held at the
president’s residence.

3.2 Practice Plan Supplement

The bylaws of the physician practice plans provide that the compensation for
the presidents of the health component institutions may be supplemented by
up to 30% of the president’s salary from practice plan funds. The
supplement is contingent on availability of funds in the practice plan.
Practice plan supplements are included in national surveys of chief executive
compensation. The practice plan salary supplement is not a part of the base
salary and shall be reported as a separate element of the health presidents’
cash compensation because of the special nature of the source of funding.
Practice plan supplements are not eligible for Teacher Retirement System
and Optional Retirement Program retirement benefits or other retirement
benefits and no employer matching contributions may be made with respect
to practice plan supplements.

3.3 Salary Supplement

3.3.1 The salary supplement shall be paid in lieu of a housing allowance
to all presidents, including those who are provided a residence
owned by The University of Texas System. It is intended to cover
the hypothetical cost of a model residence, as described below.
The salary supplement shall be eligible for retirement benefits but
is not a part of the base salary.

Office of the Executive Vice Chancellor for Business Affairs

June 4, 2003
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3.3.2

3.3.3

3.34

3.3.5

3.3.6

3.3.7

The amount of the salary supplement shall be calculated by
determining the fair market rental value of a standardized model
residence containing 4,100 square feet of improvements and
located where the president owns or leases his or her personal
residence. In the case of a president who is provided a residence
owned by The University of Texas System, the 4,100 square feet
model residence shall be valued as if situated where the
mnstitutionally-owned residence is located.

When a new president takes office, he or she shall initially receive
a salary supplement equal to the most recent fair market rental
value determined for the location of his or her predecessor’s
residence until such time as he or she obtains permanent housing.
It is anticipated that the new president will obtain permanent
housing within one year of hire date. If, after one year, the
president has not obtained permanent housing, the vailue of the
salary supplement shall be calculated based on the fair market
rental value of the 4,100 square feet model residence located at the
president’s current residence location.

In no event may the amount of the salary supplement exceed the
fair market rental value of the 4,100 square feet model residence
calculated at the location of the Bauer House,

No separate allowance for maintenance, utilities, landscaping, or
other expenses attributable to the president’s residence may be
paid. All personal expenses associated with a president’s residence
are intended to be covered by the salary supplement.

Except as provided in the following sentence, each president of a
component institution for which a residence owned by The
University of Texas System is available shall have the option of
leasing from The University of Texas System the institutionally-
owned residence or acquiring a personal residence. If, however,
the Board makes arrangements with the president that require the
president to reside in the institutionally-owned residence or if
covenants, conditions, or restrictions applicable to the
institutionally-owned residence require occupancy by the
president, then the president shall reside in the institutionally-
owned residence.

Those presidents who either elect to or are required, as provided in
Section 3.3.6, to reside in an institutionally-owned residence shall
enter into a lease of the residence with The University of Texas

System. The rental rate to be paid by the president under the lease

Office of the Executive Vice Chancelior for Business Affairs

June 4, 2003
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~ shall be based on the current fair market rental value of that portion
of the residence that is used as the president’s private residence.

3.4 No Car Allowance

No separate car allowance may be provided to presidents of the component
institutions. A component institution may reimburse a president for business
use of the president’s personal vehicle in accordance with the latest
published Internal Revenue Service guidelines, the State Travel Regulations
Act (Texas Government Code Chapter 660), and applicable institutional
policies.

3.5 Institutionally-Provided Property and Services

3.5.1 Institutionally-provided property and services, such as club
memberships, shall not be considered elements of a president’s
cash compensation. Such property and services shall be subject to
appropriate authorization and approval and monitoring of personal
use and business use.

3.5.2 No tax equity adjustments may be paid to 2 president. Tax equity
adjustments are cash compensation to the president for the federal
income tax consequences to the president arising out of the
president’s personal use of institutionally-provided property or
services. Rather, each president shall reimburse the institution for
his or her personal use of institutionally-provided property and
services at appropriate rates as determined by the institution in
accordance with Internal Revenue Service guidelines and
applicable institutional policies.

4. AUTHORITY

The statutory authority for this Policy is provided by Texas Education Code
Section 65.31, General Powers and Duties.

5. APPLICABILITY

This Policy is applicable to ecach component institution of The University of
Texas System (each referred to herein as an “institution” or “component
institution™).

Office of the Executive Vice Chanceltor for Business Affairs

June 4, 2003
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6. INTERPRETATION

The Counsel and Secretary to the Board of Regents officially interprets this Policy
and is responsible for proposing revisions to the Board of Regents as necessary to
meet the changing needs of The University of Texas System and statutory and
regulatory requirements.

7. APPROVAL AND REVISIONS

The policy reflects the recommendations of a review team that was established
following the August 7, 2002, Executive Session of the Board of Regents at
which presidential compensation was considered. The Board requested that U. T.
System Administration staff review each of the cash and non-cash elements
comprising the institutional presidents’ compensation for opportunities to simplify
the compensation structure and provide appropriate and consistent System-wide
policies. The compensation structure, as it then existed, had developed over the
years and had been administered in the absence of a formal policy, resulting in
inconsistent applications and some confusion as to the varying elements of
compensation. The review team consisted of representatives from the Office of
Business Affairs, Office of the Board of Regents, Controller’s Office, Real Estate
Office, Office of General Counsel, Office of Health Affairs, and Office of
Academic Affairs,

Approved , 2003, by the Board of Regents of The University of Texas
System.

Office of the Executive Vice Chancelior for Business Affairs
Junc 4, 2003
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5. U. T. System: Approval of Second Amended and Restated Investment
Management Services Agreement with The University of Texas Invest-
ment Management Company

RECOMMENDATION

The Chancellor, the Executive Vice Chancellor for Business Affairs, and the Vice
Chancellor and General Counsel concur in the recommendation of the Board of
Directors of The University of Texas Investment Management Company (UTIMCO)
that the U. T. Board of Regents approve the Second Amended and Restated
Investment Management Services Agreement effective August 7, 2003, as set
forth in congressional style on Pages 155 - 169, which amends and restates the
Amended and Restated Investment Management Services Agreement, effective
November 16, 2000, as amended by a first amendment effective March 1, 2001.

BACKGROUND INFORMATION

The amendments add and revise certain sections in the Amended and Restated
Investment Management Services Agreement to accomplish the following:

a. Clarify the role of the U. T. Board of Regents, the Chan-
cellor, and the President of UTIMCO related to matters of
public policy (Section 2).

b. Require an annual review of the Investment Policy
Statements of the U. T. System Funds under UTIMCO's
management by UTIMCO and System Administration staff
(Section 3a).

C. Institute reporting requirements by UTIMCO to provide
quarterly compliance reports to the U. T. Board of Regents
or its designee and to certify reports in a manner consistent
with standards set forth in the Sarbanes-Oxley Act of 2002
(Section 3f).

d. Add Disclosure of Information section regarding private
investments (Section 3g).

e. Clarify that UTIMCO is subject to the Texas Open Meetings
Act, Chapter 551 of the Texas Government Code (Sec-
tion 12). With limited exceptions, the Texas Legislature
codified UTIMCOQO's prior practice of observation of the
provisions of the Texas Open Meetings Act effective
September 1, 2002.
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f. Delete outdated language on confidentiality to be consistent
with other wording in the agreement (Section 21), delete
unnecessary or ambiguous language (Sections 7(a), 8, 18,
and 22), and add clarifying language (Section 4).

g. Amend the termination provisions to require 90 days' notice
before UTIMCO may terminate the agreement (Section 15).

The proposed Second Amended and Restated Agreement was reviewed by
UTIMCO's outside legal counsel, Vinson & Elkins, and the Office of General
Counsel of the U. T. System. It was approved by the UTIMCO Board on
June 26, 2003, with the exception of the deletion of Section 21, which was
determined by counsel for the System and UTIMCO to be inconsistent with
other approved wording in the agreement. Counsel for both parties recom-
mend this minor editorial change as consistent with the intent of the parties.

See related revisions to the UTIMCO Bylaws (Pages 170 - 171) and to the
Regents' Rules and Regulations (Pages 210 - 212).
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SECOND AMENDED AND RESTATED INVESTMENT I
MANAGEMENT SERVICES AGREEMENT

This Second Amended and Restated Investment Management Services Agreement (this |
“Agreement”) by and between the Board of Regents (the “U. T. Board”) of The University
of Texas System (the “U. T. System”) and The University of Texas Investment Management
Company (“UTIMCO™), a Texas nonprofit corporation, is effective August 7, 2003
November16,2000. (the “Effective Date”), and amends and restates that certain Amended
and Restated Investment Management Agreement by and between the U. T. Board and
UTIMCO. effective November 16, 2000, as amended by the first amendment effective
March 1, 2001, which amendeds and restateds that certain Investment Management Services
Agreement by and between the U.T. Board and UTIMCO, effective March 1, 1996, as
amended by the first amendment effective June 2, 1997, the second amendment effective
November 12, 1998, and the third amendment effective September 1, 1999.

RECITALS

WHEREAS, the U. T. Board, pursuant to the Constitution and statutes of the State of Texas,
is responsible for the investment of the Permanent University Fund, the local and
institutional funds of the U. T. System and the funds of various trusts and foundations for
which it serves as trustee, all of which funds are under the control and management of the

U. T. Board; and

WHEREAS, Section 66.08, Texas Education Code, as amended, authorizes the U. T. Board,
subject to certain conditions, to enter into a contract with a nonprofit corporation for the
corporation to invest funds under the control and management of the U.T. Board, as.

designated by the U. T. Board; and

WHEREAS, UTIMCO has been organized under the laws of the State of Texas, including
the Texas Nonprofit Corporation Act, Article 1396-1.01 et seq., Vernon’s Texas Civil
Statutes, for the express purpose of investing funds under the control and management of the
U. T. Board, as designated by the U. T. Board, in accordance with the laws of the State of

Texas; and

WHEREAS, the U. T. Board desires to enter into this Agreement with UTIMCO in order to
provide for UTIMCO to invest certain designated funds under the control and management
of the U. T. Board; and

WHEREAS, UTIMCO desires to enter into this Agreement with the U. T. Board and to
invest certain designated funds under the control and management of the U. T. Board; and

Prepared by UTIMCQ
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WHEREAS, all conditions precedent to the execution and delivery of this Agreement have
been fully satisfied and fulfilled, including, without limitations, the conditions established

by Section 66.08, Texas Education Code, as amended;

NOW THEREFORE, for and in consideration of the premises and the mutual promises
contained herein and other good and valuable consideration, the receipt and sufficiency of

which are hereby acknowledged, the parties hereto agree as follows:

AGREEMENT

Section 1. Definitions.

Accounts shall mean those funds for which the U. T. Board has responsibility,
namely (a) the Permanent University Fund, excluding PUF Lands, (b) the
Permanent Health Fund, (¢) the U. T. Board Accounts and (d) the U. T. Board

Trust Accounts.

Available University Fund or AUF shall mean the fund that consists of the
distributions made to it from the total return on all investment assets of the
Permanent University Fund, including the net income attributable to the surface of
PUF Lands, all as provided by Article VII, Section 18 of the Texas Constitution.

Affiliate shall mean an entity directly or indirectly controlling, controlled by, or
under common control with UTIMCO, including an entity with whom UTIMCO has
an express or implied agreement regarding the direct or indirect purchase of

investments by each from the other.

Claims shall mean all claims, lawsuits, causes of action and other legal actions and
proceedings of whatever nature brought against (whether by way of direct action,
counter claim, cross action, or impleader) any Indemnified Party and all requests or
demands for indemnification made by any third party upon any Indemnified Party,
even if groundless, false or fraudulent, so long as the claim, Jawsuit, cause of action,
other legal action or proceeding, request or demand is alleged or determined, directly
or indirectly, to arise out of, result from, relate to or be based upon, in whole or 1n
part, the duties, activities, acts or omissions of any person arising under this

Agreement.

Custodian or Custodians shall mean a commercial bank, trust company or other
entity selected by UTIMCO to hold and safekeep physical securities representing
investment assets of any Account and to perform the other functions listed in Section

5 hereof. The primary Custodian as of the effective date of this Agreement is
Mellon Trust of EverettMedford, Massachusetts. Substitute or additional Custodians |
may be appointed by UTIMCO from time to time.

Prepared by UTIMCO

July 2003

156



General Endowment Fund or GEF shall mean the pooled fund for the collective
investment of long-term funds under the control and management of the
U. T. Board. The PUF, PHF, LTF or other long-term funds may invest in the GEF
as authorized by the U. T. Board in each fund’s investment policy statement.

Indemnified Parties shall mean UTIMCO and any of its officers, directors,
employees and agents.

Investment Policies shall mean the written investment policies determined and
approved by the U. T. Board relating to the Permanent University Fund, General
Endowment Fund, Permanent Health Fund, Long Term Fund, Separately Invested
Funds, Short Intermediate Term Fund and the Short Term Fund;—which
Amendments may be presented amendedfrom—time-to—time by UTIMCO 1o the
U. T. Board for review with-the-consent and approval-ef+the 5—T-Beard.

Long Term Fund or LTF shall mean the long-term pooled mvestment fund
previously established by the U.T.Board for the collective investment of all
endowment and other long-term funds of component institutions of the
U. T. System.

Losses shall mean losses, costs, damages, expenses, judgments and liabilities of
whatever nature (including, but not limited to, attorneys', accountants’ and other
professionals' fees, litigation and court costs and expenses, amounts paid in
settlement, amounts paid to discharge judgments and amounts payable by an
Indemnified Party to any other person under any arrangement providing for
indemnification of that person) directly or indirectly resulting from, arising out of or
relating to one or more Claims.

Permanent Health Fund or PHF shall mean collectively the permanent funds for
health-related institutions established pursuant to Chapter 63, Texas Education
Code. for which the U. T. Board is an administrator.

Permanent University Fund or PUF shall mean the constitutional fund known by
that name and established pursuant to Article VII, Section 11 of the Texas
Constitution.

Permanent_University Fund Lands or PUF Lands shall mean approximately
2.1 million acres of land located in 24 Texas counties, primarily in West Texas, and
constituting a part of the Permanent University Fund.

Separately Invested Funds or SIFs shall mean U. T. System Funds or U, T. Board
Trust accounts which, by election of the U. T. Board or by requirement of the trust
indenture or donative instrument, are invested separately and apart from other
U. T. System Funds and the PUF.

Prepared by UTIMCO

Tuly 2003
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Short Intermediate Term Fund or SITF shall mean the short intermediate term
pooled investment fund previously established by the U. T. Board for the collective
investment of funds (other than endowment and other long-term funds, including the
Permanent University Fund) of the component institutions of the U. T. Syster.

Short Term Fund or STF shall mean the money market mutual fund or funds
approved by UTIMCO from time to time as an investment for U. T. System Funds.

U. T. Board Accounts shall mean the investment assets of the General Fndowment
Fund and U. T. System Funds.

U. T. Board Trust Accounts shall mean the assets of charitable remainder trusts,
foundations and other separately invested funds for which the U. T. Board serves as
trustee on behalf of itself and other co-beneficiaries.

U. T. System Funds shall mean all funds under the control and management of the
U. T. Board, other than the Permanent University Fund, the Permanent Health Fund
and the U. T. Board Trust Accounts.

Section 2. Delegation of Investment Authority; Retention of Policy Sefting
Authority.

The U.T. Board hereby appoints UTIMCO as its investment manager with complete
authority to act for the Board in the investment of the Accounts, subject, however, to such
limitations and restrictions as are set forth in the Investment Policies. UTIMCOQ shall
furnish the U. T. Board with continuous investment management services and shall invest
and remvest the assets of the Accounts in such ways and at such times as are believed-by
UHMCO-te-be consistent with the Investment Policies and Section 4 hereof. UTIMCO
shall be responsible for overall management of the U. T. Board’s investment affairs as
covered by this Agreement and shall manage each Account as a discretionary account.

The U. T. Board, as ultimate fiduciary for the Accounts. retains policy setting authority.
Unless otherwise provided in writing by the U, T. Board. UTIMCO is authorized to look to
the Chancellor 1o provide primary oversight and management concerning matters other than
the core investment duties delegated above, including relations with the media. legal issues
{such as public disclosure of information). intergovernmental relations, and policy issues
other than those associated with investment allocation and/or return. The Board of UTIMCO
and the President of UTIMCO shall be responsible for implementing the investment policy
of the U. T. Board and performing those core investment duties delegated above. It shall be
the responsibility of the President of UTIMCO to inform the Chancellor of unresolved
policy issues not governed by the Investment Policies immediately so that appropriate
oversight and management can be provided by the Chancellor. UTIMCO hereby agrees to
abide by such oversight and management decisions made by the Chancellor.
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Section 3. Description of Investment Management Services.

During the term of this Agreement, UTIMCO shall provide the following services in
conjunction with the investment of the Accounts:

a)

b)

d)

€)

Investment Policies:
UTIMCO shall review current investment p011c1es for each Account at least
ahd-recommendany—amendmer : by-the —Beard- Such
review shal] include dlstrlbuuon (spendlng) gmdelmes, long-term 1nvestment return
expectations and expected risk Jevels, asset allocation targets and ranges for each
eligible asset class, expected returns for each asset class and fund, and designated
performance benchmarks for each asset class.__After UTIMCO completes its
assessment. it shall forward any recommended changes to U. T. System staff for
review prior 1o being submitted to the U. T. Board for approval.

Investment Management:

UTIMCO shall oversee the investment management process. Such oversight shall
include the development of an investment outlook based on global economic and
capital market forecasts, the rebalancing of allocations to each asset class within
ranges in response to changes in the investment outlook, and the selection of a
combination of portfolio managers to construct portfolios designed to generate the
expected returns of each asset class.

Investment Performance:

UTIMCO shall monitor and report on investment performance for the PUF, PHF
and U. T. Board accounts. Such responsibilities shall include the calculation and
evaluation of performance of asset classes and individual portfolios, against
established benchmarks over various periods of time, the periodic review of
performance benchmarks, the reporting of investment performance of Separately
Invested Assets and U. T. Board Trust Accounts as requested by the U. T. Board,
and the reporting to regulatory agencies and others regarding investments under
management to the extent required by applicable law.

Operations:
UTIMCO shall execute such operational responsibilities as the purchase and sale of

investments, the settlement of all trades (to the extent such trades are not settled by
the Custodian or brokers), the accounting for all transactions at the portfolio Jevel in
accordance with generally accepted accounting principles, the preparation and
delivery of periodic financial reports on all funds,; and the maintenance of complete
books and records (internally or through contract with the designated Custodian for
the assets under management) reflecting transactions and balances of the Accounts.

Books and Records:
UTIMCO shall maintain the books and records for each Account on the basis of a

fiscal year ending August 31st (or such other fiscal year as the U. T. Board may
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establish from time to time), and shall keep full separate records of all transactions
with respect to each Account. The books and records of the Accounts and all
records concerning UTIMCO's operations shall be available during normal business
hours for inspection by an authorized representative of U. T. System. UTIMCO
shall provide full audit access to auditors representing the U. T. Board or the State

Auditor, including access to any and all information concerning the operations of
UTIMCO.

Reporting:

£)

In connection with the annual audited financial statements of UTIMCO, effective
with the August 31, 2004 financial statements, the chief executive officer and the
chief financial officer of UTIMCO shall provide certifications similar to those
required by Section 302 of the Sarbanes-Oxley Act of 2002. Corporate
Responsibility for Financial Reports. In addition, UTIMCO will begin following the
U. T. System compliance cuidelines as outlined in the Action Plan to Enhance
Institutional Compliance, including providing the U. T. Board or its designee
quarterly compliance reports.

Disclosure of Information:

Hh)

The U. T. Board is committed to a policy of full and fair disclosure to the public. As
part of that commitment with respect to private investments in the Accounts, the
following information shall be disclosed to the public with respect to such private
Investments (“private_investment information™): the name and purpose of each
private investment entitv; the names of the individual principals managing such
private investment; the amount invested by UTIMCO in such private investments:
the investment returns for such private investment. including internal rates of return:
and remaining value information. UTIMCO shall make no private investment with
an entity unless the U. T. Board and UTIMCO has clear and unequivocal authority
to disclose to the public the private investment information, described immediately
above, relating to such investment,

Before UTIMCO declines to disclose any information it has collected. assembled or
maintained in its role as mvestment manager for the U. T, Board that is requested
under the Texas Public Information Act. the President of UTIMCO shall consult
with the UJ. T. System Vice Chancelior and General Counsel. UTIMCO shall
disclose the information unless the Vice Chancellor and General Counsel. after
consultation with the Chancellor, approves a Public Information Act request to the
Attorney General,

Other Services:

UTIMCO shall perform other investment management services to include attending
meetings of the U. T. Board and making such reports as the U. T. Board may request
from time to time, rendering services to promoters of private equity investments in
which UTIMCO has decided to invest, attending meetings of governing bodies of
companies in which UTIMCO’s managed Accounts have invested, voting of
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securities (or proxies with respect thereto) held as investments of the Accounts
according to written policies of the U. T. Board; providing U. T. System component
institutions with annual endowment reports reflecting, among other things, changes
in the investment value of such component's endowment and distributions made to
such component to support the activities for which the endowment was established;
providing charitable trust administration services such as portfolio management,
annual tax return preparation, annual trust reporting to donors and remittance of
quarterly distributions; providing annual reporting of investment transactions and
balances and distributing funds to authorized beneficiaries on foundation accounts;
effecting distributions directly or through the Custodian to U. T. System component
institutions or other named beneficiaries from the Accounts; supporting and
maintaining on-line account information system for endowment accounts; and any
other services necessary to provide investment management of the Accounts.

Section 4. Investment Manager as Fiduciary.

UTIMCO acknowledges that it will be acting as a fiduciary with respect to managing the
investments of the Accounts subject to the Investment Policies and applicable law. The
U. T. Board recognizes that all individual investment transactions involve a variety of
significant potential risks, including, without limitation, market risk, liquidity risk, credit
risk, cash flow risk, operational risk and counterparty risk, although taken as a whole these
transactions are also expected to manage risk. The U. T. Board agrees that (i) UTIMCO will
not be liable for any losses incurred in the Accounts as a result of investments made
pursuant to the Investment Policies, and (ii) UTIMCO will not be liable for actions of co-
fiduciaries. The Board also acknowledges that UTIMCO shall not be liable for, and, to the
fullest extent authorized by the Constitution and laws of the State of Texas, agrees 10 hold
UTIMCO harmless from the consequences of any action taken or omitted to be taken by the
U. T. System or any of its employees or agents prior to March 1, 1996.

Section 5. Custody of Assets.

UTIMCO shall use custodians for safekeeping, settlement of security purchases, sales,
collection of income and other duties as more fully described in the existing custody
agrecment between UTIMCO the T Beard and the Custodian, which agreement, together
with the U.T.Board's rights, duties and obligations thereunder, has been assigned to
UTIMCO. In addition, UTIMCO may from time to time use a brokerage firm to settle
security sales on behalf of the U. T. Board and may invest in a regulated mutual fund,
externally managed commingled funds, or other investments in which assets are held
outside of the bank custody relationship. Any physical certificates not held in safekeeping
with a Custodian shall be held in safekeeping at a local bank as designated by UTIMCO.

Section 6. Use of Unaffiliated Investment Managers.

UTIMCO shall be entitled to use unaffiliated investment advisors to invest all or part of the
Accounts and to perform other duties as more fully described in existing investment
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advisory agreements between UTIMCO the-t)-¥-Beard and such investment advisors,
which agreements, together with the U. T. Board's rights, duties and obligations thereunder,
have been assigned to UTIMCO.

Section 7. Investment Management Fees; Direct Expenses.

For services performed hereunder, UTIMCO shall be compensated in the amounts and in
the manner set forth below:

a)

Annual Budget and Management Fee:

UTIMCO shall submit to the U. T. Board its proposed annual budget for the
following fiscal year (an "Annual Budget") within the time frame specified by the
Board. The Annual Budget shall include all estimated expenses associated with
the management of the Accounts. The Annual Budget shall also include an
annual UTIMCO management fee (an "Annual UTIMCO Management Fee")
which shall include all operating cxpenses associated with the general
management of the Accounts, including, without limitation, salaries, benefits and
performance compensation of portfolio management and support personnel,
expenses for consulting services, office space lease expenses, office furniture and
equipment expenses, professional, legal, payroll, and other general services
expenses, travel, insurance, capital expenditures, and other miscellaneous
expenses incurred by UTIMCO in connection with the performance of its
obligations hereunder.

At the same time that UTIMCO submits its Annual Budget, it shall also submit to
the U.T. Board an allocation formula for charging the Annual Budget to the
Accounts. The Annual Budget and the allocatlon formula shall be approved or
dlsapproved by the U T. Board at4 :

formula. Any such Budget or formuIa that is d1sapproved shall be promptly
revised by UTIMCO and resubmitted to the U. T. Board for approval.

On or before the first day of each fiscal quarter, UTIMCO shall be entitled to
charge each Account with its allocable share (determined in accordance with the
allocation formula then in effect) of one-fourth of the amount of the Annual
UTIMCO Management Fee to pay UTIMCO's operating expenses for the
succeeding fiscal quarter. UTIMCO shall be entitled, with the approval of the
U. T. Board, to revise the Annual UTIMCO Management Fee and allocation
formula at any time during a fiscal year. Any statements for partial quarters at the
beginning or end of this Agreement shall be prorated to reflect the actual time
services were rendered during such partial quarters.

UTIMCO is hereby authorized to pay from each Account direct expenses incurred
for portfolio management, custodian, auditing, and other services which are
performed by external vendors specifically for each Account.
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b) Directors Fees:

Members of UTIMCO management, with the approval of the UTIMCO Board,
may serve as directors of companies in which UTIMCO has directly invested
Account assets. In such event, any and all compensation paid to UTIMCO
management for their services as directors shall be endorsed over to UTIMCO
and considered a part of UTIMCO’s fee income. Furthermore, UTIMCO Board
approval of UTIMCO management’s services as directors of investee companies
shall be conditioned upon the extension of UTIMCO’s Directors and Officers
Insurance Policy coverage to UTIMCO management’s services as directors of
investee companies.

c) Fees for Services Rendered:

Members of UTIMCO management may perform services for which UTIMCO
receives a fee (“Service Fees”) from investment promoters or investee companies
in consideration of the UTIMCO staff’s private investment activities and/or
investment origination activities. Such Service Fees shall be considered
additional fee income to UTIMCO. UTIMCO may also receive commitment fees,
standby fees and other similar fees (“Capital Fecs”) accruing or inuring to the
capital invested on behalf of the Accounts managed by UTIMCO. Such Capital
Fees shall be credited to the Accounts from which such investments are funded.

d) Miscellaneous Fees:
UTIMCO management may perform specialized services for accounts that are
separately invested for which UTIMCO receives a fee from the account. These
fees primarily relate to maintenance of computer programs for the separately
invested accounts. Such Miscellaneous Fees shall be considered additional fee
income to UTIMCO.

Section 8.  Brokerage Commissions.

The U. T. Board acknowledges and agrees that the investment management fees provided
for in Section 6 are in addition to any compensation that may be due to a broker or dealer
in effecting and executing transactions on behalf of UTIMCO. UTIMCO is hereby
authorized and empowered, with full and-abselate discretion, to issue instructions in
accordance with the Investment Policies to such unaffiliated brokerage firms as may be
selected by UTIMCO for the execution of orders for the purchase, sale, exchange and
general investment of the Accounts; provided that UTIMCO shall not select a brokerage
firm that is an Affiliate of UTIMCO. All orders for Account transactions shall be placed
in such markets and through such brokers as UTIMCO determines will offer the most
favorable price, execution and commission cost of each order. The U.T. Board
acknowledges and agrees that UTIMCO, from time to time and in accordance with
applicable law, may pay commissions to brokers that are higher than those that might be
obtainable clsewhere in order to obtain from such brokers research and other services
expected to enhance the long-term value of the Accounts.
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Section 9. Valuation of Account Assets.

The valuation of the account shall be determined in accordance with the ilnvestment
pPolicies approved by the U. T. Board for the account.

Section 10.  Representations and Warranties of Parties.

U. T. Board.

A. The U. T. Board (a) is duly established and validly existing under the laws of the
State of Texas and is an agency of the State of Texas, (b) has all power and
authority and all material government licenses, authorizations, consents and
approvals required to carry on its business as now conducted, and (c) has full
power and authority to execute, deliver and perform this Agreement.

B. The execution, delivery and performance by the U. T. Board of this Agreement
have been duly authorized by all necessary action and do not contravene, or
result in the violation of or constitute a default under, any provision of applicable
law or regulation, or any order, rule or regulation of any court, governmental
agency or instrumentality or any agreement, resolution or instrument to which
the U. T. Board is a party or by which it or any of its property is bound.

C. No authorization, consent, approval, permit, license, or exemption of, or filing or
registration with, any court or governmental department, commission, board,
bureau, agency or instrumentality that has not been obtained or issued is or will
be necessary for the valid execution, delivery or performance by the U. T. Board

of this Agreement.

D. This Agreement constitutes a valid and binding agreement of the U. T. Board.

E. There is no action, suit or proceeding pending or, to the knowledge of the
U. T. Board, threatened against or affecting the U. T. Board or the U. T. System,
or relating to this Agreement, in any court or before or by any governmental
department, agency or instrumentality which, if adversely determined, would
materially affect the ability or anthority of the U. T. Board to enter into, and
perform its obligations under, this Agreement, or which in any manner questions
the validity or enforceability of this Agreement.

F. The U. T. Board has approved:
(1) the Articles of Incorporation and Bylaws of UTIMCO;
(2) the Investment Policies;
(3) the Aaudit and eEthics committee of UTIMCO; and
(4) the Code of Ethics of UTIMCO.
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UTIMCO.

A.

Section 11.

The U. T. Board has been provided with the opportunity to ask questions of,
and it has received answers thereto satisfactory to it from, UTIMCO and its
representatives regarding this Agreement and has obtained all additional
information requested by it of UTIMCO and its representatives prior to entering
into this Agreement.

UTIMCO (a) is duly organized and validly existing as a Texas nonprofit
corporation under the laws of the State of Texas, particularly the Texas
Nonprofit Corporation Act, Article 1396-1.01 ¢t seq., Vernon’s Texas Civil
Statutes, (b) has all corporate power and authority and all material government
licenses, authorizations, consents and approvals required to carry on its
business as now conducted, and (c) has full power and authority to execute,
deliver and perform this Agreement.

The execution, delivery and performance by UTIMCO of this Agreement have
been duly authorized by all necessary action by UTIMCO and do not
contravene, or result in the violation of or constitute a default under, any
provision of applicable law or regulation, or any order, rule or regulation of any
court, governmental agency or instrumentality or any agreement, resolution or
instrument to which UTIMCO is a party or by which it or any of its property is
bound.

No authorization, consent, approval, permit, license, or exemption of, or filing or
registration with, any court or governmental department, commission, board,
bureau, agency or instrumentality that has not been obtained or issued is or will
be necessary for the valid execution, delivery or performance by UTIMCO of

this Agreement.
This Agreement constitutes a valid and binding agreement of UTIMCO.

There is no action, suit or proceeding pending or, to the knowledge of UTIMCO,
threatened against or affecting UTIMCO, or relating to this Agreement in any
court or before or by any governmental department, agency or instrumentality
which, if adversely determined, would materially affect the ability or authority of
UTIMCO to enter into, and to perform its obligations under, this Agreement, or
which in any manner guestions the validity or enforceability of this Agreement.

UTIMCOQ’s Code of Ethics.

Consistent with the requirements of Section 66.08, Texas_Education Code, UTIMCO’s
Directors, and Employees shall abide by UTIMCO’s Code of Ethics as approved by the
U. T. Board.
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Section 12.  UTIMCO’s Open Meeting Policy.

Except_as otherwise provided in Section 66.08. Texas Education Code., UTIMCQ shall

comply with the Texas Open Meetings Act. Chapter 551 of the Texas Government Code,

Section 13.  Prohibition Against Service to Other Clients.

In accordance with Section 66.08, Texas Education Code, UTIMCO shall not engage in any
business other than managing the Accounts under this Agreement.

Section 14.  Investment Company Act.

UTIMCO shall not be required to register as an “investment company” under Section 8§0a-8
of Title 15 of the United States Code (the ilnvestment Company Act of 1940), as amended.

Section 15. Termination.

The U. T. Board may terminate this Agreement at any time by written notice to UTIMCO,
effective immediately upon receipt of such notice by UTIMCO, subject to reasonable
allowance for settlement of pending trades. UTIMCO may terminate this Agreement upon
mnety (90) thirty-(30) days' written notice to the U. T. Board. There shall be no penalty for
termination; however, UTIMCO shall be entitled to all compensation and benefits earned
prior to termination.

Section 16. Amendments.

No amendment hereto shall be effective unless executed in the same manner as this
Agreement.

Section 17.  Notices.

All notices or communications hereunder shall be in writing and shall not be effective until
hand delivered and receipted to the other party, or sent by ovemnight delivery, or sent by
United States Certified or Registered Mail, postage prepaid, to the addressed party. The
following are the designated addresses for such notices or communications and may only be
changed by communication in the manner required by this paragraph:

To U. T. Board:
Board of Regents of The University of Texas System
Attn: Counsel and Secretary
201 West Seventh Street, Suite 820
Austin, Texas 78701
Tel. (512) 499-4402
Fax. (512) 499-4425
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To UTIMCO:
The University of Texas Investment Management Company
Attn; President and CEO
221 West Sixth St., Suite 1700
Austin, Texas 78701
Tel. (512) 225-1600
Fax. (512) 225-1660

Section 18,  Non-Assignability.

No Assignment of this Agreement by UTIMCO shall be made without having obtained the
prior written consent of the U. T. Board nor is the Agreement assignable by the U. T. Board

wﬁ-hea{—pﬁef—WHﬁeﬁ-eeﬁsem—Qm.
Section 19. No Waiver of Breach.

A waiver of a breach of any provision of this Agreement shall not constitute a waiver of any
subsequent breach of that provision or a breach of any provision hereof. Failure of either
party to enforce at any time or from time to time any provision of this Agreement shall not
be construed as a waiver thereof.

Section 20. Indemnification.

a) Agreements to Indemnify:

To the fullest extent authorized by the Constitution and laws of the State of Texas,
the U. T. Board shall indemnify and hold harmless each of the Indemnified Parties
against any and all Losses, including Losses resulting from the negligence of the
Indemnified Party claiming indemnification; provided, however, the U. T. Board
shall not be obligated to indemnify an Indemnified Party against Losses to the extent
such Losses are caused by (i) an act or omission that involves intentional misconduct
or a knowing violation of law by the Indemnified Party claiming indemnification,
(i) a transaction from which the Indemnified Party claiming indemnification
received an improper benefit, (iif) an act or omission for which the lability of the
Indemnified Party claiming indemnification is expressly provided by an applicable
statute, or (iv) an act or omission constituting gross negligence by the Indemnified
Party claiming indemnification; provided further that indemmnification payments by
the U. T. Board shall be paid from the same sources as the Annual Fee pursuant to
Section 7.

b) Reimbursement:
Each Indemnified Party shall reimburse the U. T. Board for payments made by the
U. T. Board pursuant to this Section to the extent of any proceeds, net of all
expenses of collection, actually received by it from any insurance with respect to any
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d)

Loss. At the request and expense of the U. T. Board, each Indemnified Party shall
have the duty to claim any such insurance proceeds and such Indemnified Party shall
assign its rights to such proceeds, to the extent of such required reimbursement, 10
the U. T. Board.

Notice:

In case any Claim shall be brought or, to the knowledge of any Indemnified Party,
threatened against any Indemnified Party in respect of which indemnity may be
sought against the U. T. Board, such Indemnified Party shall promptly notify the
U. T. Board in writing; provided, however, that any failure so to notify shall not
relieve the U. T. Board of its obligations under this Section.

Defense:

The U. T. Board shall have the right to assume the investigation and defense of all
Claims, including the employment of counsel and the payment of all expenses. Each
Indemnified Party shall have the right to employ separate counsel in any such action
and participate in the investigation and defense thereof, but the fees and expenses of
such counsel shall be paid by such Indemnified Party unless (i) the employment of
such counsel has been specifically authorized by the U. T. Board, in writing, (ii) the
U. T. Board has failed to assume the defense and to employ counsel, or (iii) the
named parties to any such action (including any impleaded parties) include both an
Indemnified Party and the U. T. Board, and such Indemnified Party shall have been
advised by counsel that there may be one or more legal defenses available to it
which are different from or additional to those available to the U. T. Board (in which
case, if such Indemnified Party notifies the U. T. Board in writing that it elects to
employ separate counsel at the U. T. Board's expense, the U. T. Board shall not have
the right to assume the defense of the action on behalf of such Indemnified Party;
provided, however, that the U. 'T. Board shall not, in connection with any one action
or separate but substantially similar or related actions in the same jurisdiction arising
out of the same general allegation or circumstances, be liable for the reasonable fees
and expenses of more than one scparate firm of attorneys for the Indemnified
Parties, which firm shall be designated in writing by such Indemnified Parties).

Cooperation; Settlement:

Each Indemnified Party shall use reasonable efforts to cooperate with the
U. T. Board in the defense of any action or Claim. The U. T. Board shall not be
liable for any settlement of any action or Claim without its consent but, if any such
action or Claim is settled with the consent of the U.T. Board or there be final
judgment for the plaintiff in any such action or with respect to any such Claim, the
U. T. Board shall indemnify and hold harmless the Indemnified Parties from and
against any Loss by reason of such settlement or judgment as provided in

Subsection (a) of this Section. -
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f) Survival; Right to Enforce:

The provisions of this Section shall survive the termination of this Agreement, and
the obligations of the U. T. Board hereunder shall apply to Losses or Claims whether
asserted prior to or after the termination of this Agreement. In the event of failure by
the U. T. Board to observe the covenants, conditions and agreements contained in
this Section, any Indemnified Party may take any action at law or in equity to collect
amounts then due and thereafter to become due, or to enforce performance and
observance of any obligation, agreement or covenant of the U. T. Board under this
Section.

Section 21.  Cenfidential Relationships:

Seetion-23——Governing Law.

This Agreement and all matters arising under it shall be governed by the Constitution and
laws of the State of Texas. Venue for any action brought by any party hereto concerning the
subject matter of this Investment Management Agreement shall be in Travis County, Texas.

BOARD OF REGENTS OF THE
UNIVERSITY OF TEXAS SYSTEM

Date: By
Charles Miller
Chairman

THE UNIVERSITY OF TEXAS
INVESTMENT MANAGEMENT COMPANY

Date: By

Bob Boldt
President and Chief Executive Officer
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6. U. T. Board of Regents: Approval to amend The University of Texas
Investment Management Company Bylaws

RECOMMENDATION

The Chancellor, the Executive Vice Chancellor for Business Affairs, and the Vice
Chancellor and General Counsel concur in the recommendation of the Board of
Directors of The University of Texas Investment Management Company (UTIMCO),
that the U. T. Board of Regents approve the amendments to the UTIMCO Bylaws
as set forth below in congressional style:

a. Amend Article 1ll, relating to Board of Directors, as follows:

ARTICLE 11l
BOARD OF DIRECTORS

Section 3.  Appointment and Term. Except for those Directors
named in the Articles of Incorporation, Directors shall be appointed by the
Board of Regents, except that the Chancellor of the System shall serve
as a Director so long as he remains Chancellor of the System. Until
otherwise changed by the Board of Regents in compliance with applicable
law, the members of the Board of Directors shall include (i) the Chancellor
of the System, (ii) at least three (3) persons then serving as members of
the Board of Regents (“Regental Directors”), and (iii) one or more persons
selected by the Board of Regents from a list of candidates with substantial
background and expertise in investments that is submitted by the Board
of Regents of The Texas A&M University System (together with the
Chancellor of the System and the Regental Directors, the “Affiliated
Directors”). The three (3) Regental Directors shall serve for two-year
terms that expire on the first day of April of each odd-numbered year.

The remaining Directors (other than the Chancellor of the System and the
Regental Directors) shall serve three-year staggered terms that expire on
the first day of April of the appropriate year ;

the current Directors shall end on April 1, 2001, the term of two (2) of the
currentDirectors-shall-end-on-Aprik1,-2003: No such Director (other than

the Affiliated Directors) shall serve more than three (3) full three-year
terms. Notwithstanding the foregoing, the Board of Regents may, from
time to time, alter the terms of the Directors. Each person serving as a
Director shall serve until the expiration of such Director’s term, or until
such Director’s successor has been chosen and qualified, or until such
Director’s earlier death, resignation, or removal as provided in these
Bylaws.
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b. Amend Article V, relating to officers, as follows:

ARTICLE V
OFFICERS

Section 6. Powers and Duties of the Vice Chairman for Policy.
The Chancellor of the System shall serve as Vice Chairman for Policy and
shall coordinate those responsibilities, including the appropriate resolution
of policy issues, assigned to UTIMCO and the System by the Rules and
Regulations of the Board of Regents and the Investment Management
Services Agreement in order to facilitate UTIMCO’s performance of its
core investment duties.

BACKGROUND INFORMATION

Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents approve Bylaws of the corporation and any amendments thereto. New
language regarding the powers and duties of a new position, Vice Chairman for
Policy, to be held by the Chancellor, have been added in Article V, Section 6 of
the UTIMCO Bylaws to codify within the Bylaws recommended revisions to the
Regents' Rules and Regulations (see Pages 210 - 212) and the Investment
Management Services Agreement (see Pages 153 - 169) regarding the retention
of policy-making authority by the U. T. Board of Regents.

The UTIMCO Bylaws were initially approved by the Board of Regents on Febru-
ary 8, 1996, and amendments were approved in May 1997, November 1999,
February 2000, and November 2001.

The proposed amendments to the Bylaws, with the exception of a minor edit to
delete outdated reference to expiration of terms, were approved by the UTIMCO
Board of Directors on June 26, 2003. Subsequent changes were reviewed by
UTIMCO's outside legal counsel, Vinson & Elkins, and the Office of General
Counsel of the U. T. System.
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7. U. T. Board of Regents: Approval to Amend the Permanent University
Fund, General Endowment Fund, Permanent Health Fund, Long Term
Fund, Short Intermediate Term Fund, Separately Invested Accounts,
and Short Term Fund Investment Policy Statements

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in
the recommendation of the Board of Directors of The University of Texas Invest-
ment Management Company (UTIMCO) that the U. T. Board of Regents approve
proposed amendments to the following Investment Policy Statements as outlined
in the Background Information below:

a. Permanent University Fund (PUF)

b. General Endowment Fund (GEF)

C. Permanent Health Fund (PHF)

d. Long Term Fund (LTF)

e. Short Intermediate Term Fund (SITF)

f. Separately Invested Accounts (SIF)

g. Short Term Fund (STF)
Complete amended Investment Policy Statements (congressional style) have
been reviewed by the Executive Vice Chancellor for Business Affairs, the Vice

Chancellor and General Counsel, and the Counsel and Secretary to the Board
and are available upon request.

BACKGROUND INFORMATION

Section 3(a) of the Investment Management Services Agreement dated

March 1, 1996, amended and restated effective March 1, 2001, between the
Board of Regents of The University of Texas System and UTIMCO provides that
UTIMCO shall review the investment policies of the assets under its manage-
ment and recommend any changes of such policies for approval by the U. T.
Board of Regents.
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Proposed amendments are based upon recommendations from a Task Force
comprised of U. T. System employees and UTIMCO representatives charged
with reviewing the report submitted to the U. T. Board of Regents on Febru-
ary 12, 2003, by Baker Botts, LLP, and upon UTIMCO recommendations as
summarized below:

AMENDMENTS BASED ON BAKER BOTTS TASK FORCE
RECOMMENDATIONS:

. In the PUF Investment Policy Statement, eliminate the terminology
“prudent person investment standard” and replace with “prudent investor
standard”. Article VIl of the Texas Constitution authorizes the Board of
Regents of The University of Texas System to acquire, exchange, sell,
supervise, manage, or retain, through procedures and subject to restric-
tions it establishes and in amounts it considers appropriate, any kind of
investment that prudent investors, exercising reasonable care, skill, and
caution, would acquire or retain in light of the purposes, terms, distribution
requirements, and other circumstances of the fund then prevailing, taking
into consideration the investment of all the assets of the fund rather than
a single investment. This differs from the less flexible prudent person
standard, which requires the fiduciary to be primarily concerned with
preserving capital rather than other considerations.

. In the SITF and STF Investment Policy Statements, eliminate the termi-
nology “prudent person rule”. Add language to clarify that the primary and
constant standard for making investment decisions for the SITF and STF
is the investment standard set forth in the Uniform Management of
Institutional Funds Act (Texas Property Code Section 163.007).

. Clarify in the PUF, GEF, PHF, and LTF Investment Policy Statements that
the independent accounting firm to audit the funds will be selected by the
U. T. Board of Regents rather than the UTIMCO Board of Directors.

Section 66.08 of the Texas Education Code states that the Board of
Regents shall provide for an annual financial audit of the PUF. By
agreement between the Board of Regents and the UTIMCO Board,

the independent auditors for the GEF, PHF, LTF and SITF will also be
selected by the Board of Regents. New language was added to the SITF
Investment Policy Statement concerning selection of the independent
auditor by the Board of Regents. The SITF Statement did not contain
any reference to the selection of an independent auditor.
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AMENDMENTS BASED ON UTIMCO RECOMMENDATIONS:

. Amend performance measurement sections of the PUF, GEF, PHF, LTF,
and SITF policies to clarify that investment performance is routinely
measured by the Fund's custodian, which is an unaffiliated organization
with recognized expertise in this field and reporting responsibility to the
UTIMCO Board of Directors.

. In the PHF Investment Policy Statement, modify the purpose language to
clarify which of the permanent health funds created by Chapter 63 of the
Texas Education Code are invested in the PHF. Certain funds previously
invested in the PHF are now managed by the Comptroller of Public

Accounts.

. Also in the PHF Investment Policy Statement, eliminate reference to the
permanent health funds that are managed by the Comptroller of Public
Accounts.

. In the LTF Investment Policy Statement, clarify that the Uniform Manage-

ment of Institutional Funds Act allows the LTF to distribute unrealized
appreciation in the fair market value of the assets of the LTF as well as
realized appreciation as follows:

Pursuant to the Uniform Management of Institutional Funds Act (“Act”), a
governing board may distribute, for the uses and purposes for which the
fund is established, the net realized-appreciation, realized and unrealized,

in the fair market value of the assets of an endowment fund over the
historic dollar value of the fund to the extent prudent under the standard
provided by the Act. In addition, income may be distributed for the
purposes associated with the endowments/foundations.

. In the PUF and GEF Investment Policy Statements, replace detailed
references to Derivative Securities with references to the Derivative
Investment Policy approved by the UTIMCO Board of Directors on
October 31, 2002, using the following language:

The GEF Fund may utilize Derivative Securities with-the-approval-of-the
UHMCOBeard-to: a) simulate the purchase or sale of an underlying
market index while retaining a cash balance for fund management
purposes; b) facilitate trading; c) reduce transaction costs; d) seek higher
investment returns when a Derivative Security is priced more attractively
than the underlying security; e) index or to hedge risks associated with
GEF Fund investments; or f) adjust the market exposure of the asset
allocation, including long and short strategies and other strategies
provided that the GEF’s use of derivatives complies with the Derivative
Investment Policy approved by the UTIMCO Board. The Derivative
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Investment Policy shall serve the purpose of defining the permitted
applications under which derivative securities can be used, which
applications are prohibited, and the requirements for the reporting and
oversight of their use. The objective of the Derivative Investment Policy is
to facilitate risk management and provide efficiency in the implementation

of the mvestment stratemes usmq derlvatlves —prewded%hat—leveﬁag&is

The Derivative Investment Policy is set forth on Pages 176 - 179 for
information.

. Make minor editorial changes to assure that terminology in all investment
policies is consistent.

The UTIMCO Board of Directors approved the proposed amendments to the

Investment Policy Statements for the PUF, GEF, PHF, LTF, SITF, SIF and STF
on June 26, 2003.
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The University of Texas Investment Management Company
Derivative Investment Policy

Effective Date of Policy: October 31, 2002
Date Approved by UTIMCO Board: October 31, 2002

Purpose:

The purpose of the Derivative Investment Policy is to enumerate the applications, documentation and
limitations for investment in derivative securities in the Permanent University Fund (PUF) and the General
Endowment Fund (GEF), hereinafter referred to as the Funds. The Board of Regents approved investment
policy guidelines for the Funds allow for investment in derivative securities provided that their use is in
compliance with UTIMCO’s Board approved Derivative Investment Policy. The Derivative Investment
Policy supplements the Investment Policy Statement for the Funds,

Objective:

The objective of investing in derivative securities is to facilitate risk management and provide efficiency in
the implementation of various investment strategies for the Funds. Through the use of derivatives, the
complex risks that are bound together in traditional cash market investments can be separated and managed
independently. Derivatives provide the Funds with the most economical means to improve the Funds

risk/return profile.

Scope:

This Policy applies to internal management of derivatives at UTIMCO only. Derivatives policies for
external managers are established on a case by case basis with each external manager. This Policy
Statemnent applies to both exchange traded and over the counter derivative instruments. This Policy shall
not be construed to apply to index or other common or commingled funds in which the Funds typically
invest. These commingled investment vehicles are governed by separate investment policy statements.

Definition of Derivatives:

Derivatives are financial instruments whose value is derived, in whole or part, from the value of any one or
more underlying securities or assets, or index of securities or assets (such as a bonds, stocks, commodities,
and currencies). For the purposes of this Policy derivatives shall include futures, forwards, swaps and all
forms of options, but shall not include a broader range of securities including mortgage backed securities,
structured notes and convertible bonds. (Refer to attached exhibit for glossary of terms)

Permitted Derivative Applications:
Derivatives may be used:

¢ To implement investment strategies in a low cost and efficient manner,

¢ To alter the Funds market (systematic) exposure without trading the underlying cash market
securities,

* To construct portfolios with risk and return characteristics that could not be created with cash
market securities,

» To hedge and control risks so that the Funds’ risk/return profile is more closely aligned with the
Funds’ targeted risk/return profile,

¢  To facilitate transition trading,

» By managers of public markets investments employed by UTIMCO. An external investment
manager may engage in derivative security transactions only if the transactions are consistent with
the overall investment objectives of the account. Derivative applications shall be approved only
with investment managers that demonstrate investment expertise in their use, and have appropriate
risk management policies and procedures to effectively monitor and control their use. Disclosure
of permitted derivative applications with external investment managers shall be made to
UTIMCO’s Board prior to investment.
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The University of Texas Investment Management Company
Derivative Investment Policy

* By managers of alternative marketable equities employed by UTIMCO. The due diligence
process in the selection of these managers requires a clear understanding of the managers use of
derivatives, particularly as it relates to various risk controls and leverage. UTIMCO will invest in
such strategies exclusively through limited partnership agreements, offshore corporations or other
legal entities that limit the Funds’ exposure to its investment in the strategy. Disclosure of
derivative applications with alternative marketable equity managers shall be made to UTIMCO’s
Board prior to investment.

The primary intent of derivative security transactions should be to hedge risk in portfolios or to implement
investment strategies more effectively and at a lower cost than would be possible in the cash market.

Derivative Applications Not Permitted:

Derivative Applications shall not be used to invest in asset classes that are not consistent with the Funds
policy asset categories, implementation strategies and risk/return characteristics. Only the above derivative
applications are permitted until such time as this policy is amended and approved by UTIMCO’s Board.

Documentation and Controls:

Prior to the implementation of a new derivative application, UTIMCO shall document the purpose,
justification, baseline portfolio, derivative application portfolio, risks (including at a minimum modeling,
pricing, liquidity and legal risks), the expected increase or reduction in systematic and specific risk
resulting from the application, the acceptable criteria for counterparties in over the counter derivative
applications, and the procedures in place to monitor and manage the derivative exposure. Internal centrol
procedures to properly account and value the Funds® exposure to the derivative application shall be fully
documented. The Chief Investment Officer shall recommend and the UTIMCO Board approve any new
derivative applications prior to implementation, after fully considering the permissibility, merits, and
compliance with all documentation and controls requirements of the application. UTTMCO shall establish
an appropriate risk management procedure to monitor compliance and will take corrective action if
necessary. UTIMCO shall make a comprehensive report of all derivative applications to the UTIMCO

Board on at least a quarterly basis.

Limitations:

Leverage is inherent in derivative securities since only a small cash deposit is required to establish a much
larger economic impact position. Thus, relative to the cash markets, where in most cases the cash outlay is
equal to the asset acquired, derivatives applications offer the possibility of establishing substantially larger
market risk exposures with the same amount of cash as a traditional cash market portfolio. Therefore risk
management and control processes must focus on the total risk assumed in a derivatives application, which
is the sum of the application-specific risk and the market (systematic) risk established by the derivative
application. In order to control and limit the leverage risk, each derivative application must specify a
baseline portfolie, and risk measures such as Value at Risk (VAR) will be employed to assure that the total
economic impact risk of the derivative application portfolio relative to the baseline portfelio will not
exceed 20% of the underlying value of the baseline portfolio. The total relative economic impact risk of
each derivative application will be monitored on a daily basis by the most appropriate risk management
tools for the particular derivatives application.

As an additional global limitation, the total gross value (without netting counter positions) of all derivatives
positions, including both internal and external managers, in the Funds shall not exceed 50% of the net asset

value of the Funds.

In order to limit the financial risks associated with derivative applications, rigorous counterparty selection
criteria and netting agreements shall be required to minimize counterparty risk for over the counter
derivatives. The counterparty must be an investment grade credit and the agreement must be marked to
market no less frequently than monthly,
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Derivative Investment Policy Exhibit
Glossary of Terms

Application Specific Risk — The portion of total risk in a derivatives application which is due to factors
unique to the application as opposed to more systematic, market-related factors. For example, in an option
on a specific stock, the risk associated with the specific business results of the company which issued the
stock underlying the option would be Application Specific Risk, as opposed to the overall risk of the stock
market which would be Systematic Risk.

Baseline Portfolio — The cash-market based portfolio which will serve as the basis for calculating the
relative risk level of an equivalent derivatives application.

Cash Equivalents — Includes cash, short term fixed income instruments, accruals, variation margin and one
day deposits in transit to the account.

Cash Market - The physical market for a commodity or financial instrument.

Counterparty - The offsetting party in an exchange agreement.

Derivative Application — A definition of the intended use of a derivative-based position such as replication
or enhancing index returns, asset allocation or completion fund strategies, and various alpha transport

strategies.

Derivative Application Portfolio — The portfolio including derivative instruments, cash equivalents, and
other cash market assets ¢stablished to replicate a specified baseline portfolio.

Economic Exposure - The total effective exposure of a derivative position. The economic exposure is the
product of the dollar value of the exposure and the market or systematic risk level of the exposure. A
commen method of measuring economic exposure is with risk management tools such as “value at risk.”

Exchange Traded Derivatives - Derivative instruments traded on an established national or intemational
exchange. These instruments “settle” daily in that cash exchanges are made between the exchange and
parties to the contracts consistent with the change in price of the instrument. Fulfillment of the contract is
guaranteed by the exchange on which the instruments are traded. Examples include S&P 500 futures
contracts and Goldman Sachs Commodities Index futures contracts.

Forward Contract - A non-standardized contract for the physical or electronic (through a bookkeeping
entry) delivery of a commodity or financial instrument at a specified price at some point in the future.

Futures Contract - A standardized contract for either the physical delivery of a commodity or instrumnent
at a specified price at some point in the future, or a financial settlement derived from the change in market
price of the commodity or financial instrument during the term of the contract.

Option - An instrument that conveys the right but not the obligation to buy or deliver the subject financial
instrument at a specified price, at a specified future date.

Over the Counter Derivatives - Derivative instruments which result from direct negotiation between a

buyer and a counterparty. The terms of such instruments are non-standard and are the result of specific
negotiations. Settlement occurs at the negotiated termination date, although the terms may include interim
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cash payments under certain conditions. Examples include currency swaps and forward contracts, interest
rate swaps, and collars. :

Swap - A contract whereby the parties agree to exchange cash flows of defined investment assets in
amounts and times specified by the contract.

Systematic Risk — The non-diversifiable risks associated with an investment in a particular asset market.
For example the financial, political, and other risks associated with a portfolio of common stocks are

known as “market” or systematic risks.

Value at Risk (VAR) — An established method of measuring economic exposure risk. The measure
conveys the maximum potential loss (in dollars or percent of total assets) for a particular investment
position, for a particular period of time, for a particular level of confidence.
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8. U. T. Board of Regents: Approval of amendments to The University
of Texas Investment Management Company Code of Ethics Policy

RECOMMENDATION

The Chancellor, the Executive Vice Chancellor for Business Affairs, and the Vice
Chancellor and General Counsel concur in the recommendation of the Board of
Directors of The University of Texas Investment Management Company (UTIMCO)
that the U. T. Board of Regents approve amendments to the Definitions, and Arti-
cle lll, Sections A and D of The University of Texas Investment Management Com-
pany (UTIMCO) Code of Ethics Policy as set forth below in congressional style:

a. Amend Specific Policy Statement, relating to Definitions, as follows:

Definitions

(83)  “Chief Compliance Officer” means the person designated from time
to time as the Chairman of the Employee Ethics and Compliance

Committee. As-ofthe date-of adoption-of this Code-of Ethicsthe
oo epmemen Loteore o s aine B oo

(9)  “General Counsel” means the lawyer or firm of lawyers desig-
nated from time to time as the General Counsel of UTIMCO;
provided that when the General Counsel is a firm of lawyers, one
principal within that firm shall be identified to receive all written
and oral communications hereunder. As-ofthe-date-of-adoption-of
this Code of Ethics, the General Counsel is Vinson & Elkins L.L.P.
S = e

b. Amend Article Ill, Section A, relating to investments, and Section D,
relating to employees:

M. Prohibited Transactions and Interests
A. UTIMCO: Agreements or Transactions. UTIMCO and
UTIMCO entities may not enter into an agreement or

transaction with:

(1)  adirector or employee acting in other than an official
capacity on behalf of UTIMCO;
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(2) adirector entity, employee entity or other business
entity (including an investment fund) in which a
director or employee has any pecuniary interest;

(3) aformer director or employee, an investment fund
or other entity controlled by a former director or
employee (with control being determined in the
manner specified in the definition of “director entity”
above), or a business entity in which a former director
or employee has a pecuniary interest, on or before
the first anniversary of the date the person ceased to
be a director or employee; or

(4) aninvestment fund or account (other than the
Accounts) managed by a director, director entity,
employee or employee entity as a fiduciary or agent
for compensation.

Except as provided below, a person shall be deemed to
have a pecuniary interest in a business entity if the person:

(1) owns five percent or more of the voting stock
or shares of the business entity; or

(i) owns five percent or more of the fair market
value of the business entity; or

(iii)  received more than five percent of his or her
gross income for the preceding calendar year
from the business entity;

provided that any private investment by a person in a busi-
ness entity (including an investment fund) controlled by such
person shall constitute a pecuniary interest in that business
entity. For purposes of the foregoing, control of a business
entity shall be determined in the manner specified in the
definition of “director entity” above.

Investments. Without limiting the foregoing, UTIMCO and
UTIMCO entities will implement procedures and safeguards
to insure that none of the Accounts is invested may-rot
invest in the publicly traded securities of a publicly traded
company in which a director, director entity, employee or
employee entity has any pecuniary interest (as described
above). Further, UTIMCO and UTIMCO entities may not

(i) invest in the private investments of a business entity if a
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director, director entity, employee or employee entity then
owns a private investment in the same business entity or
(i) co-invest with a director, director entity, employee or
employee entity in the private investments of the same
business entity.

Prior to consideration by the Board of an agreement or
transaction with a business entity or investment in a busi-
ness entity, each director and key employee shall certify that
he or she does not have any pecuniary interest in the asso-
ciated business entity.

Employees: No employee or employee entity may:

(1)  engage in outside employment, business, or other
activities which detract from the ability to fulfill the
full-time responsibilities to UTIMCO;

(Key employees must obtain advance written
approval from the President for any outside employ-
ment or business, including service as director, offi-
cer, or investment consultant or manager for another
person or entity. Any outside employment by the
President must be approved in advance by the Board.

Employees, with the prior approval of the Board, may
serve as directors of companies in which UTIMCO
has directly invested Account assets. In such event,
any and all compensation paid to employees for their
services as directors shall be endorsed to UTIMCO
and applied against UTIMCO’s fees. Furthermore,
Board approval of any employee’s service as a
director of an investee company shall be conditioned
upon the extension of UTIMCO'’s Directors and
Officers Insurance Policy coverage to the employee’s
service as a director of the investee company.)

(2) engage in a personal securities transaction without
obtaining preclearance for each such transaction with
the Chief Compliance Officer; or

[The Chief Compliance Officer shall verify that no
buy/sell order has been placed by a UTIMCO internal
manager for securities of the same class. If such a
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3)

buy/sell order has been placed, no employee may
conduct a personal securities transaction for such
securities until one trading day after the buy/sell order
has been completed or canceled. Preclearances will
be documented by the Chief Compliance Officer in a
personal securities transaction log for each employee,
which will provide a record of all requests and
approvals or denials of preclearances for personal
securities transactions. Preclearance for personal
securities transactions is effective for one trading day
only.

An employee who engages in personal securities
transaction must also provide transactional disclosure
for each such transaction. Transactional disclosure
forms must be completed for all personal securities
transactions and given to the Chief Compliance
Officer within ten calendar days of the trade date.
The transactional disclosure form must contain the
following information: name and amount of the
security involved, date and nature of the transaction,
price at which the transaction was effected, and name
of the broker through whom the transaction was
effected.

The preclearance and transactional disclosure
requirements for personal securities transactions
apply only to equity or equity-related transactions,
including stocks, convertibles, preferreds, options
on securities, warrants, rights, etc., for domestic and
foreign securities, whether publicly traded or privately
placed. The preclearance and transactional disclo-
sure requirements do not apply to bonds (with the
exception of convertible bonds), mutual funds,
co-mingled trust funds, financial futures, and options
on futures.]

(a) invest in the private investments of a business
entity if UTIMCO, a UTIMCO entity, a director or a
director entity then owns a private investment in the
same business entity or (b) a co-invest with UTIMCO,
a UTIMCO entity, a director or director entity in the
private investments of the same business entity.
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BACKGROUND INFORMATION

Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents approve the UTIMCO Code of Ethics (the Code) and any amendments
thereto. The amendments to the Code are in response to recommendations from
Baker Botts, LLP, as outside counsel to the U. T. Board of Regents and to make
minor editorial changes identified during an annual review of the Bylaws by
UTIMCO management and Vinson & Elkins, counsel for UTIMCO.

Attorneys with Baker Botts, LLP, noted that Texas law and the Code were not
clear if external managers investing funds under UTIMCO's management were
prohibited from investing in the publicly traded securities of a publicly traded
company in which a director, director entity, employee or employee entity has
any pecuniary interest. Article Il of the Code will be amended to include all
accounts under UTIMCO's management.

The amendments to the Code were reviewed by Vinson & Elkins and by the
Office of General Counsel of the U. T. System. The proposed amendments were
approved by the UTIMCO Board of Directors on June 26, 2003. Subsequent
changes were reviewed by UTIMCO's outside legal counsel, Vinson & Elkins,
and the Office of General Counsel.

9. U. T. Board of Regents: Approval of the Annual Budget and Manage-
ment Fee Schedule for The University of Texas Investment Management

Company

RECOMMENDATION

The Chancellor and the Executive Vice Chancellor for Business Affairs concur in
the recommendation of the Board of Directors of The University of Texas Invest-
ment Management Company (UTIMCO) that the U. T. Board of Regents approve
UTIMCO's Annual Budget and Management Fee Schedule for the fiscal year
ending August 31, 2004, as set forth on Pages 186 - 190, subject to final review
and approval of amendments to investment policy statements at a later meeting
of the Board.

BACKGROUND INFORMATION

The Investment Management Services Agreement between the U. T. Board

of Regents and UTIMCO requires that UTIMCO submit its annual budget and
management fee schedule to the Board of Regents for approval. The annual
budget consists of UTIMCQO's management fee and a budget for direct expenses
of the funds managed by UTIMCO.
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The total budget for the fiscal year ending August 31, 2004, is $30,874,512,

a decrease of $2,445,520 or 7.34% from the 2003 budget. UTIMCO's
management fee for the fiscal year ending August 31, 2004, will decrease
$90,728 (1%) from $9,602,501 to $9,511,773. Budgeted direct expenses will
decrease $2,354,792 (10%) from $23,717,531 to $21,362,739. The UTIMCO
Board of Directors approved the proposed budget and management fees on
June 26, 2003.
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- 8131702 ~3R103
TR b Budget Actual Budget Projected 8/31/04 | (Decrease) %
UTIMCO Services
Total Compensation 3,790,306 2,526,949 5,955,110 5,217,712 6,008,455 53,345 1%
Total Payrofl taxes 188,021 145492 | 349,743 A2 270,688 20,345 | 8%
Employee Benefits 373,523 314,450 845 188 450,238 648,854 103,668 19%
Total General Operating 960,900 620,092 | . 1,101,000 (270,600} -20%
Total Lease Expense 613,000 604,683 | - 623,010 0 0%
Total Professicnal Fees 310,000 249,358 285,000 {75,000} -21%
Total Insurance 180,935 197,535 214,853 -215.344 280,524 68,872 20%
Depreciation of Equipment 281,592 271,692 L 206200 o 201009 204,243 8,043 %
L[TIMCO Services - $ 6,608,276 | § 4,965,184 | $ 98025011 % §,583:1 $9.511,773 (90,728)] -1%
Direct Costs to Funds
External Management Fees 20,188,427 14,868,430 [ 7 ROATG0IT] - 15487300 17,948,739 | (2,167,297 1%
Custodian and Analytical Costs 1,902,243 1,902,243 |0 204, 1,959,630 75,767 4%
Other Directs Totai 3,179,801 3,395,536 |- i 1,454,370 (263.267)] _-15%
“Totwl Direct Costs to Fuhds| 25,270,571 | 20,102,705 |~237 1783k T B2883| 21362739 (2,354.792)] -10%
Grand Total 31,968,847 | 25,067,889 |+33,320,032] - 975 | 30,874,512 {2,445,520)| -7.34%

UTIMCO B:7/2003
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10. U. T. Board of Regents: Approval of The University of Texas
Investment Management Company Liquidity Policy

RECOMMENDATION

The Chancellor, the Executive Vice Chancellor for Business Affairs, and the
Vice Chancellor and General Counsel concur in the recommendation of the
Board of Directors of The University of Texas Investment Management
Company (UTIMCO) that the U. T. Board of Regents approve the proposed
UTIMCO Liquidity Policy, as set out on Pages 192 - 194, subject to final review
and approval of amendments to investment policy statements at a later meeting
of the Board.

BACKGROUND INFORMATION

The purpose of the Liquidity Policy is to establish limits on the overall liquidity
profile of investments in the Permanent University Fund (PUF) and General
Endowment Fund (GEF). The established liquidity profile limits will act in con-
junction with, but do not supercede, the Investment Policies established by the
UTIMCO Board and approved by the U. T. Board of Regents.

Liquidity risk can be defined as the uncertainty in the value of an investment
position that exists because the position cannot be readily converted to cash

or cash equivalents. Because liquidity risk is an important element of the total
investment risks affecting the PUF and GEF, this Policy establishes strategic
limits on acceptable liquidity risk, yet provides liquidity ranges to allow UTIMCO
to make tactical decisions as expected returns for assuming liquidity risk change
in investment markets.

The Liquidity Policy was approved by the UTIMCO Board of Directors on
June 26, 2003, and the Policy was reviewed by the Office of General Counsel.

191



The University of Texas Investment Management Company
Liquidity Policy

Effective Date of Policy: August 7, 2003
Date Approved by UTIMCO Board: June 26, 2003

Purpose:

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

approved by the U, T. Systern Board of Regents.

Objective:
The objective of the Liquidity Policy is to control the element of total risk exposure of the PUF and GEF

funds stemming from the uncertainties associated with the ability to convert longer term investments to
cash to meet immediate needs or to change investment strategy, and to the potential cost of that conversion,
This element of total risk is referred to as ‘Liquidity Risk™ in this Policy.

Scope:

This Policy applies to all PUF and GEF investments made by UTIMCO, both by internal and by external
managers. Policy implementation will be managed at the aggregate UTIMCO Level and will nol be a
responsibility of individual internal or external managers managing a portion of the aggregate assets.

Definition of Liquidity Risk:

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

term.

Liquidity Risk Measurement-The Liquidity Profile:
Capital market theory does nol provide a precise technique to measure liquidity risk. For the purposes of
this Liquidity Policy, potential Jiquidity risk will be defined and monitored by measuring the aggregate
liquidity profile of the PUF and GEF. All individual investments within the PUF and GEF will be
segregated into four categories:
» Highly Liquid: Investments that could be readily converted o cash within 1 day to
4 weeks, at a discount of 5% or less from current value.
¢ Liquid: Investments that could be converted 1o cash within a period of 1 month 10 3
months in an orderly market at minimal discount or in a shorter time period by
accepting a discount of 20% or less.
¢ Moderately llliguid: Investments that could be converted to cash within a period of
3 months to 12 months in an orderly market at minimal discount or in a shorter time
period by accepting a discount of 30% or less.
s Illiquid: Investments that could be converted to cash over a period of 1 year or more
in an orderly market at minimal discount or in a shorier time period by accepting a
discount of more than 30%.
The measurements necessary o segregate all investments into one of the four categories assume normally
functioning capital markeis and cash market transactions, excluding swap or other derivatives transactions
which could be utilized in actual emergency situations to create liquidity.
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The University of Texas Investment Management Company
Liquidity Policy

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

Liquidity Policy Profile:

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

Liquidity Policy Profile Ranges

100
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60
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Percent of Total Portfolio

30

Highly Liquid Liquid Tofal Liguid Moderately Niquid T otal Illiguid
Niguid

The green bars indicate the Policy ranges for investments categorized as “liquid”. including subtotals for
“Highly Liquid” and “Liquid” categories as well as the total for all liquid categories. The shaded portions
of the green bars indicate trigger zones requiring special action by UTIMCO staff and Board. For example,
the allowable range for “Highly Liquid” investments is currently 30% to 100% of total assets, while Total
Liquid asset must comprise at least 50% of the total portfolio to as much as 100% of the portfolio.
However, should actual Highly Liquid investments fall below 50% of total portfolio assets into the defined
trigger zone. special review and action would be required by the UTIMCO Board as specified in the
Documentation and Control section of this Policy. Likewise, the red bars illustrate the allowable range for
“INiquid™ investments, 0% to 20%, while Total Nliquid assets may not comprise more than 50% of total
assets. The trigger zone for Total lliquid assets is 30% or more of the total portfolio.

Documentation and Controls:

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

As additional safeguards, trigger zones have been established as indicated above to trigger required review
and action by the UTIMCO Board in the event any investment action would cause any liquidity measure to
enter any of the designated trigger zones, or in the event market actions caused measures 1o move into
trigger zones. In addition, any proposed investment actions which would change any single liquidity
category percentage by 10% or more would also require UTIMCO Board review and action prior to the
change. Any actual posilions in any trigger zones or outside the policy ranges will be communicated to the
Chief Investment Officer immediately. The Chief Investment Officer will then determine the process to be
used to eliminate the exception and report promptly to the UTIMCO Board the circumstances of the
deviation from Policy and the remedy to the situation,

Reporting:

The actual Liquidity Profile of the Funds and compliance with the Liquidity Policy will be reported to the
UTIMCO Board on at least a quarterly basis. Any exception to the Policy and actions taken to remedy the
exception will be reported promptly. An example of the method of reporting is shown below where the
yellow points and number labels indicate current actual exposure levels within each Liquidity Policy Range
(numbers shown are cxamples only). For example, in this illustration the current exposure to “Highly
Liquid™ investments is 65.1%. while exposure to “Iliquid” investments is 9.4% and both are within their
respective allowable policy ranges and not in defined trigger zones.

Liquidity Policy Profile Ranges
100
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11. U. T. System: Report on Investments for the nine months ended
May 31, 2003

RECOMMENDATION

Pages 196 - 204 contain the Summary Reports on Investments for the nine
months ended May 31, 2003.

Item | on Pages 196 - 198 reports summary activity for the Permanent University
Fund (PUF) investments. The PUF's net investment return for the nine months
was 6.28%. The PUF's net investment return for marketable securities for the
nine months was 8.85% versus its composite benchmark return of 7.16%. The
PUF's net asset value increased by $112.6 million since the beginning of the
year to $6,850.9 million. This change in net asset value includes increases

due to contributions from PUF land receipts and net investment return, and a
decrease from the annual distribution to the AUF made in September 2002 for
$363.0 million.

Item Il on Pages 199 - 202 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 nine months was 6.98%. The GEF's
net investment return for marketable securities for the nine months was 9.06%
versus its composite benchmark return of 7.16%. The GEF's net asset value
increased $170.8 million since the beginning of the year to $3,464.0 million.

Item 11l on Page 203 reports summary activity for the Short Intermediate Term
Fund (SITF). Total net investment return on the SITF was 1.94% for the nine
months versus the SITF's performance benchmark of 3.25%. The SITF's net
asset value increased by $202.4 million since the beginning of the year to
$1,638.3 million.

Item 1V on Page 204 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 $184,655 thousand to
$1,613,256 thousand during the four months since the last reporting period.
Market values for the remaining asset types were fixed income securities:
$321,821 thousand versus $315,453 thousand at the beginning of the period;
equities: $211,361 thousand versus $186,523 thousand at the beginning of the
period; and other investments: $10,226 thousand versus $43 thousand at the
beginning of the period.
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12. U. T. Board of Regents: Appointment of members to the Board of
Directors of The University of Texas Investment Management Company

RECOMMENDATION

The Board of Directors of The University of Texas Investment Management
Company (UTIMCO) recommends that the following individuals be appointed to
the UTIMCO Board of Directors to serve until the expiration of their terms, or until
their successors are chosen and qualify, or until their earlier death, resignation or
removal:

Mr. J. Philip Ferguson and Mr. I. Craig Hester for appointment until
the expiration of terms ending April 1, 2006.

BACKGROUND INFORMATION

Section 66.08 of the Texas Education Code requires that the U. T. Board of
Regents appoint all members of the Board of Directors of UTIMCO. The pro-
posed Board of Director nominees, who represent non-U. T. Regent directors
from the investment and business community, were approved by the UTIMCO
Board of Directors on July 21, 2003.

Mr. J. Philip Ferguson is the Senior Investment Officer of AIM Capital Manage-
ment, Inc. He is also a former Managing Partner of Beutel, Goodman Capital
Management, Senior Vice President of Lehman Brothers, Inc., and Vice Presi-
dent of Goldman, Sachs & Co. Mr. Ferguson holds a B.B.A. degree from Texas
Christian University and a J.D. degree from The University of Texas School of
Law. He currently serves on the board of various organizations and is also a
volunteer at various organizations

Mr. I. Craig Hester is the founder of Hester Capital Management, L.L.C.

Mr. Hester has been actively involved in professional investment management
since 1972. Mr. Hester holds B.B.A. and M.B.A. degrees from The University of
Texas at Austin and is a CFA and CIC. He is the past president of the Austin
Investment Association and a member and past president of the Austin and San
Antonio Societies of Financial Analysts. He currently serves on the board of the
U. T. Austin Ex-Students' Association, on the advisory council of the KMFA
Capitol Broadcasting Association, and as a Junior League of Austin Community
Advisor. He is the 2003 Chair-elect of the Foundation for SafePlace and also
serves on various investment committees.

The positions to be filled were previously held by Mr. John McStay and
Mr. L. Lowry Mays and are not "affiliated Director" positions.
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13. U. T. Board of Regents: Amendment of the Regents' Rules and Requ-

lations in response to recommendations from Baker Botts Task Force

(Part Two, Chapter IX, Sections 1, 2. and 5)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs and the Vice Chancellor and General Counsel that the
Regents' Rules and Regulations, Part Two, Chapter IX, Sections 1, 2, and 5, be

amended as set forth in congressional style:

a. Amend Section 1, Subsection 1.8, relating to other assets, as follows:

Sec. 1. Authority Regarding Assets

1.8

Other Assets

Assets that are not a part of the Permanent University
Fund, an endowment fund, a fund functioning as an
endowment, a life income or annuity fund, or
consolidated System funds shall be managed as set
forth in this Subsection:

1.81

1.82

1.83

Tangible personal property shall be managed by
the component institution president.

Intangible personal property consisting of securities,
interests in businesses, and equity interests in
technology transfer firms as set out in the Regents'
Intellectual Property Policy shall be managed by the
component institution president or by UTIMCO, as
determined by the component institution president.
UTIMCO shall hold all stock certificates of securities
managed by, or held on behalf of, the component
institution president and shall assign, transfer, or sell

such securities, as directed by the component
institution president or his or her designees, in
accordance with Section 2 of this Chapter. Other
intangible personal property shall be managed by
the component institution president.

The component institution president may

designate in writing one or more committees,
employees, officers, or other agents of the
institution, or one or more outside managers to
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manage any or all of the assets described in
Subdivisions 1.81 or 1.82 of this Chapter on behalf
of the component institution president.

b. Amend Section 2, Subsection 2.5, relating to authority to receive and
collect money or property, as follows:

Sec. 2. Authorizations Regarding Sales, Assignments, Conveyances,

Receipt of Property, and Proxies

2.5 Authority to Receive and Collect Money or Property

2.51

UTIMCO is authorized and empowered to seek,
demand, collect, recover, and receive any and all
sums of money, debts, dues, rights, property,
effects, or demands due, payable, or belonging, or
that may become due, payable, or belonging to
the PUF or the Board from any person or persons
as a result of any investment transaction and to
execute any and all necessary or proper receipts,
releases, and discharges therefor and any other
instruments as may be necessary or appropriate
from time to time relating to the handling,
management, control, and disposition of any
investment. The authority granted in this
Subdivision does not include the authority to
institute litigation on behalf of the Board or to settle
contested claims or litigation that may result in
UTIMCO receiving less than full value for the claim
or the payment of damages or awards. The
settlement of any contested claim or litigation for
less than full value requires the prior approval of
the U. T. System Vice Chancellor and General
Counsel and appropriate System officials, as set
out in Part Two, Chapter Xl, Section 3 of these

Rules and Regulations.

C. Amend Section 5, Subsections 5.1 and 5.2, relating to investment and
management of endowment, trust, and other accounts, as follows:

Sec. 5. Policy for Investment and Management of Endowment, Trust,

and Other Accounts Invested Through or Separate from U. T.

Investment Pools
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5.1  Management of Endowments
Endowment funds and funds functioning as endowments
will be managed in a manner consistent with the U. T.
System Gift Acceptance Procedures, and the prudent
person-investment standards; set forth in and the Uniform
Management of Institutional Funds Act (Texas Property
Code Chapter 163 et seq.). These funds will be
managed separately and not commingled with the Long
Term Fund if the terms of the instrument by which the
fund was created preclude investment through the Long
Term Fund. In addition, nonmarketable securities held
by an endowment fund may be recorded as separately
invested. All other endowment funds and funds
functioning as endowments will be invested through the
Long Term Fund.

5.2  Trust Fund and Life Income Accounts
Trust funds and other life income accounts will be
invested and administered consistent with The University
of Texas System Separately Invested Endowment, Trust,
and Other Accounts Investment Policy Statement, U. T.
System Gift Acceptance Procedures, and the prudent
persoen-investment standards;-and set forth in the Texas
Trust Code (Texas Property Code Section 111.001

et seq.).

BACKGROUND INFORMATION

The amendments to the Regents' Rules and Requlations are proposed in
response to recommendations from the Baker Botts report dated Febru-
ary 12, 2003, to the U. T. Board of Regents regarding the relationship with
The University of Texas Investment Management Company (UTIMCO).

The amendment to Section 1, Subsection 1.8, Subdivision 1.82 permits the
president of a component institution to determine whether the president or
UTIMCO will manage securities, interests in businesses, and equity interests in
technology firms, thus allowing the president to determine how the asset can
best be managed to maximize its value. The amendment also clarifies that,
notwithstanding that such securities may be institutionally managed, the stock
certificates will be held by UTIMCO, and sold and transferred by UTIMCO as
directed by the president.
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The addition of Subdivision 1.83 permits the president to designate an officer or
employee of the institution or an outside manager to manage such assets. The
ability to designate an outside manager will provide the component institution
with a means for managing institutional conflicts of interest.

The amendment to Section 2, Subsection 2.5, Subdivision 2.51 clarifies the
language concerning UTIMCO's role in settlements. The original language is
ambiguous and could be read to give UTIMCO unlimited authority to settle
contested matters. The amendment provides that settlement delegation to
UTIMCO is subject to the same oversight and limitations applicable to The
University of Texas System. Those oversight requirements in Part Two,
Chapter XI, Section 3, Subsection 3.2 of the Regents' Rules and Regulations
are as follows:

a. settlements of $150,000 or less may be settled by the Vice
Chancellor and General Counsel and require no additional
approval;

b. settlements greater than $150,000 to $500,000 require
approval by the Chancellor or appropriate Executive Vice
Chancellor (which in this case would be the Executive Vice
Chancellor for Business Affairs); and

C. settlements greater than $500,000 require approval by the
U. T. Board of Regents, the Executive Committee, or the
appropriate standing committee of the Board (which in this
case would be the Finance and Planning Committee).

The amendments to Section 5, Subsections 5.1 and 5.2, reflect the correct
investment standard. The U. T. Board of Regents, under the Texas Constitution,
may acquire or retain any kind of investment that prudent investors, exercising
reasonable care, skill, and caution, would acquire or retain in light of the pur-
poses, terms, distribution requirements, and other circumstances of the fund then
prevailing, taking into consideration the investment of all assets of the fund rather
than a single investment. This differs from the less flexible prudent person stan-
dard, which requires the fiduciary to be primarily concerned with preserving
capital rather than other considerations.
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14. U. T. Board of Regents: Amendment of Regents' Rules and Requlations
regarding oversight of The University of Texas Investment Management
Company (Part One, Chapter ll, Sections 3, 5, and 12)

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs and the Vice Chancellor and General Counsel that the
Regents' Rules and Regulations, Part One, Chapter Il, Sections 3, 5, and 12,
regarding oversight of The University of Texas Investment Management
Company (UTIMCO), be amended as set forth in congressional style as follows.

Sec. 3. Chancellor

3.2 Primary Duties and Responsibilities of the Chancellor

3.2(12) Serving on the Board of Directors of The University of
Texas Investment Management Company (UTIMCO).
Generally overseeing the operations of UTIMCO
and coordinating interaction between the System
and UTIMCO. Ensuring that UTIMCO implements
the core investment functions delegated to it in
conformance with these Rules and Regulations, the
Investment Management Services Agreement, and
the Investment Policy Statements adopted by the
Board. Directing UTIMCO in areas other than core
investment functions, such as relations with the
media, intergovernmental relations, and public
disclosure issues.

3.4 Institutional-Compliance |
The Chancellor, as chief executive officer of the System, is
responsible for ensuring the implementation of a an-institutional |
compliance program for the System. Accordingly, the System-
wide Compliance Officer prepares an executive summary of all
institutional-compliance activity of the component institutions,
UTIMCO, and System Administration.

3.41 System-Wide Compliance Officer
The System-wide Compliance Officer is responsible,
and will be held accountable for, apprising the
Chancellor and the iaternal-Audit, and-Compliance, |
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and Management Review Committee Subcommittee
of the institutional compliance functions and activities
at System Administration, UTIMCO, and at each
of the component institutions as set out in
Subparagraph 3.412 of this Chapter. The System-
wide Compliance Officer provides institutional
compliance assistance to the Chancellor, the
Executive Vice Chancellors, and-the Vice
Chancellors, and the Chief Compliance Officer of
UTIMCO in the exercise of their responsibilities.
3.411  Appointment
The System-wide Compliance Officer shall
be appointed by the Chancellor. The
System-wide Compliance Officer is the
senior compliance official of The University
of Texas System;; provides assistance and
advice covering all component, UTIMCO
and System Administration compliance
programs;; and shall hold office without
fixed term, subject to the pleasure of the
Chancellor.
3.412 Duties and Responsibilities
The primary responsibilities of the System-
wide Compliance Officer include developing
an infrastructure for the effective operation of
The University of Texas System Institutional
Compliance Program; chairing the System-
wide Compliance Committee and the
Compliance Officers Council; and prescribing
the format for the annual risk based
compliance plan and the quarterly
compliance status reports to be submitted
by each component institution, UTIMCO
and System Administration.

Sec. 5. Executive Vice Chancellor for Business Affairs

52 Duties and Responsibilities

5.2(24) Designating and supervising the System liaison
to UTIMCO, overseeing audits and investment
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performance assessments of UTIMCO, and reviewing
budgetary and investment reports submitted by
UTIMCO.

5.2(25) Performing such other duties as may be assigned by
the Chancellor.

Sec. 12. Vice Chancellor and General Counsel

12.2 Duties and Responsibilities

12.2(18) Overseeing legal services provided to UTIMCO
by outside legal counsel, consistent with the
requirements of the Texas Disciplinary Rules of
Professional Conduct, and providing counsel,
advice, and legal interpretations to the Board, the
Chancellor, and other System officials concerning
UTIMCO-related issues.

12.2(19) Performing such other duties as may be assigned
by the Chancellor.

BACKGROUND INFORMATION

Proposed amendments to the Regents' Rules and Regulations will clarify the
responsibilities of the Chancellor, System-wide Compliance Officer, Executive
Vice Chancellor for Business Affairs, and the Vice Chancellor and General
Counsel concerning oversight of UTIMCO. The Baker Botts report prepared for
the Board in February 2003 confirmed that policy-making is reserved to the U. T.
Board of Regents and that UTIMCO has been delegated responsibility for core
investment functions and the implementation of the investment policies set by the
Board. The Chancellor and other U. T. System officials must oversee UTIMCO's
activities and ensure that UTIMCO complies with the Investment Management
Services Agreement and the investment policies established by the Board as set
out in approved Investment Policy Statements. The Chancellor retains manage-
ment authority in areas such as intergovernmental relations and public informa-
tion disclosure that have significant implications for U. T. System that are not part
of the core investment responsibilities delegated to UTIMCO. The amendments
to the Regents' Rules make this division of responsibilities more explicit.

See related revisions to the Investment Management Services Agreement
(Pages 153 - 169) and to the UTIMCO Bylaws (Pages 170 - 171).
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15. U. T. System: Approval of aggregate amount of equipment financing
for Fiscal Year 2004

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs that the U. T. Board of Regents approve an aggregate
amount of $80,929,000 in equipment to be purchased in Fiscal Year 2004 under
the Revenue Financing System Equipment Financing Program as allocated to
those U. T. System component institutions set out on Page 215.

The Chancellor also concurs in the recommendation of the Executive Vice
Chancellor for Business Affairs that, in compliance with Section 5 of the
Amended and Restated Master Resolution Establishing The University of Texas
System Revenue Financing System, adopted by the U. T. Board of Regents on
February 14, 1991, and 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

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

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
to the issuance by the U. T. Board of Regents of tax-exempt
Parity Debt in the aggregate amount of $80,929,000 for the
purchase of equipment

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

At the April 14, 1994 meeting, the U. T. Board of Regents approved the use of
Revenue Financing System debt for equipment purchases in accordance with the
Guidelines Governing Administration of the Revenue Financing System. The
guidelines specify that the equipment to be financed must have a useful life of at
least three years. The debt is amortized twice a year with full amortization not to
exceed 10 years.

This agenda item requests approval of an aggregate amount of $80,929,000 for
equipment financing for Fiscal Year 2004, of which $1,431,000 represents the
carryover of equipment authorized for purchase during FY 2003 by U. T. El Paso.

The Board approved $50,066,000 of equipment financing in Fiscal Year 2003,
of which $22,244,000 has been issued as of June 13, 2003. An additional
$21,300,000 is expected to be issued by the end of the fiscal year.

Further details on the equipment to be financed and debt coverage ratios for
individual components can be found on Page 215.
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16. U. T. Board of Regents: Approval of dissolution of Quasi-
Endowment for Investment Excellence and authorization to
expend remaining balance for educational purposes

RECOMMENDATION

The Chancellor concurs in the recommendation of the Executive Vice Chancellor
for Business Affairs and the Vice Chancellor and General Counsel that the
Quasi-Endowment for Investment Excellence established by the Board in 1988
be dissolved and that the remaining balance in the Fund be used for educational
purposes as authorized by Texas Education Code Section 65.37.

BACKGROUND INFORMATION

In December 1988, the Board of Regents authorized the assessment of an
investment fee against all endowments and trusts managed by the Office of
Asset Management. The fee was authorized at an annual rate equal to one-tenth
of one percent of the Funds’ market value and was to be used to fund the “Quasi-
Endowment for Investment Excellence”. The Board further authorized use of the
income from the Quasi-Endowment to provide performance compensation for
investment professionals employed by the Office of Asset Management.

On August 10, 1995, the Board took the following actions, effective for
FY 1995-1996:

a. maintained the assessment of the investment fee at one-
tenth of one percent of the market value of the Long Term
Fund (LTF);

b. discontinued the use of the fee to fund the Quasi-
Endowment;

C. authorized the use of the fee to fund educational purposes

at U. T. System Administration in an amount equal to four-
hundredths of one percent of the market value of the LTF;
and

d. authorized use of the fee to fund expenses related to man-

agement of endowments and trusts in an amount equal to
six-hundredths of one percent.
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On August 14, 1997, the Board took the following actions, effective Septem-
ber 1, 1997:

a. reduced the LTF fee for investment management to 0%;

b. authorized reimbursement of the LTF management fees
from the Endowment Investment Fee Management Expense
account as well as the Quasi-Endowment account;

C. reduced the Administrative Charge to Trust Funds
from $300,000/year to $0; and

d. reduced the current assessment of the LTF fee for educa-
tional purposes from four-hundredths to two-hundredths of
one percent.

In the material provided to the Board in 1997, the staff projected that the Quasi-
Endowment Fund balance would be drawn down by 2002 and that, beginning

in 2003, the management fees would be paid directly from the LTF itself. Those
projections were conservative, and the Fund currently has a balance of approx-
imately $3.8 million.

The proposed changes will further simplify use of the remaining Fund balance
consistent with U. T. System priorities and as authorized by state law.

Timing of the dissolution of the quasi-endowment would be accomplished by

withdrawals of the invested funds as needed and as best timed to maximize
income generation and preservation of the Fund balance.

17. U. T. System: Discussion of revenue debt capacity

PURPOSE

The purpose of this item is to discuss the Revenue Financing System (RFS),
review the primary credit strengths and risks of the U. T. System, and discuss
issues related to RFS debt capacity as they relate to the Capital Improvement
Program.

KEY POINTS/ POLICY ISSUES

The Board of Regents is being asked to approve the Capital Improvement
Program (CIP) (Pages 7 - 37) totaling $4.53 billion, representing an increase
of 20.3% in one year. Approximately 48% of the CIP is to be funded with
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RFS debt, making it the largest source of funding for the CIP. Although the

RFS debt program is rated Aaa/AAA/AAA by the three major credit rating
agencies, the credit profile of the U. T. System has been generally declining
since 1996, as measured by the Debt Service Coverage ratio, among other credit
statistics. This credit deterioration has been caused primarily by greater utiliza-
tion of RFS debt including Tuition Revenue Bonds, rather than a general decline
in operating performance. The Office of Finance monitors the debt capacity of
each RFS member institution and is responsible for ensuring that each institution
has the ability to repay its debt pursuant to the requirement in the RFS Master
Resolution. Although the planned level of debt issuance associated with the
Fiscal Year 2004-2009 CIP could put a stress on the System's credit ratings, the
Office of Finance believes that each institution has the ability to repay that
institution's individual debt from institutional resources.

BACKGROUND INFORMATION

In January 2002, the Office of Finance made a presentation to the Finance and
Planning Committee of the Board of Regents outlining the status of the RFS.

The presentation included a review of the primary credit strengths and risks of
the U. T. System and a discussion of issues related to RFS debt capacity.

Issues were raised at that time regarding the sustainability of the U. T. System's
Aaa/AAA/AAA credit ratings in light of the rapid growth in the CIP and the result-
ing increase in the utilization of RFS debt as a funding source. Subsequent to
that meeting, the Office of Finance was asked by the Board to quantify the cost
of a credit downgrade from Aaa to Aa. The cost was determined to be 5-10 basis
points, or $500 to $1,000 in higher annual debt service for each $1 million of debt
issued. As a follow-up to that presentation, the Office of Finance made a second
presentation to the Finance and Planning Committee in April 2002, focusing
entirely on RFS debt capacity. The primary conclusion was that the U. T. System
was steadily depleting its debt capacity at the Aaa/AAA/AAA level. As a result,
the Board authorized the Office of Finance to increase the minimum debt service
coverage ratio used to help determine available debt capacity at each institution.

18. U. T. System: Discussion of Quarterly Permanent University Fund
update
PURPOSE

Mr. Philip R. Aldridge, Associate Vice Chancellor for Finance, will update the
Finance and Planning Committee on a quarterly basis regarding the projected
amount of remaining PUF debt capacity and the projected levels of income and
expenditures of the AUF, using a PowerPoint presentation (Pages 220 - 229).
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KEY POINTS/ POLICY ISSUES

In September 2003, $348 million will be distributed to the AUF compared to
$363 million distributed in September 2002. The $348 million to be distributed
represents 5.1% of the May 31, 2003, market value of the PUF.

Based on current assumptions and anticipated Library, Equipment, Repair and
Rehabilitation ("LERR") allocations, there is an additional $73-$121 million of
PUF debt capacity beyond the PUF projects currently approved, assuming

a 7.40% (UTIMCO-approved Asset Allocation) or 9.35% (Prior Asset Allocation)
investment return, respectively.

PUF distributions are projected to decline through FY 2006 and to be capped for
a period of time because the purchasing power of the PUF will not have been
maintained, as required by the Texas Constitution.

Under the 9.35% scenario, the PUF distribution is projected to be capped at
$364.3 million from FY 2008 through FY 2012.

Under the 7.40% scenario the PUF distribution is projected to be capped at
$348.4 million from FY 2008 through FY 2012.

BACKGROUND INFORMATION

The AUF forecast is based on an updated forecast of future PUF distributions
provided by UTIMCO. UTIMCO updates the forecasted PUF distributions based
on actual investment performance of the PUF through the most recent quarter.

The amount distributed to the AUF is equal to 4.75% of the average net asset
value of the PUF for the trailing 12 fiscal quarters, calculated as of the fiscal
quarter ending on the last day of February of each year.

The amount of remaining PUF debt capacity is calculated based on the AUF
spending policy and a list of assumptions that has previously been discussed
with the Finance and Planning Committee. The AUF spending policy approved
by the Board requires:

a. The forecasted AUF expenditures for program enrichment
at U. T. Austin to be an amount at least equal to 45% of the
sum of the projected U. T. System share of the net divisible
AUF annual income and interest income on AUF balances
(subject to the limits imposed by b. and c. below);

b. Debt service coverage to be at least 1.50:1.00; and
C. The forecasted end of year AUF balance to be at least
$30 million.
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19. U. T. System: Discussion of proposed issuance of $125,000,000 of
Permanent University Fund Flexible Rate Notes, Series A

PURPOSE
The purpose of this item is to inform the Finance and Planning Committee of a

proposed issuance of $125,000,000 of Permanent University Fund Flexible Rate
Notes, Series A.

KEY POINTS/ POLICY ISSUES

The Board has previously authorized the Permanent University Fund Flexible
Rate Notes, Series A interim financing program pursuant to which Notes may be
issued up to a maximum of $400,000,000 outstanding at any one time.

No Board action is necessary for the issuance of this installment of Notes. In
accordance with the Texas Constitution, the Notes will be sold through a com-
petitive sale, scheduled for August 2003.

There are $175,000,000 of Notes currently outstanding. This proposed install-
ment of $125,000,000 will increase the aggregate amount of Notes outstanding
under the program to $300,000,000.

Proceeds from the Notes will be used to fund capital costs of projects that have
been previously approved by the Board to be funded with PUF debt.

BACKGROUND INFORMATION

The Board established the PUF Flexible Rate Note program in 1985. The
program has been amended periodically since 1985.

In November 2002, the Board expanded the program authorization from

$250,000,000 to $400,000,000 to accommodate growth in the Capital
Improvement Program.
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20. U. T. System: Discussion of Monthly Financial Report

PURPOSE
The purpose of this item is to discuss the April Monthly Financial Report (MFR),

as set out on Pages 232 - 256, which provides operating results of the U. T.
component institutions.

KEY POINTS/ POLICY ISSUES

The MFR for April 2003 compares the results of operations between the current
year-to-date cumulative amounts and the prior year-to-date cumulative amounts.
Explanations are provided for institutions having the largest variances in Adjusted
Income (Loss) year-to-date as compared to the prior year both in terms of dollars
and percentages. In addition, although no significant variance may exist, institu-
tions with losses may be discussed.

BACKGROUND INFORMATION

A Monthly Financial Report has been prepared to track the financial results of the
institutions since 1990.
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MONTHLY FINANCIAL REPORT
(Unaudited)

FOR THE EIGHT MONTHS ENDING
APRIL 30, 2003
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The University of Texas System
Monthly Financial Report

Foreword

The Monthly Financial Report (MFR) for 2003 compares the results of operations between the current
year-to-date cumulative amounts and the prior year-to-date cumulative amounts. Explanations are
provided for institutions having the largest variances in Adjusted Income (Loss) year-to-date as
compared to the prior year, both in terms of dollars and percentages. In addition, although no significant
variance may exist, institutions with losses may be discussed. '

A significant change for 2003 is inclusion of the endowment funds realized gains and losses in System
Administration’s operating results. In the past, these amounts have not been included as the focus has
been on results from operations. However, since realized gains and losses are included at year-end in
determining the System-wide operating margin, we have begun including these realized gains and losses
for 2003 at the System Administration level.

The data is reported in three sections: (1) Operating Revenues, (2) Operating Expenses and (3) Other
Nonoperating Adjustments. Presentation of State appropriation revenues are required under GASB 35 to
be reflected as nonoperating revenues, so all institutions will report an Operating Loss prior to this
adjustment. The MFR provides an Adjusted Income (Loss), which takes into account the nonoperating
adjustments associated with core operating activities. An Adjusted Margin (as a percentage of operating
and nonoperating revenue adjustments) is calculated for each period and is intended to reflect relative
operating contributions to financial heaith.
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UNAUDITED

The University of Texas System

Comparison of Operating Results and Margin

For the Eight Months Ending April 30, 2003

April
April Year-to-Date Variance of
Year-to-Date FY 2002 Current Year-to-Date  Fluctuation
FY 2003 (Restated) to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $533,801,075 $466,245,467 $67,555,608 14.49%
Sponsored Programs 1,150,086,530 1,035,780,282 114,306,248 11.04%
Net Sales and Services of Educational Activities 146,465,458 05,424,316 51,041,142 53.49%
Net Sales and Services of Hospitals 1,036,043,611 926,667,960 109,375,651 11.80%
Net Professional Fees 476,432,685 437,817,632 38,615,053 8.82%
Net Auxiliary Enterprises 162,135,190 148,503,241 13,631,949 9.18%
Other Operating Revenues 144,204,891 153,566,376 (9,361,485) -6.10%
Total Operating Revenues 3,649,169,440 3,264,005,274 385,164,166 11.80%
Operating Expenses
Salaries and Wages 2,435,419,883 2,243,020,370 192,399,513 8.58%
Payroll Related Costs 632,829,452 567,399,019 65,430,413 11.53%
Professional Fees and Contracted Services 109,400,724 104,139,341 5,261,383 5.05%
Other Contracted Services 192,425,101 185,039,555 7,385,546 3.99%
Scholarships and Fellowships 301,426,413 245,306,277 56,120,136 22.88%
Travel 51,046,348 45,356,638 5,689,710 12.54%
Materials and Supplies 494 220,366 471,203,350 23,017,016 4.88%
Utilities 100,239,316 94,066,564 6,172,752 6.56%
Telecommunications 37,768,567 34,870,248 2,898,319 8.31%
Repairs and Maintenance 65,642,952 65,864,473 (221,481) -0.34%
Rentals and Leases 46,824,200 39,487,618 7,336,582 18.58%
Printing and Reproduction 23,335,879 23,985,404 (649,525) 2.71M%
Bad Debt Expense 3,572 4,132 {560) -13.55%
Claims and Losses 0 5,882,130 (5,882,130} -100.00%
Federal Sponsored Programs Pass-Throughs 20,401,819 16,722,782 3,679,037 22.00%
State Sponsored Programs Pass-Throughs 2,058,737 922,283 1,136,454 123.22%
Depreciation and Amaortization 206,623,136 201,937,808 4,685,328 2.32%
Other Operating Expenses 263,690,444 272,535,336 {8,844,892) -3.25%
Total Operating Expenses 4.983,356,949 4,617.743,348 365,613,601 7.92%
Operating Loss (1,334,187.509) (1,353,738,074) 19,550,565 1.44%
Other Nonoperating Adjustments :
State Appropriations 1,096,404,398 1,114,767,539 (18,363,141) -1.65%
Gift Contributions for Operations 140,511,769 132,941,589 7,570,180 5.69%
Net Investment Income 269,047,053 265,066,080 3,980,967 1.50%
Interest Expense on Capital Asset Financings {71,829,516) (69,995 337) (1,834,179) -2.62%
Net Other Nonoperating Adjustments 1,434,133,704 1.442.,779.877 (8,646,173) -0.60%
Adjusted Income (L.oss} 99,946,195 89,041,803 10,904,392 12.25%
Adjusted Margin (as a percentage) 1.94% 1.86%
Long Term Fund Transfer 0 0 0 0.00%
Available University Fund Transfer 0 0 0 0.00%
Realized Investment Gains (Losses) {284,476,387) {227,901,25() (56,575,137) -24.82%
Adjusted Income (Loss} with Transfers and Realized (Losses) ($184,530,192) ($138,859.447) ($45,670,745) -32.89%
Adjusted Margin % with Transfers and Realized (Losses) -3.79% -3.05%
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The University of Texas System
Comparison of Year-to-Date FY 20083 Adjusted Income (Loss)
to Year-to-Date FY 2002 Adjusted Income {Loss)
For the Eight Months Ending April 30, 2003

Year-to-Date Variance of
Year-to-Date FY 2002 Current
FY 2003 Adjusted Year-to-Date
Adjusted Income (Loss) to Prior Fluctuation
Income (Loss (Restated} Year-to-Date Percentage
U. T. Arlingion 4,618,162 4,102,468 515,694 12.57%
U. T. Austin 57,768,477 65,149,224 (7,380,747) T -11.33%
U. T. Brownsville 1,283,212 3,026,881 (1,743,669) -57.61%
U, T. Dallas 3,062,134 3,227,166 (165,032) -5.11%
U. T. El Paso 1,042,309 736,079 306,230 41.60%
U. T. Pan American 4,357,098 2,903,352 1,453,746 50.07%
U. T. Permian Basin 214,684 292,886 (78,202) -26.70%
U. T. San Antonio 3,379,253 2,695,070 684,183 25.39%
U.T. Tyier o 1,804,915 03,829 1,098,914 -37.84%

{124

9,372,758 11,573,437 12.95%

Total Adjusted Income {Loss) 100,946,19 8

"I'utal Adjusted Income (L.oss) with
Transfers and Realized Gains (Losses) (5183,530,192) ($118,528,492) (845,001,700 -32.49%
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THE UNIVERSITY OF TEXAS SYSTEM
EXPLANATION OF VARIANCES ON THE MONTHLY FINANCIAL REPORT
For the Eight Months Ending April 30, 2003

Explanations are provided for institutions having the largest vanances in adjusted income (loss)-year-to-date as
compared b the prior year, both in terms of dollars and percentages. Explanations are also provided for
institutions with a current year-to-date adjusted loss.

M

@

(3)

(4)

U. T System Administration — The $494 million
{50.3%) increase in adjusted income over the same
period last year was primarily due to Employee Group
insurance premiums exceeding claims.

_T. Southwestern Medical Center — Dallas — The
$13.5 million (92.3%) decrease in adjusted income over
the same period last year was primarily due to $7.8
million of increased expenses in the physician practice
plan, a $1.3 million increase in interest expense for
construction, lower gift contributions of $3.3 million
and a $1.3 million decrease in investment income.
Salaries, wages and fringe benefits in the physician
practice plan increased as a result of the creation of
new positions in Obstetrics-Gynecology, Internal
Medicine and Cardiothoracic Surgery, as well as
annual salary increases. Pharmaceutical expenses also
increased by $1.4 million due to price increases.

U/ T Medical Branch — Galyeston — The $27 million
year-to-date net loss is primarily due to expenses
outpacing revenue growth. While hospital and clinic
volumes continue to grow, the legislative reductions of
state appropriations and Correctional Managed Care
have decreased revenues approximately $12.7 million
year-to-date. UTMB Galveston anticipates ending the
year with a $28.5 million loss. The ycar-end estimate
includes expense reductions associated with the 7%

reduction in state appropriations.

U. T Health Science Center — Houston — The $7.2
million (119%) increase in adjusted loss over the same
period last year was primarily due to increased salaries
and benefits expense and the state appropriation
reduction. As a result of the increased expenses and
decreased state appropriations, UTHSC - Houston has
a year-to-date net loss of $13.2 million. The loss was
primarily due to a year-to-date net loss of $7.1 million in
the physician practice plan. Typically, professional
fees are higher in the second half of the year due to
more clinical days. Another factor contributing to
lower professional fees are unexpected faculty
vacancies in several areas, which normally have high
dollar charge rates. A higher percentage of self-pay
and indigent patients has also resulted in fewer
collections. State appropriation reductions are
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contributing $4.4 million to the loss. Inforrnation
systems upgrade expenses, mandated by the State
Auditor, have also contributed to UTHSC - Houston'’s
deficit. UTHSC - Houston is anticipating ending the
year with an $8.5 million loss. The year-end estimate
includes expense reductions associated with the 7%
reduction in state appropriations and cost savings
measures in the physician practice plan operation.

U. T Health Science Center — San Antonjo — The $8.7
million (56.5%) decrease in adjusted income over the

same period last year was primarily due to $3.6 million
in state appropriation reductions, faculty merit salary
increase of $1.7 million (2.5%), $1.2 million in faculty
incentive paymenis and $1.1 million in increased staff
group insurance premium costs. The faculty incentive
payments are expected to be repaid with incremental
Practice Plan contract revenues anticipated to be
collected before the end of the fiscal year. As aresult
of general revenue reductions, UTHSC — San Antonio
has implemented a cost cutting strategy among
unrestricted funds in order to keep overall expenditures
within revised funding levels.
UTHSC — San Antonio’s expenditure reductions will
occur between February and August to offset the
seven percent general revenue reduction. As this
occurs, the decline in UTHSC - San Antonio's margm
between 2002 and 2003 will progressively diminish.

U T. M. D Anderson Cancer Center — The $18 million
(60.5%) increase in adjusted income over the same
period last year was primarily due to increased
operating revenues of $113.9 million versus increased
operating expenses of $85.3 million.  Following
the events of September1l,2001, M. D. Anderson
experienced adecline in the number of clinical visits
which, combined with a decrease in the number of
international patients, caused revenues 10 be reduced
in the first part of 2002, Increased patient volumes in
the current year, combined with improved collections
and better managed care contract management have
increased hospital revenues by $86.4 million and
professional fees by $19.3 million. The largest increase
in expense is related to salaries and wages, which have
increased $44 million or 10.5% compared to the prior
year. Included in the operating results is an $11.5
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million decrease in slale appropriations. Interest
expense on capital asset financing has increased $4.7
million due to five additional debt financed capital

projects in 2003,

U T Health Center — Tvier — The $1.5 million (759.2%)
decrease in adjusted income over the same period last
year was primarily due to a change in the
payor mix. While Medicaid patients are increasing due
to an onsite Medicaid qualifier, more profitabie private
pay and  commercial  insurance  patients
are decreasing.  Increased Medicaid contractual
adjustments are placing pressure on adjusted income.
Length of stay increases for Medicaid patients have
also contributed 1o a rise in contractual adjustments.

Salaries and wages have increased due to merit
increases and professional fee expenses were
$1.9 million higher due to the severe nursing shortage.
As a result of the reduced revenues and increased
expenses, UTHC - Tyler has a year-to-date net loss of
$1.7 million. UTHC - Tyler’s management is in the

process of changing the physician incentive plans to
be based on net collections and plans to increase

co-pays for the hospital. UTHC - Tyler 1s currently
anticipating ending the year with a $1 million profit.

The year-end estimate includes expense reductions
associated with the 7% reduction in state
appropriations and $4 million in anticipated Medicare
cost recoveries.

Elimination _of LTF and AUF Transfers — The $13.6
million (11%) increase in the elimination of the Long
Term Fund (LTF) transfer and Available University
Fund (AUF) transfer amount is due to an increase in
distributions for both funds. The LTF payout consists
of current year investment earnings and transfers from
prior period earnings. The LTF transfer increased $7.2
million over last year due 1o three factors: (1) slightly
less current year earnings available for distribution in
FY 2003; (2) the payout per LTF unit increased from
25.1 cents per unit to 25.8 cents per unit between the
two years; and (3) the number of units in the fund
increased due to new endowment gifis.

The AUF distribution increased $6.4 million or 7.3%
over last year due to a 0.25% increase in the AUF
distribution rate approved by the Board of Regents.

Realized Investment Gains (Losses) — The $56.6 million
(24.8%) increase in realized investment losses over the
same period last year was due to losses for the
endowment funds. Of the $284.5 million year-to-date
Joss, $191.9 million related to the Permanent University
Fund (PUF), $73.2 million related to the LTF and $19.4
million related to the Permanent Health Fund (PHF).
The additional decline from prior year to current year
was due to worsening financial market conditions.
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GLOSSARY OF TERMS

PERATING REVENUES:

OPERATING REVEANUEDS

STUDENT TUITION AND FEES — All student tuition and fee revenues earned at the U.T. component instiution for educational
purposes.

SPONSORED PROGRAMS — Funding received from local, state and federal governments or piivate agencies, organizations or
individuals. Includes amounts received for services performed on granis, contracis, and agreements from these entities for current

operations. This also includes indirect cost recoveries and pass-through federal and state grants.

NET SALES AND SERVICES OF EDUCATIONAL ACTIVITIES — Revenues that are related to the conduct of instruction,
research, and public service and revenues from activities that exist to provide an instructional and laboratory experience for
students that create goods and services that may be sold.

NET SALES AND SERVICES OF HOSPITALS - Revenues (net of discounts, allowances, and bad debt expense) generated from
U.T. health institution’s daily patient care, special or other services, as well as revenues from health clinics that are part of a
hospital.

NET PROFESSIONAL FEES — Revenues (net of discounts, allowances, and bad debt expense) derived from the fees charged by
the professional staffs at U.T. health institutions as part of the Medical Practice Plans. These revenues are also identified as
Practice Plan income. Examples of such fees could include doctor’s fees for clinic visits, medical and dental procedures,
professional opinions, and anatomical procedures, such as analysis of specimens after a surgical procedure, etc.

NET AUXILIARY ENTERPRISES — Revenues derived from a service to students, faculty, or staff in which a fee is charged that is
directly related 10, although not necessarily equal to the cost of the service (e.g., bookstores, dormitories, dining halls, snack bars,
inter-collegiate athletic programs, elc, J.

OTHER OPERATING REVENUES — Other revenues generaied from sales or services provided to meet current fiscal year
operating expenses, which are not included in the preceding categories (€.g., certified non profit healthcare company revenues,
donated drugs, interest on student loans, efc. Y

TOTAL OPERATING REVENUES - U.T. component institutionally generated funding needed to meet current fiscal year
operating expenses.

OPERATING EXPENSES:

SALARIES AND WAGES — Expenses for all salaries and wages of individuals employed by the institution including full-time,
part-time, longevity, hourly, seasonal, elc.

PAYROLL RELATED COSTS ~ Expenses Jor all employee benefits paid by the institution or paid by the state on behalf of the
institution.

PROFESSIONAL FEES AND CONTRACTED SERVICES — Pavments for services rendered on a fee, contract, or other basis by
a person, firm, corporation, Or company recognized as possessing a high degree of learning and responsibility. Includes such items
as services of a consultant, legal counsel, financial or audit fees, medical contracted services, guest lecturers (not employees) and
expert witnesses.

OTHER CONTRACTED SERVICES - Payments for services rendered on a contractual basis by a person, firm, corporation or
company that posses 4 lesser degree of learning and responsibility than that required for Professional Fees and Contracted
Services. Includes such items as lemporary employment expenses, fully insured medical plans expenses, Janitorial services, dry
cleaning services, elc.

SCHOLARSHIPS AND FELLOWSHIPS — Pavments made for scholarship grants to studenis authorized by law.

TRAVEL — Payments for travel costs incurred during travel by employees, board or commission members and electedfappointed
afficials on state business.

MATERIALS AND SUPPLIES — Payments for consumable irems. Includes, but is not limited to: computer consumables, office
supplies, paper products, soap, lights, plants, fuels and lubricanis, chemicals and gasses, medical supplies and copier supplies.

Also inciudes postal services, and subscripiions and other publications not for permanent retention.

UTILITIES — Pavments for the purchase of electricity, natural gas, water, thermal energy and waste disposal.

TELECOMMUN]CAT!ONS - Electronically ransmitied communications services (ielephone, internel, compuiation center
services, elc.).

REPAIRS AND MAINTENANCE - Payments for the maintenance and repair of equipment, furnishings, motor vehicles,

buildings and other plant facilities. Includes, but is not limited 10 repair and maintenance 1o copy machines, furnishings, equipment
— including medical and laboratory equipment, office equipment and aircraft.
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RENTALS AND LEASES - Payments for rentals or leases of fumishings and equipment, vehicles, land and office buildings (all
rental of space).

PRINTING AND REPRODUCTION - Printing and reproduction costs associated with the printing/copying of the institution’s
documents and publications.

BAD DEBT EXPENSE - Expenses incurred by the university related to nonrevenue receivables such as non -payment of student
loans.

CLAIMS AND LOSSES - Payments for claims from self-insurance programs. Other claims for setilements and Judgments are
considered nonoperating expenses.

FEDERAL SPONSORED PROGRAMS PASS-THROUGHS - Pass-throughs to other Texas state agencies, including other
universities, of federal grants and contracts.

STATE SPONSORED PROGRAMS PASS-THROUGHS - Pass-throughs to other Texas state agencies, including Texas
universities. .

DEPRECIATION AND AMORTIZATION - Estimated depreciation and amortization expense.

OTHER OPERATING EXPENSES — Other operating expenses not identified in other line items above (e.g., certified non profit
healthcare company expenses, property taxes, insurance premiums, credit card Jees, hazardous waste disposal expenses, meetings
and conferences, etc.).

TOTAL OPERATING EXPENSES - Toial operating expenses for U.T. System component institution.

OPERATING LOSS - Jotal operating revenues less total operating expenses before other nonoperating adjusiments like siate
appropriations.

OTHER NONOPERATING ADJUSTMENTS:

STATE APPROPRIATIONS — Appropriations from the State General Revenue fund, which supplement the U.T. component
institutional revenue in meeting operating expenses, such as faculty salaries, utilities, and institutional support. Also includes
Higher Education Assistance Funds (HEAF), which is a source of state appropriated general revenue 1o U.T. Brownsville and
U.T. Pan American. HEAF funds are appropriated for construction, library and equipment expenses for Texas public universities
that do not benefit from the Permanent University Fund (PUF) bond proceeds.

GIFT CONTRIBUTIONS FOR OPERATIONS — Consist of public and private gifis used in current operations, excluding gifis for
capital acquisition and endowment gifis.

NET INVESTMENT INCOME — Interest and dividend income, Long Term Fund and Permanent Health Fund distributions paid
Jrom curreni year income and patent and royalty income.

INTEREST EXPENSE ON CAPITAL ASSET FINANCINGS - Jnrerest expenses associated with bond and note borrowings
utilized to finance capital improvement projects by an institution. This consists of the interest portion of mandatory debt service
transfers under the Revenue Financing System, Tuition Revenue bond and Permanent University Fund (PUF) bond programs.
PUF interest expense is reported on System Administration as the debt legally belongs to the Board of Regents.

NET OTHER NONOPERATING ADJUSTMENTS — Sum of the other nonoperating adjustments.
ADJUSTED INCOME (LOSS) — Total operating revenues less total operating expenses plus net other nonoperating adjusiments.

ADJUSTED MARGIN (as a percentage)— Percentage of Adjusted income (Loss) divided by Total Operating Revenues pilus Ner
Nonaoperating Adjustments less Interest Expense on Capital Asset Financings.

LONG TERM FUND TRANSFER — At the institutional level, includes Long Term Fund fixed payouts approved by the Board of
Regents less amounts reported as Net Investment Income. Investment income and realized gains and losses are recognized by
System Administration when earned; however, the institutions do not recognize the income until their Jixed payout is received. This
portion of the fixed payouts is eliminated at the consolidated level to avoid overstating Systen-wide revenues, as the amounis will

be reflected as ransfers at vearend.

AVAILABLE UNIVERSITY FUND TRANSFER -~ Includes Available University Fund (4UF) transfer to System Administration
Jor Educational and General operations and to U.T. Austin for Excellence Funding. These transfers are funded by investment
earnings from the Permanent University Fund (PUF), which are required by law 1o be reported in the PUF at Svstem
Adminisiration. On the MFR, investment income for System Adminisiration has been reduced for the amount of the System
Administration fransfer so as not 1o oversiate invesiment income for System Administration. The AUF transfers are eliminated ar
the consolidated level to avoid oversiating Sysiem-wide revenues, as the amounts will be reflected as transfers at year-end.

REALIZED INVESTMENT GAINS (LOSSES) - Realized gains and losses on endowment funds managed by UTIMCO.

TOTAL ADJUSTED INCOME (LOSS) WITH TRANSFERS AND REALIZED GAINS (LOSSES) - Total Adjusted
Income including LTF and AUF Transfers and Realized Gains (Losses).
240

Office of the Controller 7/15/12003



UNAUDITED
The University of Texas System Administration
Comparison of Operating Results and Margin
For the Eight Menths Ending April 30, 2003

Variance of
Current Year-to-Date  Fluctuation

April April
Year-to-Date Year-to-Date

FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Net Sales and Services of Educational Activities $60,957,332 $14,299 098 $46,658,234 326.30%
Other Operating Revenues 3,700,163 2,554,160 1,146,003 44.87%
Total Operating Revenues 64,657,495 16,853,258 47,804,237 283.65%
Operating Expenses
Salaries and Wages 11,056,783 4,822,732 6,234,051 129.26%
Employee Benefits and Related Costs 4,727,888 3,881,101 846,787 21.82%
Professional Fees and Contracted Services 6,842,243 5,869,912 972,331 16.56%
Other Contracted Services 7,142,293 801,479 6,340,814 791.14%
Travel 917,373 824,266 93,107 11.30%
Materials and Supplies 1,498,952 1,272,762 226,190 17.77%
Utilities 19,544 20,532 {988) -4.81%
Telecommunications 331,224 928,310 (597,086) -64.32%
Repairs and Maintenance 375,025 434,702 (59,677) -13.73%
Rentals and Leases 675,047 312,851 362,196 115.77%
Printing and Reproduction 295,459 290,260 5,199 1.79%
Claims and Losses ¢ 5,882,130 (5,882,130) -100.00%
Depreciation and Amortization 1,058,264 793,608 264,656 33.35%
Other Operating Expenses 5,597,917 1,570,071 4,027,846 256.54%
Total Operating Expenses 40,538,012 27,704,716 12,833,296 46.32%
Operating Loss 24,119,483 (10,851,458 34,970,941 322.27%
Other Nonoperating Adjustments
State Appropriations 610,914 583,808 27,106 4.64%
Gift Contributions for Operations 1,011,027 303,680 707,347 232.93%
Net Investment Income 120,624,893 111,095,179 9,529,714 8.58%
Interest Expense on Capital Asset Financings (20,806,403) {23,486,935) 2,680,532 11.41%
Net Other Nonoperating Adjustments 101,440,431 88,495,732 12,944,699 14.63%
Adjusted Income (Loss) 125,559,914 77,644,274 47,915,640 61.71%
Adjusted Margin (as a percentage) 67.18% 60.27%
Long Term Fund Transfer 3,371,214 3,308,209 63,005 1.90%
Available University Fund Transfer 17,526,688 16,809,080 717,608 4.27%
Adjusted Income (Loss) with Transfers 146,457,816 97,761,563 $48,696,253 49.81%
Adjusted Margin % with Transfers 70.48% 65.63%
Realized Investment Gains (Losses) (284,476,387} (227,901,250}
Adjusted Income (Loss) with Transfers and Realized (Losses) ($138,018,571) ($130,139,687) {$7,878,884) -6.05%
Adjusted Margin % with Transfers and Realized (Losses) -180.01% -164.84%
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UNAUDITED
The University of Texas at Arlington
Comparison of Operating Results and Margin
For the Eight Months Ending April 36, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees 561,280,932 $51,366,876 $9,914,056 19.30%
Sponsored Programs 29,184,044 22,908,588 6,275,456 27.39%
Net Saies and Services of Educational Activities 3,793,474 3,174,508 618,966 19.50%
Net Auxiliary Enterprises 10,943,897 9,198,870 1,745,027 - 18.97%
Other Operating Revenues 3,062,772 2,244 828 817,944 36.44%
Total Operating Revenues 108,265,119 88,893,670 19,371,449 21.7%%
Operating Expenses
Salaries and Wages 86,846,196 79,760,000 7,086,196 83.88%
Employee Benefits and Related Costs 21,969,177 19,522,455 2,446,722 12.53%
Professional Fees and Contracted Services 1,337,795 1,058,190 279,605 26.42%
Other Contracted Services 3,499,913 2,818,184 681,729 24.19%
Scholarships and Fellowships 26,088,070 19,666,183 6,421,887 32.65%
Travel 2,029,584 1,763,040 266,544 15.12%
Materials and Supplies 9,542,626 9,438,832 103,794 1.10%
Utilities 4,139,309 4,292,675 (153,366} -3.57%
Telecommunications 1,381,005 1,264,529 116,476 8.21%
Repairs and Maintenance 3,850,034 3,642,859 207,175 5.69%
Pentals and Leases 1,148,421 833,804 314,617 37.73%
ting and Reproduction 1,501,253 1,433,447 67,806 4.73%
rederal Sponsored Programs Pass-Thrus 45,503 32,352 13,151 40.65%
Depreciation and Amortization 5,704,934 5,007,624 697,310 13.92%
Other Operating Expenses 3,319,287 3,309,483 9,804 0.30%
Total Operating Expenses 172,403,107 153,843,657 18,559,450 12.06%
Operating Loss (64,137,988) (64,949,987) 811,999 1.25%
Other Nonoperating Adjustments
State Appropriations 69,242,590 69,094,886 147,704 021%
Gift Contributions for Operations 1,000,430 1,010,831 (10,401} -1.03%
Net Investment Income 897,344 1,312,533 (415,189) -31.63%
Interest Expense on Capital Asset Financings (3,074,896) (2,964,896) (110,000) -3.71%
Net Other Nonoperating Adjustments 68.065.468 68,453,354 (387,886) -0.57%
Adjusted Income (Loss) 3,927,480 3,503,367 424,113 12.11%
Adjusted Margin (as a percentage) 2.19% 2.19%
Long Term Fund Transfer 690,682 599,101 91,581 15.29%
Adjusted Income (Loss) with Transfers $4.618,162 $4,102,468 $515,694 12.57%
Adjusted Margin % with Transfers 2.56% 2,55%
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UNAUDITED
The University of Texas at Austin

Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Variance of

Current Year-to-Date

Fluctuation

FY 2003 FY 2002 to Prior Year-to-Date Percentage
Operating Revenues
Student Tuition and Fees $250,413,535 $224,094,746 $26,318,789 11.74%
Sponsored Programs 232,112,168 213,149,094 18,963,074 8.90%
Net Sales and Services of Educational Activities 45,705,732 41,445,776 4,259,956 10.28%
Net Auxiliary Enterprises 94,426,762 89,078,577 5,348,185 6.00%
Other Operating Revenues 8,341,036 7,084,535 1,256,501 17.74%
Total Operating Revenues 630,999,233 574,852,728 56,146,505 9,77%
QOperating Expenses
Salaries and Wages 489,794,436 458,670,186 31,124,250 6.79%
Employee Benefits and Related Costs 114,744,136 102,698,640 12,045,496 11.73%
Professional Fees and Contracted Services 17,168,359 17,397,517 (229,158) -1.32%
Other Contracted Services 27,275,462 25,929,100 1,346,362 5.19%
Scholarships and Fellowships 99,867,233 84,565,007 15,302,226 18.10%
Travel 15,918,288 14,254,376 1,663,912 11.67%
Materials and Supplies 59,012,518 59,035,196 (22,678) -0.04%
Utilities 28,452,675 26,482,330 1,970,345 7.44%
Telecommunications 7,782,022 7,650,635 131,387 1.72%
Repairs and Maintenance 15,530,145 15,952,908 (422,763) -2.65%
Rentals and Leases 7,959,301 8,151,057 (191,756) -2.35%
Printing and Reproduction 6,962,651 7,593,932 (631,281) -8.31%
Federal Sponsored Programs Pass-Thrus 8,347,420 6,159,279 2,188,141 35.53%
State Sponsored Programs Pass-Thrus 2,045,988 922,283 1,123,705 121.84%
Depreciation and Amortization 47,228,043 43,656,021 3,572,022 8.18%
Other Operating Expenses 20,721,921 22,632,012 (1,910,091} -8.44%
Total Operating Expenses 968,810,598 901,750,479 67,060,119 7.44%
Operating Loss (337,811,365) (326,897,751) (10,913,614) -3.34%
Other Nonoperating Adjustments
State Appropriations 214,131,105 218,295,523 (4,164,418) -1.91%
Gift Contributions for Operations 51,179,671 49,300,916 1,878,755 1381%
Net Investment Income 31,936,091 35,939,050 (4,002,959) -11.14%
Interest Expense on Capital Asset Financings {11,547,768) (11,403,475) {144,293) -1.27%
Net Other Nonoperating Adjusiments 285,699,099 292,132,014 {6,432,915) -2.20%
Adjusted Income (Loss) (52,112,266} (34,765,737} (17,346,529) -49.90%
Adjusted Margin (as a percentage) -5.61% -3.96%
Leng Term Fund Transfer 30,340,743 26,779,097 3,561,646 13.30%
Adjusted Income (Loss) with Transfers $57,768,477 $65,149,224 ($7,380,747) -11.33%
Adjusted Margin % with Transfers 5.56% 6.66%
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UNAUDITED

The University of Texas at Brownsville
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentage

Operating Revenuves
Student Tuition and Fees $5,747,100 $5,596,712 $150,388 2.69%
Sponsored Programs 56,185,941 51,232,545 4,953,396 9.67%
Net Sales and Services of Educational Activities 3,507,423 2,902,067 605,356 20.86%
Net Auxiliary Enterprises 313,959 136,692 177,267 129.68%
Other Operating Revenues 8,476 12,538 (4,062) -32.40%
Total Operating Revenues 65,762,899 59,880,554 5,882,345 9.82%
Operating Expenses
Salaries and Wages 26,903,634 24,491,590 2,412,044 9.85%
Employee Benefits and Related Costs 5,427,012 4,786,161 640,851 13.39%
Professional Fees and Contracted Services 1,376,583 1,628,792 (252,209) -15.48%
Scholarships and Fellowships 31,559,424 25,905,504 5,653,920 21.83%
Travel 457,752 508,135 (50,383) -9.92%
Materials and Supplies 2,253,039 2,977,949 (724,910) -24.34%
Utilities 1,222,302 677,192 545,110 80.50%
Telecommunications 688,867 583,529 105,338 18.05%
Repairs and Maintenance 449,818 309414 140,404 45.38%
Rentals and Leases 1,609,105 1,521,593 87,512 5.75%
“-inting and Reproduction 251,654 296,016 (44,322) -1497%

. Sponsored Programs Pass-Thrus 12,749 0 12,749 100.00%
vepreciation and Amortization 2,040,225 1,372,409 667,816 48.66%
Other Operating Expenses 4,877,303 5,385,150 (507,847) -2.43%
Total Operating Expenses 79,129,507 748,443,434 8,686,073 12.33%
Operating Loss (13,366,608) {10,562,880) (2,803,728) -26.54%
Other Nonoperating Adjustments
State Appropriations 15,318,098 14,158,751 1,159,347 8.19%
Gift Contributions for Operations 121,977 0 121,977 100.00%
Net Investment Income 269,935 255,540 14,395 5.63%
Interest Expense on Capital Asset Financings (1,140,623) (857,256) (283,367) -33.06%
Net Other Nonoperating Adjustments 14,569,387 13,557,035 1,012,352 7.47%
Adjusted Income (Loss) 1,202,779 2,994,155 {1,791,376) -59.83%
Adjusted Margin {as a percentage) 1.48% 4.03%
Long Term Fund Transfer 80,433 32,726 47,707 145.78%
Adjusted Income (Loss) with Transfers $1,283,212 $3,026,881 ($1,743,669) -57.61%
Adjusted Margin % with Transfers 1.57% 4.07%
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UNAUDITED
The University of Texas at Dallas
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $49,176,351 $43,975,443 $5,200,908 11.83%
Sponsored Programs 18,691,036 14,438,925 4,252,111 29.45%
Net Sales and Services of Educational Activities 2,854,125 3,054,800 (200,675) -6.57%
Net Auxiliary Enterprises 2,977,689 2,835,222 142,467 - 5.02%
Other Operating Revenues 1,471,605 1,212,326 259,279 21.3%%
Total Operating Revenues 75,170,806 65,516,716 9,654,090 14.74%
Operating Expenses
Salaries and Wages 65,337,195 58,099,686 7,237,509 12.46%
Employee Benefits and Related Costs 15,187,979 12,994,994 2,192,985 16.88%
Professional Fees and Contracted Services 1,309,055 977,349 331,706 33.94%
Other Contracted Services 3,247,489 2,559,259 688,230 26.89%
Scholarships and Fellowships 17,863,918 15,334,110 2,529,808 16.50%
Travel 1,381,572 1,435,632 (54,060) 3.77%
Materials and Supplies 7,523,179 6,882,241 640,938 9.31%
Utilities 3,340,839 3,099,230 241,609 7.80%
Telecommunications 920,042 772,875 147,167 19.04%
Repairs and Maintenance 1,920,016 1,595,202 324,814 20.36%
Rentals and Leases 738,547 566,034 172,513 30.48%
Printing and Reproduction 604,373 642,581 (38,208) -5.95%
Federal Sponsored Programs Pass-Thrus 271,700 50,220 227,480 452.97%
Depreciation and Amortization 5,628,000 5,056,938 571,002 11.29%
Other Operating Expenses 3,217,012 3,089,868 127,144 4.11%
Total Operating Expenses 128,496,916 113,156,219 15,340,697 13.56%
Operating Loss (53,326,110) (47,639,503) (5.686,607) -11.94%
Other Nonoperating Adjustments
State Appropriations 48,988,432 44,673,303 4,315,129, 9.66%
Gift Contributions for Operations 3,554,011 2,182,017 1,371,994 62.88%
Net Investment Income 2,995,210 3,270,944 {275,734) -8.43%
Interest Expense on Capital Asset Financings (1,782,064) (1,616,832} (165,232) -10.22%
Net Other Nonoperating Adjustments 53,755,589 48,509,432 5,246,157 10.81%
Adjusted Income (Loss) 429,479 869,929 (440,450) -50.63%
Adjusted Margin (as a percentage) 0.33% 0.75%
Long Term Fund Transfer 2,632,655 2,357.237 275418 11.68%
Adjusted Income (Loss) with Transfers $3,062,134 $3,227,166 ($165,032) -5.11%
Adjusted Margin % with Transfers 2.30% 2.73%
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UNAUDITED
The University of Texas at El Paso

Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Variance of

Current Year-to-Date

Fluctuation

FY_ 2003 FY 2602 1o Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $£37,818,184 $31,964,456 $5,853,728 18.31%
Sponsored Programs 50,930,473 46,331,600 4,598,873 9.93%
Net Sales and Services of Educational Activities 2,388,651 2,823,297 (434,646) -15.39%
Net Auxiliary Enterprises 15,869,905 12,257,851 3,612,054 29.47%
Other Operating Revenues 116,380 25,216 91,164 361.53%
Total Operating Revenues 107,123,593 93,402,420 13,721,173 14.69%
Operating Expenses
Salaries and Wages 70,358,414 66,140,011 4,218,403 6.38%
Employee Benefits and Related Costs 18,015,929 15,861,542 2,154,387 13.58%
Professional Fees and Contracted Services 5,625,744 3,630,234 1,995,510 54.97%
Other Contracted Services 2,963,928 4,008,610 (1,044,682) -26.06%
Scholarships and Fellowships 35,205,714 28,527,664 6,678,050 23.41%
Travel 3,460,692 3,230,690 230,002 7.12%
Materials and Supplies 11,109,107 8,623,326 2,485,781 28.83%
Utilities 3,557,873 3,127,304 430,569 13.71%
Telecommunications 721,786 682,904 38,882 5.69%
Repairs and Maintenance 1,882,395 1,898,127 (15,732) -0.83%
D entals and Leases 786,739 624,065 162,674 26.07%
ating and Reproduction 495,186 628,019 {132,833) -21.15%
rederal Sponsored Programs Pass-Thrus 3,169,340 3,391,200 (221,860) -6.54%
Depreciation and Amortization 6,564,562 8,087,083 (1,522,521) -18.83%
Other Operating Expenses 2,133,116 1,815,423 317,693 17.50%
Total Operating Expenses 166,050,525 150,276,202 15,174,323 10.50%
Operating Loss (58,926,931) (56,873.782) (2,053,150) -3.61%
Other Nonoperating Adjustments
State Appropriations 55,134,308 52,837,480 2,296,828 4.35%
Gift Contributions for Operations 3,259,146 3,006,720 192,426 6.27%
Net Investment Income 2,221,553 2,642,740 (421,187) -15.94%
Interest Expense on Capital Asset Financings (2,297,040) (2,409,624) 112,584 4.67%
Net Other Nonoperating Adjustments 58,317,967 56,137,316 2,180,651 31.88%
Adjusted Income (Loss) (608,965) (736,466) 127,501 17.31%
Adjusted Margin (as a percentage) -0.36% -0.48%
Long Term Fund Transfer 1,651,274 1,472,545 178,729 12.14%
Adjusted Income (Loss) with Transfers $1,042,309 $736,079 $306,230 41.60%
Adjusted Margin % with Transfers 0.62% 0.48%
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UNAUDITED
The University of Texas-Pan American

Comparison of Operating Resuits and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Variance of

Current Year-to-Date

Fluctuation

FY 2003 FY 2002 10 Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $28,124,472 324,148,136 $3,976,336 16.47%
Sponsored Programs 44,545,089 34,951,385 9,593,704 27.45%
Net Sales and Services of Educational Activities 3,931,813 3,504,960 426,853 12.18%
Net Auxiliary Enterprises 4,347 504 3,596,264 751,240 20.89%
Other Operating Revenues 163,615 208,565 {44,950) -21.55%
Total Operating Revenues 81,112,493 66,409,310 14,703,183 22.14%
Operating Expenses
Salaries and Wages 44,417,123 41,023,384 3,393,739 8.27%
Employee Benefits and Related Costs 11,234,706 9,930,856 1,303,850 13.13%
Professional Fees and Contracted Services 447 854 246,127 201,727 81.96%
Other Contracted Services 2,740,165 1,744,411 995,754 57.08%
Scholarships and Fellowships 37,869,312 31,076,135 6,793,177 21.86%
Travel 1,535,498 1,210,170 325,328 26.88%
Materials and Supplies 6,865,880 6,854,216 11,664 0.17%
Utilities 2,564,002 2,857,790 {293,698) -10.28%
Telecommunications 646,578 383,720 262,858 68.50%
Repairs and Maintenance 963,200 938,448 26,752 2.85%
Rentals and Leases 277,267 265,965 11,302 4.25%
Printing and Reproducticn 488,724 356,289 132,435 37.17%
Federal Sponsored Programs Pass-Thrus 6,719 - 6,719 100.00%
Depreciation and Amortization 4,921,407 4,833,985 87422 1.81%
Other Operating Expenses 2,701,790 2,586,870 114,920 4.44%
Total Operating Expenses 117,682,315 104,308,366 13,373,949 12.82%
Operating Loss (36,569,822) (37,899,056) 1,329,234 3.51%
Other Nonoperating Adjustments
State Appropriations 40,472,073 40,285,783 186,290 0.46%
Gift Contributions for Operations 676,901 463,478 213,423 46.05%
Net Investment Income 1,496,308 1,791,707 (295,399) -16.49%
Interest Expense on Capital Asset Financings (2,099,037} (2,080,558) (18,479) -0.89%
Net Other Nonoperating Adjustments 40,546,245 40,460,410 85.835 0.21%
Adjusted Income (Loss) 3,976,423 2,561,354 1,415,069 55.25%
Adjusted Margin {as a percentage) 3.21% 2.35%
Long Term Fund Transfer 380,675 341,998 38,677 11.31%
Adjusted Income (Loss) with Transfers $4,357,098 $2,903,352 $1,453,746 50.07%
Adjusted Margin % with Transfers 3.51% 2.66%
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UNAUDITED

The University of Texas of the Permian Basin
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Variance of

Current Year-to-Date

Fluctuation

FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $5,598,444 $4,548,948 $1,049,496 23.07%
Sponsored Programs 3,453,485 3,142,007 311,478 9.91%
Net Sales and Services of Educational Activities 157,544 425,300 {267,756) -62.96%
Net Auxiliary Enterprises 426,283 107,651 318,632 295.99%
Other Operating Revenues 86,268 126,526 (40,258) -31.82%
Total Operating Revenues 9,722,024 8,350,432 1,371,592 16.43%
Operating Expenses
Salaries and Wages 8,321,782 7,474,799 846,983 11.33%
Employee Benefits and Related Costs 1,973,692 1,788,708 184,984 10.34%
Professional Fees and Contracted Services 587,485 314,275 273,210 86.93%
Other Contracted Services 511,913 245,689 266,224 108.36%
Scholarships and Fellowships 3,938,597 3,159,562 779,035 24.66%
Travel 303,419 245,787 57,632 23.45%
Materials and Supplies 1,412,513 1,000,828 411,685 41.13%
Utilities 970,811 957,918 12,893 1.35%
Telecommunications 211,562 191,592 19,970 10.42%
Repairs and Maintenance 294,313 783,324 (489,011) -62.43%
Pentals and Leases 131,861 104,988 26,873 25.60%
iting and Reproduction 166,041 137,91] 28,130 20.40%
wsepreciation and Amortization 879,496 805,168 74,328 9.23%
Other Operating Expenses 391,097 434,870 (43,773) -10.07%
Total Operating Expenses 20,094,582 17,645,419 2,449,163 13.88%
Operating Loss {16,372,558) (5,294,987} (1,077,571) -11.59%
Other Nonoperating Adjustments
State Appropriations 10,250,752 9,342,160 908,592 9.73%
Gift Contributions for Operations 456,404 568,674 (112,270) ~19.74%
Net Investment Income 187,070 285,698 (98,628) -34.52%
Interest Expense on Capital Asset Financings {539,296) (817,144) 277,848 34,00%
Net Other Nonoperating Adjustments 10,354,930 9,379,388 ‘975,542 10.40%
Adjusted Income (Loss) (17,628) 84,401 (102,029) -120.89%
Adjusted Margin (as a percentage) ~0.09% 0.46%
Long Term Fund Transfer 232,312 208,485 23,827 11.43%
Adjusted Income (Loss) with Transfers $214,684 $292,886 (878,202) -26.70%
Adjusted Margin % with Transfers 1.03% 1.56%
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UNAUDITED
The University of Texas at San Antonio

Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Yariance of
Current Year-to-Date Fluctoation

FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $54,900,706 $43,971,576 $10,929,130 24.85%
Sponsored Programs 39,996,232 30,120,869 9,875,363 32.7%%
Net Sales and Services of Educational Activities 1,681,732 1,297,356 384,376 29.63%
Net Auxiliary Enterprises 2,842,309 3,177,529 (335,220) - -10.55%
Other Operating Revenues 375,059 507,169 (132,110) -26.05%
Total Operating Revenues 99,796,038 79,074,499 (467,330) -0.59%
Operating Expenses
Salaries and Wages 69,189,829 61,542,852 7,646,977 12.43%
Employee Benefits and Related Costs 14,068,405 11,949,189 2,119,216 17.74%
Professional Fees and Contracted Services 1,592,102 1,565,830 26,272 1.68%
Other Contracted Services 1,364,403 1,857,150 (492,747) -26.53%
Scholarships and Fellowships 32,761,851 23,486,973 9,274,878 39.49%
Travel 2,109,627 1,891,603 218,024 11.53%
Materials and Supplies 7,999,420 4,558,108 3,441,312 75.50%
Utilities 2,890,315 2,695,336 194,979 723%
Telecommunications 1,352,475 1,214,081 138,394 11.40%
Repairs and Maintenance 2,636,407 3,354,114 (717,707) -21.40%
Rentals and Leases 900,754 693,419 207,335 29.90%
Printing and Reproduction 898,042 819,722 78,320 9.55%
Federal Sponsored Programs Pass-Thrus 2,204,949 1,138,655 1,066,294 93.65%
Depreciation and Amortization 6,795,914 8,606,524 (1,810,610) -21.04%
Other Operating Expenses 2,262,488 2,855,833 {593,345) -20.78%
Total Operating Expenses 149,026,981 128,229,389 20,797,592 16.22%
Operating L.oss {49,230,943) (49,154,890} (76,053) -0.15%
Other Nonoperating Adjustments
State Appropriations 52,102,063 52,488,712 {386,649) -0.74%
Gift Contributions for Operations 2,263,487 1,746,636 516,85] 29.59%
Net Investment Income 1,849,034 1,554,824 264210 18.92%
Interest Expense on Capital Asset Financings (4,121,679) (4,388,096) 266,417 6.07%
Net Other Nonoperating Adjustments 52,092,908 51.402,076 690,829 1.34%
Adjusted 1ncome (Loss) 2,861,962 2,247,186 614,776 27.36%
Adjusted Margin (as a percentage) 1.83% 1.67%
Long Term Fund Transfer 517,291 447,884 69.407 15.50%
Adjusted Income (Loss) with Transfers $3,379,253 $2,695,070 $684,183 25.39%
Adjusted Margin % with Transfers 2.16% 1.99%
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UNAUDITED
The University of Texas at Tyler
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 1o Prior Year-to-Date  Percentage
Operating Revennes
Student Tuition and Fees $7.624,969 $6,459,644 $1,165,325 18.04%
Sponsored Programs 6,763,289 4,511,968 2,251,32] 49.90%
Net Sales and Services of Educational Activities 214,911 172,556 42,355 24.55%
Net Auxiliary Enterprises 723,44] 532,007 191,434 35.98%
Other Operating Revenues 278,131 133,051 145,080 109.04%
Total Operating Revenues 15,604,741 11,809,226 3,795,515 32.14%
Operating Expenses
Salaries and Wages 14,818,658 13,393,082 1,425,576 10.64%
Employee Benefits and Related Costs 3,687,056 3,067,576 619,480 20.19%
Professionat Fees and Contracted Services 693,028 545,784 147,244 26.98%
Other Contracted Services 1,198,657 922,265 276,392 29.97%
Scholarships and Fellowships 5,623,438 3,733,069 1,890,369 50.64%
Travel 404,456 423,661 {19,205) -4.53%
Materials and Supplies 1,459,055 1,180,335 278,720 23.61%
Utilities 612,402 536,204 76,198 14.21%
Telecommunications 243,349 245,685 (2,336) -0.95%
Repairs and Matintenance 487,669 648,379 {160,710) -24.79%
P entals and Leases 87,821 77,996 9,825 12.60%
nting and Reproduction 390,395 326,146 64,249 19.70%
osad Debt Expense 803 0 803 100.00%
Depreciation and Ameortization 1,800,000 1,849,462 (49,462) -2.67%
Other Operating Expenses 517,577 675,741 (158,164) -23.41%
Total Operating Expenses 32,024,364 27,625,385 4,398,979 15.92%
Operating Loss (16,419,623) (15,816,159} {603,464) -3.82%
Other Nonoperating Adjustments
State Appropriations 16,982,630 17,434,150 (451,560) -2.59%
Gift Contributions for Operations 336,687 386,390 (49,703) -12.86%
Net Investment Income 478,677 557,443 {78,766) -14.13%
Interest Expense on Capital Asset Financings {455,388) (452,896) (2,492) -(.55%
Net Other Nonoperating Adjustments 17,342,606 17,925,127 (582,521) -3.25%
Adjusted Income (Loss} 922,983 2,108,968 (3,185,985) -56.24%
Adjusted Margin (as a percentage) 2.76% 6.99%
Long Term Fund Transfer 881,932 794,861 87,071 10.95%
Adjusted Income (Loss) with Transfers $1,804,915 $2,903,829 {$1,098,914) -37.84%
Adjusted Margin % with Transfers 5.26% 9.37%
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UNAUDITED
The University of Texas Scuthwestern Medical Center at Dallas
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of

Year-to-Date Year-to-Date Current Year-to-Date Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date Percentage
Operating Revenues
Student Tuition and Fees $9,054,226 $8,099,761 $954 465 11.78%
Sponsored Programs 218,041,301 201,172,305 16,868,996 8.39%
Net Sales and Services of Educational Activities 10,998,544 12,409,755 (0,411,211 -11.37%
Net Professional Fees 122,307,983 114,839,498 7,468,485 6.50%
Net Auxiliary Enterprises 4,704,941 4,259,800 445,141 10.45%
Other Operating Revenues 3,385,779 3,266,878 118,901 3.64%
Total Operating Revenues 368,492,774 344,047,997 24,444,777 7.11%
Operating Expenses
Salaries and Wages 255,321,810 233,380,009 21,941,801 9.40%
Employee Benefits and Reiated Costs 73,566,908 66,182,709 7,384,199 11.16%
Professional Fees and Contracted Services 7,559,309 8,381,939 {822,630) -9.81%
Other Contracted Services 29,160,492 28,396,733 763,759 2.69%
Scholarships and Fellowships 4,474,545 3,967,850 506,695 12.77%
Travel 4,647,054 3,894,129 752,925 19.33%
Materials and Supplies 54,382,980 50,943,551 3,439,429 6.75%
Utilities 16,868,496 10,807,481 61,015 0.56%
Telecommunications 3,394,828 3,132,457 262,371 §.38%
Repairs and Maintenance 3,121,775 3,356,217 (234,442) -6.99%
Rentals and Leases 3,430,464 3,802,537 (372,073) -9.78%
Printing and Reproduction 1,552,883 1,701,564 (148,681) -8.74%
Federai Sponsored Programs Pass-Thrus 191,271 582,766 (391,495) ~-67.18%
Depreciation and Amortization 19,373,353 18,488,952 884,401 4.78%
Other Operating Expenses 15,907,696 17,628,781 {1,721,085) -9.76%
Total Operating Expenses 486,953,864 454,647,675 32,306,189 7.11%
Operating Loss (118,461.090) (110,599.678) (7,861,412) -7.11%
Other Nonoperating Adjustments
State Appropriations 73,763,258 74,594,198 (830,940) -1.11%
Gift Contributions for Operations 14,014,035 17,336,882 (3,322,847) -19.17%
Net investment Income 29,020,939 30,289,935 (1,268,996) -4.19%
Interest Expense on Capital Asset Financings (6,588,201) (5,295,520) {1,292 681) 24.41%
Net Other Nonoperating Adjustments 110,210,03] 116,925,495 (6,715,464) -5.74%
Adjusted Income (Loss) (8,251,059) 6,325,817 (14,576,876) -230.43%
Adjusted Margin (as a percentage) -1.70% 1.36%
Long Term Fund Transfer 0,383,276 8,307,820 1.075,456 12.95%
Adjusted Income {Loss) with Transfers $1,132,217 514,633,637 ($13,501,420) -92.26%
Adjusted Margin % with Transfers 0.23% 3.08%
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UNAUDITED
The University of Texas Medical Branch at Galveston
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of

Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees $5,982,365 $5,341,226 $641,139 12.00%
Sponsored Programs 08,662,280 92,568,756 6,093,524 6.58%
Net Sales and Services of Educational Activities 0 258,631 (258,631) - -100.00%
Net Sales and Services of Hospitals 388,092,058 366,989,526 21,102,532 5.75%
Net Professional Fees 83,822,794 81,084,272 2,738,522 3.38%
Net Auxiliary Enterprises 4,776,549 4,755,392 21,157 0.44%
Other Operating Revenues 47,229,427 53,316,464 (6,087,037) -11.42%
Total Operating Revenues 628,565,473 604,314,267 24,251,206 4.01%
Operating Expenses
Salaries and Wages 430,434,002 400,232,224 30,201,778 7.55%
Employee Benefits and Related Costs 113,545,774 105,936,538 7,609,236 7.18%
Professional Fees and Contracted Services 8,521,730 6,951,710 1,570,020 22.58%
Other Contracted Services 46,121,945 51,027,930 (4,905,985) -9.61%
Scholarships and Fellowships 2,362,400 2,533,827 (171,427) -6.77%
Travel 4,133,857 3,780,433 353,424 9.35%
Materials and Supplies 99,238,085 103,641,406 (4,402,421) -4.25%
Utilities 14,485,311 13,533,286 952,025 7.03%
lecommunications 6,633,324 6,241,692 391,632 6.27%
pairs and Maintenance 17,916,725 15,525,749 2,390,976 15.40%
Rentals and Leases 6,392,021 6,059,170 332,851 5.49%
Printing and Reproduction 1,305,882 1,415,782 (109,900) -7.76%
Federal Sponsored Programs Pass-Thrus 885,443 810,992 74,451 9.18%
Depreciation and Amortization 32,394,092 34,011,091 {1,616,99%) 4.75%
Other Operating Expenses 80,108,645 89,034,961 (8,926,316) -10.03%
Total Operating Expenses 864,480,136 840,736,791 23,743,345 2.82%
Operating Loss (235,914,663) (236.,422.524) 507,861 0.21%
Other Nonoperating Adjustments
State Appropriations 191,473,496 196,380,216 {4,906,720) -2.50%
Gift Contributions for Operations 2,403,773 2,983,358 (579,585) -19.43%
Net Investment Income 11,898,267 11,275,666 622,601 5.52%
jnterest Expense on Capital Asset Financings (1,390,671) (1,212,040) (178,631} -14.74%
Net Other Nonoperating Adjustments 204,384,865 209,427,200 (5,042,335) 2.41%
Adjusted Income (Loss) (31,529,798) (26,995,324) (4,534,474) -16.80%
Adjusted Margin {(as a percentage) -3.78% -3.31%
Long Term Fund Transfer 4,524,223 3.943.262 580,961 14.73%
Adjusted Income {Loss) with Transfers ($27,005,575) ($23,052,062) ($3,953,513) -17.15%
Adjusted Margin % with Transfers -3.22% -2.82%
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UNAUDITED

The University of Texas Health Science Center at Houston
Comparison of Operating Resuits and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentape
Operating Revenues
Student Tuition and Fees $8,891,720 £8,681,458 $210,262 2.42%
Sponsored Programs 149,174,367 130,392,565 18,781,802 14.40%
Net Sales and Services of Educational Activities 6,335,341 6,124,161 211,180 3.45%
Net Sales and Services of Hospitals 22,214,668 22,200,024 14,644 0.07%
Net Professional Fees 60,253,307 56,256,672 3,996,635 7.10%
Net Auxiliary Enterprises 8,185,869 8,255,306 (69,437) -0.84%
Other Operating Revenues 27,636,070 29,506,347 (1,870,277) -6.34%
Total Operating Revenues 282,691,342 261,416,533 21,274,809 8.14%
Operating Expenses
Salaries and Wages 205,800,967 189,639,808 16,161,159 8.52%
Employee Benefits and Related Costs 47,408,062 43,564,165 3,843,897 8.82%
Professional Fees and Contracted Services 32,417,086 32,589,679 (172,593) -0.53%
Other Contracted Services 24,135,508 20,979,993 3,155,515 15.04%
Scholarships and Fellowships 1,833,448 1,600,679 232,769 14.54%
Travel 2,830,052 2,799,342 30,710 1.10%
Materials and Supplies 17,513,931 14,509,589 3,004,342 20.71%
Utilities 4,174,845 4,076,455 98,390 241%
Telecommunications 2,144,934 2,263,274 (118,340) -5.23%
Repairs and Maintenance 3,118,713 4,466,047 (1,347,334) -30.17%
Rentals and Leases 5,624,322 3,876,779 1,747,543 45.08%
Printing and Reproduction 3,413,114 3,507,599 (94,485) -2.69%
Bad Debt Expense 2,769 4,132 (1,363) -32.99%
Federal Sponsored Programs Pass-Thrus 3,519,778 2,212,327 1,307,451 59.10%
Depreciation and Amortization 11,843,653 11,588,153 255,500 2.20%
Other Operating Expenses 32,144,285 31,618,158 526,127 1.66%
Total Operating Expenses 397,925,467 369,296,179 28,629,288 7.75%
Operating Loss (115,234,125) (107,879,646) {7,354,479) -6.82%
Other Nonoperating Adjustments
State Appropriations 96,709,148 98,432,046 (1,722,898) -1.75%
Gift Contributions for Operations 721,036 218,090 502,946 230.61%
Net investment Income 6,068,149 5,839,848 228,301 391%
Interest Expense on Capital Asset Financings (2,810,621) (3,740,208) 929,587 24 85%
Net Other Nonoperating Adjustments 100,687,712 100,749,776 (62,064) -0.06%
Adjusted Income (Loss) (14,546,413) (7,129,870} (7,416,543) -104.02%
Adjusted Margin (as a percentage) -3.77% -1.95%
Long Term Fund Transfer 1,363,400 1,110.069 253,331 22.82%
Adjusted Income (Loss) with Transfers ($13,183,013) ($6,019,801) ($7,163,212) -118.99%
Adjusted Margin % with Transfers -3.40% -1.64%
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UNAUDITED

The University of Texas Health Science Center at San Antonio
Comparisen of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentape
Operating Revenues
Student Tuition and Fees $9,101,333 $7,902,672 $1,198,661 15.17%
Sponsored Programs 89,592,595 86,888,761 2,703,834 3.11%
Net Sales and Services of Educational Activities 784,675 1,035,999 (251,324) -24.26%
Net Professional Fees 78,056,555 73,337,407 4,719,148 6.43%
Net Auxiliary Enterprises 1,159,475 947,605 211,870 22.36%
Other Operating Revenues 32,252,366 35,759,008 (3,506,642) -9.81%
Total Operating Revenues 210,946,999 205,871,452 5,075,547 2.47%
Operating Expenses
Salaries and Wages 152,493,011% 145,335,311 7,157,700 4.92%
Employee Benefits and Related Costs 40,791,425 37,678,603 3,112,822 £.26%
Professional Fees and Contracted Services 8,522,000 8,705,555 (183,555) -2.11%
Other Contracted Services 8,942,676 9,119,365 (176,689) -1.94%
Scholarships and Fellowships 1,978,463 1,749,714 228,749 13.07%
Travel 2,735,999 2,508,445 227,554 9.07%
Materials and Supplies 15,159,050 14,826,665 332,385 2.24%
Utilities 4,048,501 3,468,918 579,583 16.71%
Telecommunications 5,885,474 5,761,801 123,673 2.15%
~pairs and Maintenance 670,283 546,872 123,411 22.57%
.ntals and Leases 1,203,671 950,499 253,172 26.64%
Printing and Reproduction 1,182,675 1,290,422 (107,747) -8.35%
Federal Sponsored Programs Pass-Thrus 780,126 674,091 106,035 15.73%
. Depreciation and Amortization 9,733,333 9,717,301 16,032 0.16%
Other Operating Expenses 62,262,048 62,197,745 64,303 0.10%
Total Operating Expenses 316,388,735 304.531,307 11,857,428 3.839%
Operating Loss (105,441,736) (98.659,855) {6,781,881) -6.87%
Other Nonoperating Adjustments
State Appropriations 94,977,233 98,530,968 (3,553,735) -3.61%
Gift Contributions for Operations 5,736,890 5,359,710 377,180 7.04%
Net Investment Income 12,760,931 12,723,025 37,906 0.30%
Interest Expense on Capital Asset Financings (2,711,650} (3,784,824) 1,073,134 28.35%
Net Other Nonoperating Adjusiments 110,763,364 112,828,879 (2,065,515) -1.83%
Adjusted Income (Loss) 5,321,628 14,169,024 (8,847,396) -62.44%
Adjusted Margin (as a percentage) 1.64% 4.39%
Long Term Fund Transfer 1,339,600 1,146,300 193,300 16.86%
Adjusted Income (Loss) with Transfers $6,661,228 $15,315,324 ($8,654,096) 56.51%
Adjusted Margin % with Transfers 2.04% 4.73%
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The University of Texas M. D. Anderson Cancer Center

UNAUDITED

Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April April Variance of
Year-to-Date Year-to-Date Current Year-to-Date  Fluctuation
FY 2003 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenues
Student Tuition and Fees £86,738 $93,813 ($7,075) -7.54%
Sponsored Programs 108,201,846 99,743,568 8,458,278 8.48%
Net Sales and Services of Educational Activities 2,324,035 1,745,322 578,713 33.16%
Net Sales and Services of Hospitals 590,662,136 504,302,597 86,359,539 17.12%
Net Professional Fees 123,244,921 103,915,556 19,329,365 18.60%
Net Auxiliary Enterprises 9,911,809 8,699,170 1,212,639 13.94%
Other Operating Revenues 13,819,157 15,820,176 (2,001,019) -12.65%
Total Operating Revenues 848,250,642 734,320,202 113,930,440 15.52%
Operating Expenses :
Salaries and Wages 464,433,268 420,466,759 43,966,509 10.46%
Employee Benefits and Related Costs 136,053,086 118,194,342 17,858,744 15.11%
Professional Fees and Contracted Services 11,604,405 12,338,616 (734,211) -5.95%
Other Contracted Services 31,481,460 32,237,967 (756,507) -2.35%
Travel 7,834,954 6,229,527 1,605,427 25.77%
Materials and Supplies 189,294,251 175,168,256 14,125,995 8.06%
Utilities 17,696,739 16,199,225 1,497,514 9.24%
Telecommunications 4,978,830 3,231,447 1,747,383 54.07%
Repairs and Maintenance 11,184,362 11,416,265 (231,903) -2.03%
Rentals and Leases 14,579,653 10,369,532 4,210,121 40.60%
Printing and Reproduction 3,204,260 2,978,000 226,260 7.60%
Federal Sponsored Programs Pass-Thrus 779,986 1,475,243 (695,257} -47.13%
Depreciation and Amortization 48,371,678 45,380,535 2,991,143 6.59%
Other Operating Expenses 24,551,505 25,013,908 (462,403) -1.85%
Total Operating Expenses 966,048,437 880,699,622 85,348,815 9.69%
Operating Loss {117,797,795) (146,379,420) 28,581,625 19.53%
Other Nonoperating Adjustments .
State Appropriations 94,383,198 105,932,259 (11,549,101} -10.50%
Gift Contributions for Operations 53,656,609 47,941,228 5,715,381 11.92%
Net Investment Income 23,561,329 24,301,987 {740,658) -3.05%
Interest Expense on Capital Asset Financings (10,118,383} {5,458,425) (4,659,958} -85.37%
Net Other Nonoperating Adjusiments 161,482,753 172,717,089 {11,234,336) -6.50%
Adjusted Income (Loss) 43,684,958 26,337,669 17,347,289 65.86%
Adjusted Margin (as a percentage) 4.28% 2.89%
Long Term Fund Transfer 4,005,470 3,382,241 623,229 18.43%
Adjusted Income (Loss) with Transfers $47,690,428 §29,719,910 $17,970,518 60.47%
Adjusted Margin % with Transfers 4.66% 3.24%
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UNAUDITED
The University of Texas Health Center at Tyler
Comparison of Operating Results and Margin
For the Eight Months Ending April 30, 2003

April

Year-to-Date

April

Year-to-Date

Variance of

Current Year-to-Date

Fluctuation

FY 2063 FY 2002 to Prior Year-to-Date  Percentage
Operating Revenves
Sponsored Programs $4,552,384 $4,227.346 325,038 7.69%
Net Sales and Services of Educational Activities 830,126 750,730 79,396 10.58%
Net Sales and Services of Hospitals 35,074,749 33,175,813 1,898,936 5.72%
Net Professional Fees 8,747,125 8,384,227 362,898 4.33%
Net Auxiliary Enterprises 524,798 663,305 (140,507) -21.12%
Other Operating Revenues 2,278,587 1,788,589 489,998 27.40%
Total Operating Revenues 52,007,769 48,992,010 3,015,759 6.16%
Operating Expenses
Salaries and Wages 39,892,775 38,547,937 1,344,838 3.49%
Employee Benefits and Related Costs 10,428,217 9,361,460 1,066,757 11.40%
Professional Fees and Contracted Services 3,795,946 1,937,832 1,858,114 95.89%
Other Contracted Services 2,638,797 2,391,420 247377 10.34%
Travel 346,171 357,402 (11,231} -3.14%
Materials and Supplies 9,954,880 10,290,090 (335,210) -3.26%
Utilities 1,195,262 1,234,688 (39,426) -3.19%
Telecommunications 452,267 321,117 130,550 40.58%
Repairs and Maintenance 1,240,112 995,846 244,266 24.53%
~=ntals and Leases 1,279,206 1,277,329 1,877 0.15%
ating and Reproduction 623,247 567,714 55,533 9.78%
Federal Sponsored Programs Pass-Thrus 193,584 195,657 {2,073) -1.06%
Depreciation and Amortization 2,286,182 2,682,954 (396,772) -14.79%
Other Operating Expenses 2,976,757 2,686,462 290,295 10.81%
Total Operating Expenses 77,303,403 72.848,508 4,454,895 6.12%
Operating Loss (25,295,634) (23,856,498) {1,439,136) -6.03%
Other Nonoperating Adjustments
State Appropriations 21,865,100 21,703,216 161,884 0.75%
Gift Contributions for Operations 119,685 72,979 46,706 64.00%
Net Investment Income 1,883,421 1,812,678 70,743 3.90%
Interest Expense on Capital Asset Financings (345,756) (26,608) (319,148) -1199.44%
Net Other Nonoperating Adjustments 23,522,450 23,562,265 (39,815) -0.17%
Adjusted Income (Loss) (1,773,184) (294,233) (1,478,951) -502.65%
Adjusted Margin (as a percentage) -2.34% -0.41%
Long Term Fund Transfer 113,524 101,073 12,451 12.32%
Adjusted Income (Loss) with Transfers ($1,659,660) ($193,160) ($1,466,500) -759.22%
Adjusted Margin % with Transfers -2.18% <0.27%
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